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THE BANCA NAZIONALE DEL LAVORO (BNL) 
SCANDAL AND THE DEPARTMENT OF AGRI- 
CULTURE'S COMMODITY CREDIT CORPORA- 
TION (CCC) PROGRAM FOR IRAQ— PART 1 


THURSDAY, MAY 21, 1992 

House of Representatives, 
Committee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The committee met, pursuant to notice, at 9:30 a.m., in room 
2128, Rayburn House Office Building, Hon. Henry B. Gonzalez 
[chairman of the committee] presiding. 

Present: Chairman Gonzalez, Representatives Vento, Barnard, 
Schumer, Frank, Torres, Kennedy, Luken, Moran, Slattery, Wylie, 
Leach, McCollum, Roukema, Bereuter, Roth, McCandless, Riggs, 
Nussle, and Johnson. 

Also present: Representative Lantos. 

The Chairman. The committee will please come to order. 

We were awaiting the arrival of Secretary Robson. We have 
listed him first, and we have also had a request conveyed to us 
from the administration asking if we would list him first, which we 
have. Also, it will give us a chance to get some preliminaries out of 
the way. 

I would like to report a letter that was just hand delivered to me 
in my office just 10 minutes ago, and it is from the White House 
Liaison Assistant to the President on Legislative Matters, and it 
will explain the two chairs there, where we have the identification 
tabs for Mr. Danzansky and Mr. Haass. 

This letter says: “This responds to your letter of May 1, to Mr. 
Richard Haass, Special Assistant to the President for National Se- 
curity Affairs, as well as your most recent letter of May 15 to Ste- 
phen Danzansky, former Deputy Assistant to the President for Cab- 
inet Affairs. As I indicated to you in my letter of May 4, it is a 
longst an ding practice of the executive branch to decline requests 
for testimony by any members of the President’s personal staff. For 
that reason, I must decline your request for personal testimony by 
Dr. Haass and your renewed request for testimony by Mr. Dan- 
zansky. 

“However, given the unusual circumstances presented here, the 
adminis tration is prepared to work with you to develop an alterna- 
tive mut uall y acceptable mechanism by which these officials can be 
a vailab le to members of the subcommittee.” Actually this 
should be the full committee. “We believe the administration acted 

(l) 
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reasonably and properly during the period prior to the Persian 
Gulf conflict. We are anxious to ensure that the subcommittee has 
an accurate picture of Administration policy and actions.” Signed, 
Nicholas E. Calio, the Assistant to the President for Legislative Af- 
fairs. 

And I ask leave to place this in the record at this point, and say 
that the reason for these two chairs is that up until last night, 
there had been communication between the staffs and the White 
House liaison, as well as the White House staff, and there was 
some intimation that they might. But it wasn't until this morning 
that we definitely were notified that they would not be present and 
then the letter was hand delivered. 

This is the fourth hearing the Banking Committee has conducted 
on BNL. I want to remind my colleagues, as well as others, that we 
have not invoked rule 10 or 11, in which the full investigatory pan- 
oply of power under those rules and naturally with the constitu- 
tional limitations we have always observed, which would entail the 
necessity of swearing in the witnesses, in which case we haven’t 
done. 

We have extended invitations by letter. We have had the com- 
mittee unanimously vote close to 50 document subpoenas. We are 
proceeding and this is the fourth hearing related to the Banking 
Committee’s investigation, our oversight of the Atlanta branch of 
the Banca Nazionale del Lavoro. The committee’s investigation en- 
tails the $4 billion in loans the Atlanta branch of BNL provided to 
Iraq through letters of credit beginning in 1985 through August 

The scope of the committees’s investigation includes Iraq’s and 
BNL’s participation in Export-Import Bank and Commodity Credit 
Corporation Program, as well as the BNL role in f undin g Iraq’s 
military technology procurement network. 

Now, there is some confusion regarding this investigation. We 
are not the only committee investigating this scandal. There are 
two other committees, principally the Agriculture Subcommittee, 
chaired by Mr. Rose, and the Foreign Affairs Subcommittee, 
chaired by Mr. Gejdenson. These two subcommittees have been on 
this case for some time now. Also, I want to point out that this is 
not a solitary, single individual effort, and I think today’s hearings 
will reveal that interest in this matter is of concern to me which 
dates back to the beginning. 

It was personal. I was the one that asked the staff.back in 1989, 
to follow up on this question of the $4 billion that was funneled 
through the Atlanta branch of BNL, which was reported in the 
Wall Street Journal and I was curious after reading this article. It 
wasn’t until 1990, on October 16, that we held our first hearing. 

We succeeded partially in our legislative quest by bringing the 
reforms in the fundamental 1978 International Banking Act last 
year in the Banking Act that we approved. 

So far, the committees’ investigation has revealed that the 
system of regulating and supervising branches and agencies of for- 
eign banks was, is, and continues to be wholly inadequate from the 
standpoint of the protection of the national interest and the safety 
and soundness of our banking system, and principally the ability 
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for our monetary setting body, the Federal Reserve, to be able to do 
so in a comprehensive and manageable way. 

The legislation that I introduced closed loopholes, to a certain 
extent, in the banking laws, and it also restructured the system of 
supervision governing foreign banks. The committee’s investigation 
has also revealed painful scandalous details about the flawed 
United States policy toward Iraq, including the administration’s 
misleading statements to the Congress. And that statement is made 
in light of other committees’ experiences from Government Oper- 
ations, Foreign Affairs, and the Agriculture Committees, not neces- 
sarily or exclusively the Banking Committee. 

In the coming months, the BNL investigation will provide new 
details of the United States role in arming Iraq, including informa- 
tion about BNL’8 role in funding the Iraqi military technology pro- 
curement network, and the role many United States companies 
played in what ended up arming Iraq. 

In addition, the investigation will explore the President Reagan 
and President Bush’s administrations role in facilitating the 
arming of Iraq. 

As a result of this investigative effort, I recently introduced legis- 
lation that will force the United States to vote no on IMF and mul- 
tilateral development bank loans to countries that do not adhere to 
the nonproliferation regimes that thwart the weapons of mass de- 
struction. It also tightens regulations governing the activities of 
foreign banks operating in the United States. 

As today’s hearings will show, President Bush’s administration 
policy toward Iraq has been seriously flawed. The administration 
hoped to moderate Iraq’s behavior by providing Saddam Hussein 
with billions of dollars in financial assistance and United States 
technology. 

The important thing to focus on at today’s hearing is the govern- 
ment’s controls that were trampled on in order to further the ad- 
ministration’s policy toward Saddam Hussein. 

Also, today’s hearings will show that the White House and State 
Department disregarded irrefutable evidence of massive Iraqi 
atrocities. At the same time it was pressuring the National Adviso- 
ry Council to approve the $1 billion CCC Program for Iraq. 

Now, those atrocities, I need to enumerate them here because 
they have been clouded over. Just 1 year before this decision to ap- 
prove the billion dollar CCC Program, Iraq used poison gas to 
eradicate thousands of its own Kurdish citizens and horrified the 
whole world. 

Iraq was not considered creditworthy. Iraq repaid its debts selec- 
tively, based solely on its ability to obtain larger and larger alloca- 
tions of credit. Iraq provided financial support and a safe harbor to 
terrorist groups. Over 50 percent of Iraq’s gross national product 
was dedicated to rebuilding Saddam’s military machine. 

Iraq had one of the world’s most repressive regimes. Iraq en- 
gaged in monumental human rights violations, including torturing 
children. The BNL scandal implicated the highest levels of the Iraq 
Government, including Saddam Hussein’s son-in-law, Hussein 
Kamil , Amir Haromuda Sadi, the head of Iraq’s Ballistic Missile 
Program, and Safa-al Abbabi, the genius behind Iraq’s secret mili- 
tary procurement network. 
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Iraq was engaged in the program to smuggle United States tech- 
nology to build nuclear, chemical, biological weapons, and ballistic 
missiles. It was in this context that the decision was made to put 
the taxpayers at risk for the $1 billion CCC Program for Iraq. It 
was in this context that the administration wanted to mollify 
Saddam Hussein. It is important to bring out the details of the Na- 
tional Advisory Council process in the context of the Iraqi policy 
because the same mistakes are being made today with countries 
such as China and Iran, Syria, Jordan, and the New Confederation 
of Independent States. 

Syria and Iran support terrorism, and yet export licensing re- 
strictions have been relaxed. China is a chronic human rights 
abuser and possesses nuclear missiles that can hit the United 
States, yet it is about to obtain most-favored-nation status. 

The new CIS States are not creditworthy, yet they receive ample 
CCC and Export-Import Bank credits. 

Jordan is a sieve as far as the U.N. sanctions are concerned, yet 
the administration is pushing for tens of millions of dollars in aid 
to the Iraqi sympathizers in Amman. 

The committee is disappointed that Mr. Stephen Danzansky of 
the White House and Mr. Richard Haass of the National Security 
Council have failed to appear, but as explained in the letter, we 
intend to work as far as it is feasible, ana within the fundamental 
rights of Congress to know. This is one of the fundamental consti- 
tutional prerogatives upheld by Supreme Court decision after Su- 
preme Court decision. 

These individuals are critically important in understanding the 
White House’s role and the NSC role in the decision to approve the 
program. The committee has a legitimate right to receive testimo- 
ny from the White House and NSC, as well as documents. 

We have asked for these documents, and we have done so in let- 
ters and in writing, and if necessary, we will, as we have in the 
past, asked the committee to issue subpoenas for documents or cer- 
tain individuals. 

So I am looking forward to testimony today. I want to express 
my gratitude to the witnesses that did accept our invitation, and 
thank you. 

I regret to say that we didn’t get your testimony, with the excep- 
tion of Secretary Robson’s, until quite recently this morning. 

So with that, I will recognize Mr. Wylie. 

Mr. Wylie. Thank you very much, Mr. Chairman. 

This hearing, this morning, raises some interesting questions 
about the United States policy toward Iraq before its invasion of 
Kuwait. Mr. Chairman, you have suggested in hindsight that the 
United States policy of providing agriculture and financial credits 
to Iraq was wrong, and even motivated by selfish interests on the 
part of the President’s advisors, and I respectfully do not agree 
with that assessment. 

I think the question we ought to ask is whether the administra- 
tion’s policy was reasonable under the circumstances at the time, 
and perhaps we need to review the history of this region in the last 
decade. 

In 1980, Iran was holding American hostages, the Russians had 
■nvaded Afghanistan, Iraq invaded Iran. Under President Carter, 
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the United States did not condemn Iraq’s invasion. In fact, in his 
State of the Union Address in 1980, President Carter unveiled the 
Carter doctrine which stated that the United States would use 
force if necessary to protect the free shipping lanes in the Persian 
Gulf. 

President Reagan continued this policy in the 1980’s by escorting 
Kuwaiti tankers through the gulf. During the Bush Presidency, 
after the Iran/Iraq war, many agreed that it was reasonable, in 
order to prevent Iran from dominating the Persian Gulf seaways, 
to improve relations with Iraq, Iran’s chief rival. And we should 
not forget that forces loyal to Iran and Syria were responsible for 
the United States hostages held in Lebanon, that Syria and Iran 
were responsible for the bombing of the Marine barracks in Leba- 
non in 1983. 

Who was the chief rival to both Syria and Iran at the time? Of 
course, the answer is Iraq. 

Let us be reminded also that after the Iran/Iraq war there was 
no easing of relations between Iran and the United States. To the 
contrary, radical clerics warned the Rafsanjani government of the 
criminal nature of America and recalled Khomeini’s dictum that 
Iran will never stretch its hand toward the United States unless it 
dies. 

Clearly, the easing of relations with Iraq during this time period 
was meant to maintain the balance of power in the Persian Gulf. 

I think, Mr. Chairman, we can all agree that hindsight is always 
20/20, but I believe that the question we must ask today is wheth- 
er, under the circumstances, and given the troubled nature of this 
region of the world, was it reasonable for the United States to 
pursue better relations with Iraq at the time. 

Thank you very much, Mr. Chairman. 

I look forward to the testimony of the witnesses this morning. 

The Chairman. Thank you, Mr. Wylie. 

Mr. Schumer. 

Mr. Schumer. Thank you, Mr. Chairman. 

Mr. Chairman, due to your tireless efforts, we are slowly unrav- 
eling the disturbing details of the BNL case and the larger issue of 
the misguided coddling of Iraq by the Bush and Reagan administra- 
tions. 

Saddam Hussein is President Bush’s Frankenstein, a run-of-the- 
mill dictator, the President fed with billions of U.S. taxpayer dol- 
lars and turned him into a monster. Created in the White House 
laboratory with a collection of government programs, banks, and 
private companies, Saddam grew beyond the administration’s con- 
trol. 

It was the mother of all foreign policy blunders. The White 
House, the National Security Council, the State Department, and 
the Agriculture Department practically tripped over each other to 
find ways to funnel assistance to Saddam. 

At the same time, they took pains to ignore or discount Iraq’s 
creditworthiness and Saddam’s ruthless behavior. But more than 
just policy miscalculations are at issue here. Certain aspects of this 
affair be ar marks of a mayor scandal involving, at best, improper 
conduct, and at worst, criminal activity by U.S. Government offi- 

dais. 
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Evidence of possible wrongdoing is popping up in three broad 
areas involving: First, administration efforts to tailor or influence 
investigations of the BNL affair to avoid offending Iraq and derail- 
ing the quest for good relations. 

Second, administration efforts to veil the full extent of its assist- 
ance to Iraq while it was occurring. 

And, thini, efforts to hide the extent of the relationship once it 
employed and Iraq invaded Kuwait. We must look closely at the ac- 
tions of officials from the White House, the NSC, the U.S. Depart- 
ment of Agriculture, the Commerce Department, and the State De- 
partment to ensure that they acted appropriately. And we are not 
talking here about policy miscalculations. That is something that 
should be public and the public should make its decision as to what 
weight it should have. 

But as chairman of the subcommittee on Crime and Criminal 
Justice, I am particularly interested in the conduct of the Depart- 
ment of Justice in the BNL investigation and whether other agen- 
cies attempted to influence or impede the investigation. 

Did the Department of Justice delay the indictments in the BNL 
case to buy the administration more time to win over Iraq? 

Why did the Department not act on allegations of potential 
wrongdoing by companies and individuals involved in selling mili- 
tary equipment to Iraq? 

Why weren’t certain individuals and organizations indicted in 
the BNL case? 

On June 2, the House Judiciary Committee will hold a hearing to 
explore the need for the appointment of an independent counsel to 
investigate and prosecute possible criminal activity. 

I will be working closely with Chairman Brooks and Chairman 
Gonzalez to determine if there is enough evidence needed to ask 
the Attorney General to begin the process for appointing an inde- 
pendent counsel. As part of this process, we will attempt to distin- 
guish, and we must attempt to distinguish, misguided policy deci- 
sions from potential criminal activity. 

Mr. Chairman, as you know, and under your leadership, for 
many years I have kept a watchful eye on the CCC’s Export Credit 
Guarantee Program and the BNL scandal. 

In January 1988, concerned that this multibillion dollar program 
was poorly managed and ripe for exploitation, I asked the GAO to 
review its operation. Their findings 4 years ago confirmed my sus- 
picions. 

Specifically, the GAO found, one, the Foreign Agriculture Service 
didn’t know if its guaranteed loans were being used for their in- 
tended purpose or for some more sinister purpose. They couldn’t 
tell if the money actually went for wheat and rice, or if it went for 
guns. The Foreign Agriculture Service didn’t always know if com- 
modities actually arrived at their intended destinations. 

The Foreign Agricultural Service failed to institute adequate in- 
ternal controls to ensure that financial institutions, such as BNL, 
didn’t misuse program funds, and the CCC couldn’t accurately ac- 
count for outstanding guarantees. 

All of these conditions allowed the Banco Nazionale del Lavoro, 
Iraq, and United States officials to exploit the OCC Program and 
use taxpayer dollars to build Saddam’s war machine. 


m 
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In 1990, I released a GAO report which documented the 7-year 
obsession the Departments of State and Agriculture had with 
granting export guarantees to Iraq. At the same time that the 
Treasury Department and OMB were saying these loans won’t be 
repaid. State and Agriculture were headlong urging that money be 
thrown at Iraq, money that either directly or indirectly allowed 
Saddam Hussein to prosecute future wars. 

The GAO concluded, quote, ’The U.S. desire to build a strategic 
and agricultural trade relationship with Iraq outweighed the ap- 
parent financial risks involved and discounted evidence of Iraq's 
human rights violation.” 

What GAO found was just the tip of the iceberg. In 1990, 1 asked 
GAO to determine whether BNL abused the Export Program to fi- 
nance the export of military materials to Iraq. The GAO investiga- 
tion is still pending. 

They had to suspend their investigation at the request of the Jus- 
tice Department. It is now resumed, and we expect the results in 
several months. 

But, Mr. Chairman, it is a travesty that there has been this 
much delay. It is disturbing that Chairman Rose’s investigation 
was not met with more cooperation by the administration. 

It is troubling, Mr. Chairman, that your investigation has been 
limited by the administration’s refusal to make more documents 
available. It is a tired old line that we have heard from the admin- 
istration time and time again. Whenever it suits its purposes, the 
administration’s Cabinet members ignore congressional subpoenas 
compelling their appearances before committees of Congress. 

They invoke executive privilege and cite national security inter- 
ests when they want to dodge congressional security. 

Mr. Chairman, in conclusion, the Persian Gulf war is over, 
SoHrlflm is still thumbing his nose at us, but there are no intelli- 
gence secrets to be compromised here. What is it that the Bush ad- 
ministration doesn’t want Congress and the public to know? 

We already know the President’s biggest foreign policy success, 
the Persian Gulf war was made necessary by his enormous foreign 
policy failure, his tilt toward Iraq, his creation of the Frankenstein, 
Saddam Hussein, or is there something more damning than poor 
judgment lurking in the documents? 

Thank you, Mr. Chairman. 

Iyield back. 

The Chairman. Thank you. 

Mr. Leach. 


Mr. Lkach. Thank you, Mr. Chairman. 

I want to take a little different tack if I could for a moment. 
First, just to summarize where we are in this investigation, I think 
there is a clear probability that a commercial bank owned by a for- 
eign hank violated United States laws in providing credit to Iraq, 
and the possibility exists that a United States credit program may 
have directly been abused to finance Iraq’s war capability. 

In regard, my own view is somewhat similar to the last 
maker, that prosecution has been slow. And with regard to this 
ngrt of the chairman’s investigation, I think his persistence is to be 
fljpgratulBte d- 
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With regard to our post mortem on our Iraqi policy, I think the 
post-invasion policy was successful and extraordinarily impressive, 
the preinvasion policy, however, was imperfect. 

We erred in believing that Iraq under Saddam Hussein could be 
brought into the family of nations. We erred in underestimating 
the intent of Iraqi leaders, apparently under the false assumption 
that the country was too worn out from one war to precipitate an- 
other. 

We erred in underestimating the clandestine purchases of Iraq. 
We erred in underestimating the weak creditworthiness of that 
country. But it is key to understand that as myopically mistaken as 
our diplomatic efforts may have been, there is no, and I repeat, no 
evidence that policymakers before us were malevolent or corrupt in 
implementing this policy. 

It is key that a distinction be made between misjudgment and 
unethical and illegal behavior. Here I would agree with the chair- 
man and the last speaker that there is a lot more information that 
ought to be made public, but I would also say that as inconvenient 
as it is to this committee, we are also bound by laws, too, and that 
this committee has a responsibility to the Congress, and to prece- 
dent, and to the law, to be very cautious about revealing informa- 
tion that in itself may be classified, whether we like its classifica- 
tion or not. 

As for calls for a special prosecutor, again I think we should be 
very careful to understand that the clear illegal behavior that 
seems to be indicated occurred in the private sector, that there is 
no overwhelming evidence that public sector illegalities occurred. 
Misjudgment should be measured at the polls, illegality by grand 
juries. 

The issue is a close call in the preinvasion policies. As Mr. Wylie 
pointed out, we have to deal with the circumstance at the time, 
and here I would stress, where was Congress? 

Congress dealt directly with this issue. In fact, we voted on the 
House floor in close votes. In a general way, Congress held that our 
agricultural credit policies should be a little bit divorced from some 
of our political concerns, and we basically said for the sake of Iraqi 
people we should go forth with agricultural credit sales. 

In fact, the distinguished chairman of this committee held that 
sales should be made, not blocked, by votes in the Congress of the 
United States. 

In addition, I think this committee ought to listen very carefully 
to the views that will be expressed by Mr. Crowder. Mr. Crowder 
makes the very interesting point that under the Bush administra- 
tion, there were more payments made or agricultural credits issue 
than credits extended to Iraq. In other words, the total credit ex- 
tension decreased rather than increased under the Bush adminis- 
tration. 

In conclusion, let me just stress as strongly as I can that I think 
the government should be redfaced in judgment, but the batting 
average of the people before us is rather high in terms of judgment 
and their characters incontestably honorable. To leave the impres- 
sion that this hearing deals with issues of illegalities is an impres- 
sion I think this committee ought to be very, very skeptical of. 
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We did not create the Frankenstein called Saddam Hussein. We 
are not responsible for his illegal behavior. We have this great 
sense in America that we are always at fault for someone else’s 
misdeeds. I think our policy was wrong, but that does not mean 
that Saddam Hussein’s butchery is the fault of the three or four 
people sitting before this committee. An innuendo of illegality is 
something that we ought to be very, very cautious about pursuing. 

Thank you. 

The Chairman. Mr. Frank. 

Mr. Frank. Thank you, Mr. Chairman. 

I would certainty be glad to join in declaring that none of the 
four men before us are responsible for Saddam Hussein’s butchery, 
and I suspect we could get unanimous acquittal for them on that 
unmade charge. 

What I want to address is the question of the use of confidential 
classified documents. I would be very unhappy if any documents re- 
leased damaged the security interests of this country. 

I do not believe that any documents that have been released 
come remotely close to doing that. I would invite the administra- 
tion in their assault on the chairman to be specific to us. I would 
take it privately if they would show me where the damage was. 

The notion that we are somehow going to injure national securi- 
ty by releasing information about someone with whom we have 
gone to war is not plausible on its face. 

If there is further evidence they want to provide, I would. It 
seems to me vety clear. What we have from the administration are 
objections to being embarrassed. 

Now, I am an old hand at objecting to being embarrassed; I un- 
derstand the sentiment. It is not pleasant to be embarrassed, but it 
is not a violation of national security. It is not illegal. It is not un- 
constitutional. 

When people seek by improper use of classification to avoid in- 
formation coming out because it would be politically damaging or 
embarrassing, they invite the kind of honest response they have 
gotten from the chairman. And people who say, well, this is a le- 
gitimate subject to pursue, but the chairman shouldn’t be releasing 
the documents should understand that if the chairman had com- 


plied with all the strictures that the administration has attempted 
to place on him, we wouldn’t be here. 

So what they are saying is, in effect, why did this whole messy 
business have to come up? 

Now, the gentleman from Iowa has said, and others have said, I 
think it is right, we are talking about some serious foreign policy 
failures. I think these things have to be looked into, and the effort 
to divert attention by keeping documents secret when there is no 
nntinnal security negative is clearly impermissible. And again, I 
want to stress, no one has suggested that any of these documents 


endanger any American troops. 

No one has suggested that exposing these documents reveals the 
evidence of any mole within the U.S. Government. Nobody has sug- 
gested that third-party allies, to my knowledge, are being unfairly 

compromised. 

We are talking about shortcomings within the executive branch 
of the U.S. Government We are talking about illegal activities by 
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Saddam Hussein, and these are all activities that I think the public 
has a need to know. 

So I hope we can go forward on the merits, and the effort to try 
to choke this off by invoking classification is a very understandable 
human response. But it is not, to me, at all persuasive on legal or 
constitutional grounds. 

The chairman of this committee is in the process of doing this 
Nation an enormous service by bringing forward this argument. It 
seems to be widely conceded here that he has helped us focus on 
one of the most serious mistakes in America foreign policy in 
recent time. That ought to be the focus. 

How it happened, and as we always do when we are dealing with 
a situation like this, how do we prevent recurrences. That is the 
real issue, and I hope we can stay with it. 

Thank you, Mr. Chairman. 

The Chairman. Mr. McCollum. 

Mr. McCollum. Thank you, Mr. Chairman. 

I think, certainly, what we are looking at today has some grave 
implications, but I must say from what I hear and what surrounds 
this, and the time of year it is being presented in a Presidential 
election campaign period, it also sounds like it could easily be 
turned into a — and I don’t question the motives of my colleagues, 
but easily this could be turned into a political circus, a political 
football, with some going to excesses at times to make points to try 
to score for the other team with regard to this election cycle. 

First of all, looking at this objectively. There doesn’t seem to me 
to be a huge problem with what was initially done. 

Now, we want to hear the witnesses. I want to hear as much as 
anybody else today, but it looks to me like the Agriculture Depart- 
ment pressed something they normally do because there are a lot 
of farmers around this country that want to export products 
abroad, and they continue to press that issue. It is a political issue 
in and of itself. There is pressure on us, on the administration, 
always trying to get the products, whether it is rice, corn, wheat, or 
soybeans or whatever sold abroad. 

Second, it seems pretty evident that despite the problems we 
have had with Iraq over the years prior to the war, they always 
repaid their debts to us, and I think the evidence today is going to 
show that. They didn’t have a problem with doing that. 

If we did extend credit to them over the years, and whatever else 
we may say about who else they defaulted on, they hadn’t default- 
ed on us. So I don’t think the gentleman making this decision, as 
we look at it today, we are going to find fault with looking at the 
creditworthy question with regard to Iraq, especially not with all 
the oil they had in the ground over there. 

They may have made some misjudgments with regard to what 
was going to happen. I think every one of us probably did to some 
extent with Saddam Hussein at moment X, Y, or Z as he built up 
his military machine. 

But if we recall, what this was all about was agricultural com- 
modity monies being extended, and it looks like, looking back over 
the track record, there was some $5 billion of credit guarantees ex- 
tended from 1983 to 1990, and they had repaid almost all of that 
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without any problems. We didn’t give them all the money they 
asked for in this case, or what was, indeed, extended. 

I think only a small fraction, maybe a third at the most, of what 
they asked for was actually expended. I suspect that when we get 
done with the hearings today, we are going to find out several 
things. One of them, however, will clearly be that there wasn’t 
really, at the time the judgment call was made, any question of the 
creditworthiness that a normal person would question with regard 
to Iraq on the commodities. 

Number two, the main thrust of this was truly agricultural in 
nature, wanting to sell our products. And it is not an unusual proc- 
ess, done all over the world, all the time. 

Number three, there may have been a failure of foresight with 
regard to seeing where the military part was going to go; but 
number four, there is going to be no evidence coming out of this 
hearing that I can see, that there actually was any diversion, that 
we don t have that record at this point in time. There is no indica- 
tion we are going to get it, of monies involving the CCC credit 
loans to — from Iraq to get weapons or whatever else that some 
people suspect is there. Maybe sometime down the road that is 
going to come out, but I don’t see it here today before anything 
given to us. 

Last, I would suspect when we come out of all this today, we will 
have a lot of political rhetoric, a lot of finger pointing around the 
place, but as the gentleman from Iowa said a few moments ago, the 
integrity of our witnesses and their ability to look at things, I 
think, will come out of this as it went in; quite intact. That is ap- 
parently what it looks like to me, looking at the witnesses’ testimo- 
ny and the statements and the evidence here. 

As far as the documents are concerned, I remember I served, Mr. 
Chairman, on the Iran-Contra Committee, and there are a lot of 
things in the world of the administration which we don’t know 
until we look at those documents that have intelligence implica- 
tions. The entire document may not be a problem, but in the Iran- 
Contra hearings, when we finally subpoenaed documents that we 
wanted to see and got them from the administration, much of it 
had to be redacted. This was not because there were things in 
there that weren’t material to us, but because there were things in 
one paragraph alone, maybe one sentence in that paragraph would 
have revealed some source that could have led to difficulties in our 
intelligence community. 

I don’t know if that is true of these documents, but I think that 
any carte blanche condemnation of the administration for not 
giving us everything in their subpoena, fails to take into account 
that frequently there is written into the kind of in-house record- 
keeping that every administration has, sensitive information that, 
if they are going to have to hand over documents to us, requires a 
great deal of scrutiny, probably some deliberate discussions be- 
tween all the parties involved, and some redaction of material be- 
cause there is sensitivity to it. 

That is mv view of it, but let’s let the hearing proceed and find 
oJwlLt doi come out of it 

Mr. Kennedy. 
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Mr. Kennedy. Thank you, Mr. Chairman. 

Mr. Chairman, first of all, let me just again congratulate you on 
the extraordinary work that you have done with regard to this in- 
vestigation. It never ceases to amaze me to hear the extent to 
which people will go toward blaming the victim. The reality is, Mr. 
Chairman, to sit and listen to people suggesting that your investi- 
gation was politically motivated in an election year, is to me as- 
tounding. 

This investigation that you took upon yourself well over a year 
ago, at a period of time where it was extremely unpopular, where 
you were personally ridiculed for the extent of the investigation 
that took place. If, in fact, there are national security issues that 
were involved, why didn’t you people call the chairman up lVfe 
years ago when he first started this investigation, pull him in, let 
him know what your concerns were. But that is not what took 
place. 

It was only after his endless pounding away day after day, day 
after day, uncovering fact, after fact, after fact, that now we hear 
national security complaints. You know, I am interested to also 
hedr that as one of the — as the chief of the minority side of the— 
this committee suggested, that Syria is responsible for the bombing 
of the Marines in Lebanon. This, seems to me, is reasonably new 
news. This is something where during the Iran or — during the Iraq 
conflict with the United States, we saw President Bush sending his 
Chief Foreign Policy Advisor over to hold hands with the head of 
Syria, and to now suggest that Syria was responsible for the 
murder of the Marines, I think is a clear demonstration of the kind 
of inconsistency in foreign policy that this committee is now having 
to investigate. 

I mean, fundamentally what we are really talking about here is 
not the politics of what is taking place in 1992, what we are talking 
about was the gloating that took place as a result of this adminis- 
tration taking on Iraq in a war. We are not suggesting, as Mr. 
Leach seemed to imply, that these gentlemen are responsible for 
Saddam Hussein, but the reality is that the administration armed 
Saddam Hussein and continued to provide him with technical as- 
sistance, continued to prop up his administration at a period of 
time when it could have very likely failed. And it is entirely rea- 
sonable that the Congress of the United States has some responsi- 
bility of determining and exposing to the American people what 
the real policies of this administration were. 

If, in fact, there was subterfuge going on where we knew that ag- 
ricultural subsidies, I don’t — it is news to me that the White House 
is involved in agriculture subsidies to specific countries. 

I mean, does that happen on a regular basis? Do you people in- 
volve yourselves on those kind of decisions on a regular basis? No 
wonder our country is in trouble economically if that is what you 
guys are doing with your time. 

I mean, the reality is that there are some very legitimate con- 
cerns that the American people ought to have, that Members of 
Congress ought to have, with regard to what Chairman Gonzalez 
has single-handedly exposed, and I want to thank you very much, 
Mr. Chairman, for your untiring and your thankless job that you 
have embarked on and the fact that I think that it is absolutely the 
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full responsibility of people on both sides of the aisle to not hide 
behind national security issues. 

If there are national security issues, let them tell us. Let them 
tell us in concrete terms what it is they are concerned about. 

But if it is simply the kind of Nixonian tactics we have seen in 
Watergate of trying to undercut the truth being allowed to come 
forth because it is going to provide embarrassment to an adminis- 
tration that was up on its high horse trying to condemn any indi- 
vidual that didn’t vote for them on an issue involving going to war 
with Iraq, then it seems to me that it is entirely within the norms 
and the actual responsibilities of people on both sides of the aisle to 
get to the bottom of this investigation. 

Mr. Chairman, I wish to congratulate you on the work you have 
undertaken. 

The Chairman. Thank you very much, Mr. Kennedy, for your 
kind remarks. 

Mr. Bereuter, did you have a statement? 

Mr. Bereuter. Yes, Mr. Chairman, I do want to say I take sharp 
exception to a number of the allegations and suggestions coming 
from some members on the other side of the aisle. 

I take particularly sharp objection to the last conclusions of the 
gentleman from New York. I want to associate myself with re- 
marks of the ranking minority Member, Chalmers Wylie, and I 
would reiterate my concern about the handling of classified infor- 
mation, not only its impact upon interbranch relations but its 
international implications as well. And in order to expedite the 
process, I ask unanimous consent, Mr. Chairman, that my full 
statement be made part of the record. 

The Chairman. Without objection, it is so ordered. 

Mr. Bereuter. Thank you, Mr. Chairman. 

The Chairman. Yes, Mr. Moran, do you have a statement? 

Mr. Moran. Yes, Mr. Chairman. 

Mr. Chairman, we seem to be going back and forth. I do think 
there are a number of things we can’t agree on between both sides 
of the aisle, but my very respected colleague, Mr. Leach, has asked 
where was the Congress. 

The fact is that this very committee passed sanctions against 
Iraq for the $200 million export-import credits that were being 
given to Iraq. It was suggested by Mr. McCollum; in fact, it was 
proposed. This committee passed it. 

In fact, we now have evidence that the White House had pre- 
pared waivers to override that sanction when it was proposed 
months before it was actually enacted, and, in fact, did waive the 
sanctions against Iraq in 1989. So we ask where the Congress was. 
The purpose of this — I think you have an idea where the Congress 
was, at least the majority of them, the puipose of this hearing is to 
figure out where the Presidential leadership was. 

You know, 5 days before the invasion of Kuwait by Iraq, there 
was a debate on the House floor, July 28, and I would hope the 
Ame rican people might go to their libraries and pick up that 
debate It couldn’t be more illuminating. The State Department 
had overridden the advice of the Agriculture Department and sev- 

nthlr neople in the administration insisting that Iraq get $500 
mi)/inn m0 reof credits, knowing they were going through the BNL 
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bank in Atlanta with evidence, and it was presented on the House 
floor, of the corruption. 

We knew the corruption that was going on in that bank, we 
knew that kickbacks were being given, we knew that the money 
was being used instead of to buy rice, to acquire machine parts 
that could be used in their military effort. We knew that there 
were 30,000 Iraqi troops on the border of Kuwait 5 days before the 
invasion. 

It was in the record, and yet the administration insisted that 
Iraq be given $500 million more in credits after they had already 
been given $4 billion. It was brought out the gassing of the Kurds. 
All of the rationale that the President used for equating Saddam 
Hussein with Hitler, all of that rationale had already existed. It 
was brought out in the debate, and still the administration insisted 
that money go through, and that — it seems to me we ought to focus 
on that because that brings us right up to the eve when all of a 
sudden, administration policy changed. That is what we are trying 
to figure out. Is this some kind of realpolitik reductio ad absur- 
dum? 

It seems like the extreme of political expediency. We have all 
this information before us. The President subsequently uses it to 
make the decision that he was — that he should have made, that we 
don’t argue with, but why didn’t we use this information to at least 
sanction Iraq for its extreme violation of human rights, sanction it 
for the corruption that we knew was taking place with our credit 
programs, and why even 5 days before the invasion when we knew 
there were 30,000 Iraqi troops on the border, wouldn’t the State De- 
partment and the White House, it was the State Department, the 
White House, and the National Security Council that overruled the 
judgment of the other people in the administration that were in- 
sisting that that additional $500 million be made available. 

Now, if that information isn’t correct, please let me know. But 
we can read what is in the Congressional Record. 

I don’t think that the factual material that was brought out as 
far as the corruption in the BNL bank, that we know now that the 
troops were there, and we certainly know about the gassing of the 
Kurds. All that information was available. 

We knew that they had taken $4 billion and not used it for the 
purposes for which it was authorized, and yet the administration 
still insisted we proceed and give them that money. 

It was a farm State Congressman, Mr. Glickman, that proposed 
the amendment. And I would like when we get into some ques- 
tions, to focus on that particular point in time, the eve of the inva- 
sion. 

Thank you, Mr. Chairman. 

The Chairman. Mr. McCandless. 

Mr. McCandless. Thank you, Mr. Chairman. I think we are kind 
of going in one direction and then turning around and going in an- 
other direction. I would simply say that I believe that Mr. Wylie 
and Mr. Leach’s’ opening remarks have captured the essence of 
what our responsibility here is as a Banking Committee. 

I keep listening to some of these comments and I am wondering 
if I have been promoted to foreign affairs. We are here for a review 
of the regulatory process as it relates to financial institutions, and 



I would hope that we could move on with that and listen to our 
distinguished panel. 

Thank you, Mr. Chairman. % 

The Chairman. Mr. Slattery. 

Mr. Slattery. Thank you, Mr. Chairman. 

I, too, would join my colleagues, Mr. Chairman, in commending 
you for the tenacity that you have demonstrated in pursuing this 
whole matter. And I would also like to thank the panelists who are 
here today, and we look forward to their testimony. 

As we go forward today, it seems to me we should be focusing on 
two basic questions: Why did all of this happen, and who is respon- 
sible for it, and I think both of those are very legitimate questions 
that the American people have a fundamental right to know. 

It is really pretty incredible when you start to reflect on this 
whole policy. You know, why did the Bush administration continue 
to issue to Iraq, practically right up until the invasion of Kuwait, 
Commodity Credit Corporation loan guarantees, Export-Import 
Bank credits, all of which was backed by the American taxpayer? 

And as Chairman Gonzalez is fond of pointing out, the problem 
appears to revolve around money. The Bush administration seemed 
to t hink that the United States could make money from Iraq. 

The CCC Program and the Eximbank credits were the most con- 
venient tools for pursuing this policy and the reason was because 
these credits could be disbursed without congressional approval, 
and it is important to keep that in mind. 

Congress had soured on Iraq after Saddam Hussein gassed 2,000 
Kurds in March 1988, and the Bush administration opposed repeat- 
ed efforts by Congress in 1989 and 1990, to impose sanctions on 
Iraq for the use of chemical weapons arguing that United States 
businesses stood to gain enormous profits rebuilding Iraq. 

President Bush felt that the best way to straighten out Saddam 
Hussein was to trade with him and improve economic relations. 
The President was wrong. The United States and Iraq did not 
become friends and the United States didn’t make any money. 

In fact, when we look at the facts now, what do we see? We begin 
with a $2 billion CCC loan guarantee problem. 

Iraq has defaulted on that $2 billion loan, and the American tax- 
payers are now paying those loans back. Then there was the money 
which the United States was overcharged in CCC guarantees, some 
$20 to $40 per ton above the going rate for certain commodities. 
This was documented in a May 1990 report by the U.S. Department 
of Agriculture, which we will be addressing later today in our hear- 

Tb ese excess profits totaling hundreds of millions of dollars paid 
for bribes to Iraqi officials, calculators, copy machines, and weap- 
ons such as artillery, ammunition, and small arms, all paid for ap- 
parently by the American taxpayer. There was the money which 
Iraq d eman ded in CCC guarantees just to ship the food supplies, an 
allowance not made for other countries, but funded, of course, by 
the American taxpayer. And then there was the money in the com- 
Aaftties themselves. We now suspect that the Iraqis simply 
for arms with the former Soviet Union, and there 
rtf’ money loaned illegally to Iraq by BNL, its American 
Atlanta. 
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FBI investigators found about $4 billion in unreported and bad 
loans to the Iraqi Government when they raided the BNL offices in 
August 1989. Almost $1 billion of the bad loans were backed by 
CCC guarantees. 

Documents unearthed by Chairman Gonzalez and others show 
that the Bush administration knew about most of these problems 
by late 1989. Yet, the administration insisted on continuing the 
CCC and Eximbank programs into 1990. And the question is why, 
why was all this going on? 

On January 17, 1990, President Bush signed a waiver of provi- 
sions in the fiscal year 1990 Foreign Aid Act, which had prohibited 
Eximbank fund financing for Iraq. Why? 

On July 27, 1990, 6 days before the invasion of Kuwait, the ad- 
ministration lobbied Congress to continue all guarantees for Iraq. I 
remember the debate very clearly, because the amendment was of- 
fered by my colleague from Kansas, Mr. Glickman, and this was an 
amendment to the Farm bill which would have denied CCC credits 
to Iraq. 

Why was all this going on? 

And apparently at this time, April Glaspie was telling Saddam 
Hussein in their meetings that she was working, and this govern- 
ment was working, to continue and extend another $500 million in 
CCC credits to Iraq. 

I voted for the Glickman amendment, as I voted in the year prior 
to that to impose sanctions on Iraq for using chemical weapons, be- 
cause as far as I was concerned, there are certain things that this 
government should stand for that are more important than money. 

Now, who was responsible? 

The second question that we need to ask today is, who was really 
responsible for this policy of appeasement toward Iraq? 

And I think we can begin with President Bush because he has a 
long history of going to bat for Saddam Hussein. 

Chairman Gonzalez and others have documented that on at least 
two occasions while Mr. Bush was Vice President, in 1984, and 
again in 1987, he intervened personally to convince the Export- 
Import Bank to extend credit to Iraq over the objections of the 
Bank’s own staff economists who warned that Iraq was a poor 
credit risk. 

The State Department apparently had a couple of major players 
involved also. Secretary of State Baker did not agree with the 
USDA’s concerns in 1989 about providing Iraq with $1 billion 
worth of CCC guarantees, so apparently he called Secretary Yeut- 
ter. 


Secretary Yeutter changed his mind and agreed to approve the 
guarantees. Deputy Secretary Eagleburger also worked hard to 
secure the package of CCC guarantees for Iraq in 1989. 

He apparently lobbied the NAC, and despite objections from the 
Department of Treasury and the Office of Management and 
Budget, the additional package was approved. Now, the Agriculture 
Department claims that they didn’t feel any political pressure from 
anybody, so who knows what was going on there, but I t hink we 
have a right to know. 

And Secretary Mosbacher in the Commerce Department certain- 
ly seemed to have no problems with Iraq. Between 1985 and 1990, 
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while Saddam gassed Kurds, defaulted on loans, abused the CCC 
Program, and threatened to burn up Israel, the Commerce Depart- 
ment approved 771 export licenses for Iraq, totaling $1.5 billion, 
and according to Dr. Gary Milhollin, the Director of the Wisconsin 
Project on Nuclear Arms Control, who testified before this commit- 
tee 2 weeks ago, 43 of these licenses were for components useful in 
manufacturing atomic weapons or long-range missiles. 

Mr. Chairman, there are an awful lot of questions that need to 
be answered, and I think the gentlemen before us today can pro- 
vide some of the answers to these questions. 

I would just conclude by observing that I am troubled by sugges- 
tions that your requests for information, Mr. Chairman, are some- 
how a violation or a threat to national security. This has all the 
appearance, frankly, of using the veil of national security to hide 
colossal political blunders, and I just hope that we can get to the 
bottom of this. 

I look forward to the testimony of the gentlemen before us, and I 
yield back any time that I might have. 

The Chairman. Thank you, Mr. Slattery. 

Mr. Johnson. 

Mr. Johnson. Thank you, Mr. Chairman. 

I appreciate you allowing me a little time here. I have heard a 
lot of talk about Iraq, and I think that, granted, today the situation 
there is something that needs to be considered very seriously, and I 
have as a fact, because of the atrocities and other things carried on 
over there, have called for us to go in and get Saddam out and 
bring him back here and put him to trial. And I don’t think that 
situation is any different than it ever was. 

But today this hearing has raised two major concerns with me, 
and the first is selective hindsight that the Democrats on the com- 
mittee use to employ and analyze our policy toward Iraq. 

Second is the apparently indiscriminate release of sensitive docu- 
ments. In this matter, I believe the Democrats are confusing a le- 
gitimate attempt at diplomacy and trying to keep a powder keg 
from exploding with the strange notion of a coverup. The Demo- 
crats’ narrow view conveniently omits relevant facts behind our 
foreign policy in the Middle East and Persian Gulf, and you are 
right, we are talking about foreign affairs here. Iran was then, and 
still is, a dangerous player in that region. 

They have tried to export their fundamentalist revolution to the 
Arab world and they possessed then, and still possess now, a very 
large and powerful military. However, at that time Iran was pursu- 
ing all avenues to purchase advanced military equipment, includ- 
ing nuclear, and when you are working with your interests in for- 
eign policy, it sometimes means that you got to work with those 
that you don’t necessarily care to work with, and this is a fact of 
life in international relations. 

There weren’t any good guys wearing white hats over there, so 
we did what we did to stem Iran’s influence, and on its own, help- 
ing Iraq was not what we would have liked to have done, but at the 
tiny pr obab ly necessary. 

I don't know anyone here that was or is a fan of Iraq, but you 
l..., . . l p into consideration the greater evil, Iran at that time, 
our policy in the Persian Gulf. We can look at this in 
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another light. What if the United States had not tried to impede 
Iran’s domination of the Middle East? Unchecked, Iran under Kho- 
meini could have wreaked untold havoc. 

It simply was necessary for the United States to try to build ties 
to Iran’s major opponent, in this case, Iraq, and sometimes we did 
things that were distasteful. 

Regarding the release of classified documents, respectfully, Mr. 
Chairman, I understand that you and your staff have defended the 
release in the Congressional Record by saying the issues contained 
do not relate to current U.S. policies or activities. 

I don’t know who appointed them the arbiters of national securi- 
ty because — -just because the events detailed in the released docu- 
ments occurred in the past does not mean they can’t impinge on 
our national security now or in the future. And we have a responsi- 
bility at oversight, but as Members of Congress, we are not charged 
with determining what is and what is not in our national security 
interest. 

Each one of us represents 1 of 435 districts, but the President 
represents the entire Nation, and as such, has to make those deci- 
sions. The repercussions in releasing sensitive documents can be se- 
rious, and I believe that this fact has been overlooked or ignored by 
members of this committee. 

I thank all of our witnesses for being here, and I look forward to 
their testimony, especially Secretaries Eagleburger and Robson, 
and thank you for being with us. 

Thank you, Mr. Chairman. 

The Chairman. The gentleman still has about half a minute, and 
I would ask him to yield to me since he referred to my decisions 
here, and I take responsibility. 

The staff is very valuable, but I think the gentleman ought to 
know by now that I was one of those that first coined the phrase 
here that staffs were to be on tap and not on top. When the gentle- 
man talks about national security, well, we will go into that, but 
the record speaks for itself and the documents that I placed in the 
record, speak for themselves. 

I think there is an old saying that I learned when I was learning 
English. It goes back, it is very apt. It goes to the effect. La verdad 
no peca, pero incomoda, which simply put says, the truth never lies 
but it sure makes a lot of people uncomfortable. And I think it is 
very applicable in this case. 

I can assure the gentleman that any national security implica- 
tions or any truly defined security documents would have been 
very much of concern to me, and certainly releasing them in the 
Congressional Record, which, incidentally, I think there is a con- 
flict here as to what I have said and what others in other commit- 
tees have said with relation to some of these documents. The 
record speaks for itself, and I stand on that. 

But I want to assure my distinguished colleague from Texas that 
there have been times when I have been attacked both wavs, I 
learned, however, through a preen of information that years later 
when I got elected in a specific election on November 4, 1961 that 
that evening, the FBI agent in charge, in my district, which inci- 
dentally have participated in this election against me, sent a memo 
to J. Edgar himself, stating that tonight the Liberal, radical Demo- 
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crat, State Senator Henry Gonzalez, was elected to the U.S. Con- 
grees to represent the 29th Congressional District with Communist 
help. 

Well, you know, when I looked at that years later, I just couldn’t 
imagine this great FBI, who they had reference to. I had never 
been to Russia, and I had never met anybody that was even whis- 
pered as being a Communist. 

There was one poor guv that the newspapers reported in San An- 
tonio as being an avowed card-carrying member of the Communist 
Party. I never met him, and the only remark he ever made with 
respect to me was very critical. He said that I was not a true Liber- 
al and I wasn’t Liberal enough and that in reality I was a Conserv- 
ative. 


So I want to tell the gentleman that I am sensitive to that issue, 
and I think that there are overriding concerns when an overriding 
branch of the government, whether it is the executive, or the con- 
gressional, or the judiciary, in our history it has happened, has 
been taken care by some retrieval of' this colloquy among the 
powers, but I want to assure my 

Mr. Johnson. Will the gentleman yield? 

Mr. Leach. Will the gentleman yield? 

Mr. Johnson. We appreciate your conservative view. 

Mr. Leach. I want to say as strongly as I can that the minority 
surely feels you are a card-carrying American. 

Hie Chairman. I am a what? 

Mr. Leach. Card-carrying American. 

The Chairman. I appreciate that; really I do. I mean, I like to 
have those credentials. If you will print the card to that effect. 

Mr. Sanders. 

Mr. Sanders. Mr. Chairman, I thought I was the only person 
here with an FBI record of investigation, but it is good to know I 
an in good company. 

Mr. Chairman, fust of all, let me echo what Mr. Kennedy and 
others have said, and congratulate you for your efforts in pursuing 
thin very important issue of America’s relationship to Iraq before 
the war. 

The issue that I want to touch upon briefly now is a little bit dif- 
ferent and that is the concern that I have that the BNL scandal 
reveals that important American officials to an alarming extent, in 
my view, have failed to draw a line between this Nation’s national 
security and their own personal pursuits of business. 

Now, we have heard today some question about whether you 
have acted properly, and so forth and so on, but I think we might 
want to approach this issue from another wav and that is that the 
BNL investigations appear to indicate that the State Department, 
Under Secretary of State Shultz, lobbied for Export-Import Bank 
credits to build an Iraqi oil pipeline, the construction of which was 
to be done by Bechtel, Inc. 

As we all know, Mr. Shultz worked for Bechtel before coming to 
the Sta te Department, and lo and behold, he went to work for 
Bechtel after leaving the State Department. The BNL investigation 
reveals that Brent Scowcroft, Head of the National Security Coun- 

rT7 - j provide Commodity Credit Corporation credits to Iraq 
lar’gaet participant in these loans was BNL, Atlanta. 
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Mr. Scowcroft worked for Kissinger Associates before he became 
head of the NSC, and BNL was at that time a Kissinger Associate 
client. 

He helped postpone the legal investigation of BNL, Atlanta, de- 
spite his previous employer’s ties with BNL and the fact that the 
employer’s chairman, Henry Kissinger, was a paid member of the 
BNL advisory board between 1985 and 1991. 

Mr. Eagleburger, our guest here today, and we are all looking 
forward to hearing from him, was Deputy Under Secretary of State 
for Political Affairs under President Reagan. At that time, as I un- 
derstand it, he wrote Export-Import Bank Chairman Draper and 
urged that the Export-Import Bank provide credits to Iraq, credits 
which were to prove essential to the ultimate extension of more 
than $4 billion in loans from BNL, Atlanta, to Iraq. 

Thereafter, as I understand it, he left the State Department and 
became president of Kissinger Associates. Kissinger Associates had, 
as mentioned, BNL as a client. BNL also at this time was the larg- 
est source of funds for the Yugoslavian LBS Bank, of which he was 
a director. Then in 1989, he left Kissinger Associates and became 
Deputy Secretary of State under President Bush. 

In 1989, he intervened directly, as I understand it, to win approv- 
al of $1 billion in CCC credits to Iraq, just months before Iraq in- 
vaded Kuwait, and so forth. 

These are issues I think that are important and need to be dis- 
cussed, and I think as Mr. Slattery mentioned earlier, sometimes 
some of us get a little bit confused. We get confused and the Ameri- 
can people get confused, when year after year the United States 
Government gives essential supports to Saddam Hussein of Iraq, 
and then, lo and behold, we tell the American people the day after 
the war breaks out that this was Hitler. 

Well, if he was Hitler the day after he invaded Kuwait, he was 
Hitler before he invaded Kuwait, because this man has one of the 
most disgusting vicious human rights records on Earth. And I don’t 
see how you become a Hitler the day after when you don’t become 
a Hitler the day before, after, as Mr. Slattery mentioned, you gas 
your own people. 

If he is Hitler, he is Hitler before and after. 

Second of all, some of us get concerned that people like Mr. 
Assad of Syria, who I believe probably under State Department def- 
inition, and maybe you can answer this later, is still recognized as 
an international terrorist. Well, if this guy is an international ter- 
rorist before, we want to know why he is not an international ter- 
rorist today. 

What has he done lately to get rid of that title? Some of us think 
he has done nothing, he is still an international terrorist. 

So I think, as again Mr. Slattery and others have indicated, it is 
important for the American people. We understand that under cer- 
tain circumstances you have to bend a little bit. 

We all live in the real world, but some of us believe that if this 
country is to stand for anything, you do not go to bed with mass 
murderers and, in fact, terrorists. That is not what this country is 
about, and I think this whole process has indicated to many Ameri- 
can people that we have done just that. 

I yield back the balance of my time, Mr. Chairman. 
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The Chairman. Thank you, sir. 

The Chair will report that we are honored by the presentation of 
a distinguished colleague who is the chairman of a subcommittee 
that corresponds in some jurisdictional aspects with ours, in the 
Government Operations Committee, the Honorable Chairman Tom 
Lantos. 

And I am going to ask unanimous consent, if there is no objec- 
tion to recognizing Mr. Lantos if he wishes to make a statement at 
this point and to participate in the questions at the proper time as 
we go into the hearing. 

Mr. Frank. Reserving the right to object, Mr. Chairman, and I 
do so only to make the point that this is a courtesy which Mr. 
Lantos in his capacity extended to members of this committee 
when he was doing the hearings in HUD. 

So I would point out to the people that this is a pure act of reci- 
procity because the gentleman extended the same courtesies to 
many here. 

The Chairman. Is there any objection? 

Hearing none, Mr. Lantos, do you have any statement? 

Mr. Lantos. Thank you very much, Mr. Chairman. 

First, let me thank you for being so gracious and allowing me to 
participate. 

At the outset, I would like to identify myself with the commenda- 
tion you have received from my friend, Congressman Kennedy, and 
others, for your perseverance. 

There are two or three points I would like to make, Mr. Chair- 
man, because as vice chairman of the Middle East Subcommittee of 
the House Foreign Affairs Committee, I have been following very 
closely our relations with Iraq for 11% years, and I believe that a 
great deal of what this committee is dealing with is contingent 
upon some fundamental policy mistakes of the Reagan-Bush ad- 
ministrations during its 11% years of mistaken conduct vis-a-vis 
Iraq. 

Before I deal with this issue, however, in view of some observa- 
tions concerning Mr. Eagleburger earlier, let me state for the 
record that I don’t think there is anyone in the administration or 
in the Congress with a greater degree of personal integrity than 
Secretary Eagleburger. And while I believe we may disagree on 
questions of policy, I would be the first one to be sworn in as a 
character witness for his unquestioned integrity in all these deal- 
ings. 

Mr. Chairman, the phrase that kept coming up during earlier 
comments from Mr. Johnson, Mr. McCandless, and others, is the 
phrase “selective hindsight.” I simply cannot allow this attempt to 
succeed and camouflage a fundamental policy failure on the part of 
the administration with respect to Iraq. 

We are not engaged in “selective hindsight.” If you will allow 
me, Mr. Chairman, I would like to read just brief paragraphs from 
the* Congressional Record at four different points in time, which un- 
derscores the fact that a number of us on the Foreign Affairs Com- 
mittee and others in the Congress, pointed out to the administra- 
)• tUatuoid and unconscionable conduct that this administra- 
tion tne a v a- vis S®ddam Hussein during its entire tenure, 
t ion has nac 
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On June 9, 1981, 11 years ago, I made in part the following state- 
ment on the House floor. This was at a time when the Israeli Air 
Force destroyed the Iraqi nuclear reactor which was producing en- 
riched uranium that could be used for the development of nuclear 
weapons by Iraq. I am quoting from the Congressional Record. “Mr. 
Speaker, 2% months ago from this very spot I called attention to 
the growing menace of Iraq’s irresponsible and reckless dictator- 
ship moving inexorably toward the completion of its nuclear arse- 
nal. 

“The Iraqi regime is in the midst of a war of aggression against 
its neighbors. It has openly defied worldwide consensus concerning 
nuclear nonproliferation and has repeatedly threatened the annihi- 
lation of Israel. The Israeli Air Force, with a preventive and limit- 
ed strike, has obstructed the completion of Iraq’s weapon of mass 
destruction.” 

By the way, parenthetically, let me add, had this strike not oc- 
curred, our troops in the Persian Gulf war would have faced a nu- 
clear-equipped Iraq, which the administration would like to forget. 

“Those who now criticize Israel’s decision to protect its very ex- 
istence would be the first to call for the obliteration of any nuclear 
facilities constructed in Cuba, so near our own borders. Many were 
silent as Iraq threatened to defy the terms of the Nuclear Nonpro- 
liferation Treaty. Many were silent as several European powers 
supplied the Iraqi dictatorship with lethal nuclear technology.” 

We have continued to remain silent as even now Libya’s Qadhafi 
installs his nuclear weapons arsenal. Whether they act or will they 
choose to submit to nuclear blackmail and quietly hope that the Is- 
raelis again will take care of the problem. 

This was June 9, 1981, not selective hindsight. 

If you will allow me, Mr. Chairman, I would like to read a brief 
paragraph from September 26, 1988, from the Congressional 
Record. 

In the fall of 1988, 2 years before the invasion of Kuwait, I intro- 
duced legislation to impose economic sanctions against Iraq. That 
legislation passed the House by a large majority hut it was killed 
by the White House and the State Department. 

This is what I said September 26, 1988: “Mr. Speaker, there is 
question about the facts of the matter before us today. Within the 
last months, Iraq used chemical weapons against Kurdish men, 
women, and' children during a major offensive against them in 
northern Iraq. The number of casualties from this latest offensive 
has been in the thousands. Even those who oppose sanctions 
against Iraq do not deny the horrible details of what happened. 

“The Department of State has said there is incontrovertible evi- 
dence of massive use of poison gas based on interviews by State De- 
partment officials with Kurdish refugees from Iraq who are now in 
Turkey. This is not the first time that the Iraqis have used poison 
gas. It has been used against Iranian troops in the Iran-Iraq war, 
and it has been used on previous occasions against the Kurdish 
population of northern Iraq. 

^Despite this incontrovertible evidence of the use of poison gas, 
the State Department suggested in a letter to the Foreign Affairs 
Committee that such sanctions are, I quote, ‘premature/ I wish it 
were premature. Unfortunately, there are large numbers of dead 
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men, women and children, indicating that our action is cowardly 
and tragically long overdue. Poison gas has been used repeatedly 
on a large scale against Kurdish civilians. This action is by no 
means premature. In fact, if the United States had taken stronger 
action, this latest tragic outrage by Iraq against the Kurds might 
not have taken place.' 

Next, Mr. Chairman, I would like to take a paragraph from April 
29, 1990, the Congressional Record on the reality of our policy 
toward Iraq. This is during a questioning of the Assistant Secretary 
of State, Mr. Kelley. 

“With all due respect, Mr. Secretary, I detect an Alice in Won- 
derland quality about your testimony. Let me tell you why. You ac- 
curately recite the chamber of horrors. The Department of State 
calls Saddam Hussein’s outrageous and preposterous comments in- 
flammatory, irresponsible, and outrageous. You talk about Iraq 
using poison gas against its own people, diplomats engaging in 
murder plots in the United States, and the government’s smuggling 
nuclear trigger devices here and from the United Kingdom, ana 
other places. 

“We now have the big gun episode which is lied about as all 
other episodes are lied about, and a human rights record which, ac- 
cording to the State Department, is a nightmare. Then you express 
the hope, Mr. Kelley expresses the hope, which boggles the mind, 
that somehow this will change and Iraq under Saddam Hussein, 
will turn in the direction of being a responsible and civilized and 
peace-loving and constructive member of the international commu- 
nity. I find this, to put it mildly, a non sequitur.” 

And finally, Mr. Chairman, on July 27, 1990, 4 days before the 
invasion when the Assistant Secretary of the Department of State 
was pleading with us to take no action against Iraq, 4 days before 
we went to war, this is what I said: 

“Mr. Speaker, we have witnessed a new low in Iraqi diplomacy 
under President Saddam Hussein. This week, in order to make his 
point in the regular meeting of OPEC, Saddam Hussein massed 
20,000 Iraqi soldiers on the border of Kuwait and launched a vitu- 
perative media assault on Kuwait and the United Arab Emirates. 
Needless to say, Kuwait which has a total military of 16,000, 
agreed to the Iraqi demands at OPEC. 

“We are witnessing the emergence of a new Hitler in the Middle 
East. Saddam Hussein has already used poison gas against thou- 
sands of his own Kurdish citizens, and just a few weeks ago, threat- 
ened to use poison gas to destroy half of Israel. The same irrespon- 
sible leader is involved in an effort to develop atomic weapons, as 


was evidenced by the arrest recently of Iraqi agents who were ap- 
prehended attempting to smuggle nuclear triggers from the United 
States to Iraq. 

“Mr. Speaker, the time has come for the Congress to take a firm 
stand against this vicious, irresponsible and dangerous leader and 
soon . . .” 

What I am saying. Mr. Chairman, is that had the policy mistake 
of lift years not' been so clear and so clearly pointed out to this 
administration and had the administration needed these valid criti- 
• fhere would be no need to worry about the credit guarantees. 
Tkre wou ld be no need to worry about the secret documents. 
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What underlies the administration’s embarrassment is that they 
called it wrong steadily and consistently with a remarkable degree 
of perseverance, ignoring all of the public criticism that they were 
getting in the Foreign Affairs Committee and elsewhere. 

My hope is that this administration has learned its lesson with 
respect to Middle East dictators and will not pursue similar mis- 
taken policies now with respect to the dictator of Syria and others. 

I want to thank the chairman for allowing me to state that. 

The Chairman. Thank you, sir. 

Mr. Roth. 

Mr. Roth. Thank you, Mr. Chairman. . 

I will be real brief because I know we have a vote up. 

Let me say that I do appreciate your tenacity, Mr. Chairman, 
and your stick-to-it-iveness and your doggedness. I think we all ap- 
preciate that, and Mr. Lantos had mentioned that Secretary Eaj^le- 
burger is a man of high integrity, utmost integrity, and I think 
that is correct and that is one of the reasons why it is so great to 
have Mr. Eagleburger here today. 

I must say that I have been to a lot of hearings but I have never 
heard so many unsubstantiated charges thrown around, even 
before the witnesses have had a chance to give their testimony. 

The administration is being mugged here today. This smacks of a 
kangaroo court, the court of the star chamber is in session. 

Our chairman, who we all admire a great deal, quoted a Spanish 
proverb "that the truth never lies"; but what is the truth? 

I am delighted to have these witnesses so we can get to the truth, 
because I have confidence in the people we have as our witnesses. 

Yes, the administration is being ambushed here today, and I 
think those of us who are after the truth have to listen to the wit- 
nesses before we cast judgment. 

Thank you, Mr. Chairman. 

The Chairman. Thank you, Mr. Roth. 

And I will say that concludes the opening statements to the gen- 
tlemen at the table. 

We had a notice of a recorded vote. 

We had been expecting that and we thought it would be best to 
finish this aspect and then hear the witnesses unimpeded, as far as 
we could, before we had a recorded vote. 

We will recess momentarily for the Members to record their 
votes, and ask the continued indulgence of the witnesses. 

[Recess.] 

The Chairman. The committee will please come to order. 

We are involved in a process that will probably call for another 
vote after awhile, nobody knows for sure how long. We have the 
Rescission bill which is very important and it is going to attract 
some Members there, but we have enough who have returned to 
proceed with the hearing. 

I wanted to state what I had said earlier that we had received 
Secretary Robson’s testimony only, but we had Mr. Kelley’s, as 
well, and I wanted to thank you for it because it gives us a chance 
to look it over. We did not have the other two gentlemen’s testimo- 
ny, so we are ready to hear from you and we will recognize you in 
the order that we had listed. And I am sure you had a copy of that. 
Secretary Robson. You are recognized. 
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STATEMENT OF JOHN E. ROBSON, DEPUTY SECRETARY, U.S. 

DEPARTMENT OF THE TREASURY 

Mr. Robson. Thank you, Mr. Chairman. Before I get into my 
statement, I would like to make a brief personal statement and 
that is to say that I do not associate myself with any of the re- 
marks that Congressman Lantos made except one, his observations 
on my friend Larry Eagleburger. I must say that I find it most re- 
grettable that allegations and insinuations of the sort that have 
been made against a man I know to be entirely honorable and a 
fine public servant have been made in your committee. 

That said, Mr. Chairman, I do welcome this opportunity to dis- 
cuss the role of the National Advisoiy Council on International 
Monetary and Financial Policies, which we will refer to as the 
NAC, concerning the Commodity Credit Corporation’s fiscal year 
1990 program for Iraq. 

As the committee is aware, in November 1989, the NAC recom- 
mended that the 1990 CCC Program for Iraq go forward. What I 
have to say is not complicated. I am going to outline for you how 
the NAC undertook an orderly, deliberative assessment of the pros 
and cons of proceeding with the proposed program and how, with 
our eyes open, as to the uncertainties and possible risks we 
weighed the pros and cons, came to a decision, and established 
some measures to help protect against those risks. 

Today, of course, in 1992, we and the rest of the world know the 
events that took place subsequent to the NAC’s recommendation in 
1989. And in retrospect, even with that knowledge, I firmly believe 
that the NAC process leading to its recommendation was open, 
grounded in the facts then at our disposal, and responsible. 

Before getting into the specifics of the NAC’s consideration of the 
Iraq Program, it may be useful background to discuss briefly the 
organization and operations of the NAC. The NAC was established 
in 1945 by the Bretton Woods Agreements Act, the same legislation 
which authorized the United States’ membership in the World 
R«rilf and the International Monetary Fund. 

At present, the NAC’s chief activities concern the loan and guar- 
antee programs of the Export-Import Bank, the CCCs GSM-102 
and GSM- 103 Credit Guarantee Programs and Public Law 480 debt 
reduction under the Enterprise for the Americas Initiative. 

As its name implies, the NAC is an advisory body only. It cannot 
veto a transaction proposed by the Export-Import Bank or the De- 
partment of Agriculture. Usually, consensus is reached among the 
members regarding NAC positions on proposed transactions. The 
bulk of the work of NAC is handled by its staff committee. Howev- 
er, any member has the right to request that a meeting be con- 
vened of the representatives from the NAC member agencies at 
higher policy levels such as the NAC Alternates, an Assistant Sec- 
retary level group, or at the Deputy Secretary or Cabinet level. 

Regarding the committee’s questions about classification of NAC 
minutes, my staff reviewed our records of NAC meetings and found 
that NAC minutes were classified on 25 occasions since the mid- 
1960*8 

In «,r/v August 1989, the Department of Agriculture presented 
to the NAC a proposal for a program for $1 billion in CCC guar an- 
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tees to Iraq for fiscal year 1990. The NAC considered the proposed 
program in a series of meetings over, roughly, a 2-month period 
and this debate culminated in early November 1989 at a meeting of 
the NAC at the Deputy Secretary level which I chaired. 

In an October 1989 meeting of the NAC staff committee, USDA 
requested NAC action on its fiscal year 1990 program. In the 
course of the discussion, the staff committee suggested that USDA 
propose to the Iraqis a $400 million first tranche on a fiscal year 
1990 CCC Credit Program. 

A month later, the NAC staff committee held a meeting at which 
the Agriculture Department representatives stated that Iraq 
regard the $400 million program as insufficient for its needs. 

Accordingly, USDA reproposed a $1 billion program for Iraq but 
indicated that the guarantees would be made available in two 
equal installments, the first $500 million to be granted currently 
and the remaining half to be contingent on rat? - factory resolution 
of the Banca Nazionale del Lavoro [BNL] affair, which had come to 
light in late summer of 1989. In the course of the discussion, the 
Treasury representative asked that the issue be referred to a 
higher level. 

Four issues were paramount in the NAC’s discussions throughout 
this series of meetings. Iraq’s creditworthiness, the United States 
interest in maintaining our share of the Iraqi market for agricul- 
tural exports, possible wrongdoing by Iraqi officials with respect to 
the CCC Program arising out of the BNL affair, and United States 
foreign policy interests. Let me turn to the consideration of those 
interests. 

Concerns about Iraq’s future repayment of its guaranteed credits 
were based on reports of Iraq’s faffing to make scheduled payments 
to creditors in other countries ana high military expenditures 
which raised questions about the future availability of funds to 
service its debts. Iraq had not undertaken to reschedule its overall 
official debt through the Paris Club mechanism and had attempted 
to work out rescheduling arrangements with various creditors on a 
bilateral basis. 

Iraq was not in arrears on debt to the United States at that time 
and Iraq’s record in servicing its United States guaranteed debt 
was excellent. Moreover, Iraq’s large oil reserves were an apparent 
long-term source of foreign exchange to service its obligations. 

The possibility that United States farmers and agricultural ex- 
porters could make or lose substantial sales in Iraq was a matter of 
great concern. The United States had already lost sales there, and 
Iraq would be making its buying decisions soon. A number of 
United States agricultural exporters had valid contracts with Iraq 
and were waiting to register with the CCC. 

The BNL affair involved the Atlanta branch of BNL, which had 
allegedly financed large amounts of exports to Iraq and had hidden 
this fact from Federal regulators as well as BNL*s head office. A 
portion of this financing was guaranteed by the CCC under its 
GSM-102 Program. 

The Department of Justice first uncovered the apparent irregu- 
larities and immediately began a criminal investigation. A number 
of other agencies, including USDA and the Federal Reserve, also 
initiated their own investigations. The Treasury Department sup- 
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plemented this information through contacts between its legal staff 
and the U.S. attorney’s office in Atlanta. 

In evaluating proposals for additional CCC guarantees for Iraq, 
concerns were raised about the possible effects of the BNL affair on 
the CCC Program, including the possibility that Iraqi officials had 
illegally used credits extended by BNL and guaranteed by the CCC 
to benefit either themselves or the Government of Iraq. 

One possibility considered was to delay action on the proposal for 
the fiscal year 1990 program for Iraq pending clarification of the 
BNL situation. There were rumors but no firm evidence of Iraqi of- 
ficial involvement or complicity in improprieties in connection with 
the CCC Program. Moreover, it was observed that it might take 
many, many months before the BNL situation was clarified. 

Deputy Secretary Eagleburger will cover in detail the United 
States foreign policy context of the Iraqi CCC Program. Let me 
simply say that the State Department was consistent and firm in 
its view of the Iraqi relationship’s foreign policy significance to the 
United States and the importance of the CCC Program to the main- 
tenance of that relationship. 

An NAC Deputy Secretary level meeting — at which the State De- 
partment, I should add, was represented by its Under Secretary for 
Political Affairs — was convened on November 8, 1989 to review the 
USDA proposal for the $1 billion CCC Program in two $500 million 
installments. 

My approach to the meeting was that the proposed program 
should be evaluated first on the basis of whether it was responsible 
from a programmatic standpoint, and second, that our deliberative 
process in reaching our decision considered sill the relevant issues. 

We were to decide whether or not the CCC should proceed with 
the fiscal year 1990 Iraqi Program, and the path to that decision 
required us to examine again and weigh Iraq’s creditworthiness, 
the possible involvement of Iraqi officialdom in the BNL affair, 
United States trade and agricultural export interests and foreign 
policy considerations. This we proceeded to do. 

As to the BNL affair, the Department of Agriculture submitted a 
report which concluded that the evidence which had been devel- 
oped at that time by the investigations of BNL’s activities did not 
indicate Iraqi wrongdoing with respect to the CCC Program. 

Some voiced concerns that the full scope of the BNL situation 
had not yet been investigated and might ultimately reveal Iraqi in- 
volvement and improprieties involving the CCC Program. However, 
it was recognized that to delay the decision until the conclusion of 
the full BNL probe would mean the loss of this round of agricultur- 
al export sales to Iraq, which wanted the products immediately and 
would buy them from alternate sources. All agreed that the break- 
ing of the guarantees into two segments offered, from this point of 
view, a degree of protection against future revelations. 

On the creditworthiness issue, it was pointed out that Iraq was 
not in arrears in its repayments to the CCC and Eximbank and 
that Iraq had substantial oil reserves as a source of future revenue 
to service its debt. But Iraq’s record with respect to the handling of 
its financial relations with other creditors was a cause for concern. 

We also reviewed the foreign policy considerations. These discus- 
^ centered on the importance of the CCC guarantees to the 
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maintenance of United States relations with Iraq and the harm 
that terminating the CCC Program would cause to that relation- 
ship and to the prospects for achieving our foreign policy objectives 
in areas where we sought Iraq’s cooperation. 

Finally, we discussed the importance of the Iraq CCC Program 
for United States agricultural exports. It was pointed out that Iraq 
was the 10th largest export market for United States agricultural 
commodities. Among other things, it accounted for 20 percent of all 
U.S. rice exports. What was at stake here was the possible loss of 
$1 billion in exports if the United States did not provide the pro- 
posed credit guarantees. Iraq was ready to move and if we did not 
move, third countries were willing to ml the orders at the expense 
of United States exporters. 

After a thorough discussion and balancing of the pros and cons 
of the various aspects of the proposal— creditworthiness, the uncer- 
tainties of the BNL situation, and United States foreign policy and 
agricultural export interests — the consensus of the meeting was to 
recommend that the COO’S proposed 1990 program for Iraq go for- 
ward. 

In order to provide some degree of risk protection, the deputies 
confirmed the two-tranche delivery of the guarantees and also 
agreed to a number of other conditions for the program which in- 
cluded, first, that senior USDA officials would closely monitor the 
program. 

Second, that the program would be suspended under certain con- 
ditions and the USDA would ensure that the Government of Iraq 
would cooperate fully in investigating any wrongdoing in connec- 
tion with the program. 

Third, that USDA’s review of the existing GSM Program had al- 
ready resulted in installing additional controls to tighten the moni- 
toring and enforcement of its guarantee programs and to raise the 
probability that any irregularities would be detected at an early 
stage. 

Fourth, for the NAC record, the Departments of State and Agri- 
culture would provide letters confirming the trade, and the agricul- 
tural and foreign policy reasons which made it important to pro- 
ceed with the 1990 CCC Program for Iraq. 

And finally, before committing to a second installment under the 
program, the USDA would send a written report to the NAC detail- 
ing: First, the safeguards and controls that it had established in 
connection with the Iraq Program in particular and the export 
guarantee programs in general; and second, any developments in 
the investigations of the BNL situation. 

In addition, USDA committed itself to report to the NAC any sig- 
nificant developments with respect to the BNL affair which might 
have ramifications for the Iraqi Program as soon as they became 
known. 

The NAC revisited the CCC Program for Iraq early in 1990. The 
NAC Alternates met in February to review what had happened 
since the deputies meeting and to discuss the release of the second 
tranche under the program. The Agriculture Department repre- 
sentative reported that, of the $500 million in guarantee authority 
allocated for the first tranche of the Iraq program, $440 million 
had been committed as of that date. 
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The group was also informed that Iraq had made a request for 
release of the second tranche but no action had yet been taken. It 
was noted that per the agreement reached in the November depu- 
ties meeting, USDA was committed to return to the NAC before 
proceeding with any further guarantees for Iraq. 

And as the committee is aware, Mr. Chairman, the second 
tranche of the 1990 CCC guarantee was never released. Regarding 
the BNL affair, there was discussion of the various investigations 
that the U.S. Government agencies were conducting. It was report- 
ed that, although indictments in the case were thought to be immi- 
nent, no evidence of wrongdoing on the part of the Iraqis with re- 
spect to the program had yet been found. 

Mr. Chairman, members of the committee, I would like to con- 
clude by repeating my firm view that the NAC reviewed the fiscal 
year 1990 CCC Guarantee Program for Iraq in a responsible, order- 
ly manner. 

One can play the role of Monday morning quarterback and 
second-guess the NAC recommendation in light of what has tran- 
spired since November 1989. But as is often the case in policymak- 
ing, by the executive and legislative branches, decisions are made 
on the basis of imperfect information and without the ability to 
predict the future. 

The agencies involved in the NAC recommendation were diligent 
in presenting the facts and arguments. So we weighed the pros and 
cons, provided some extra measures of protection for our interests, 
and made our decision. 

I hope that my presentation, Mr. Chairman, has helped you to 
understand better the NAC process and how the NAC dealt with 
the CCC Program for Iraq. 

I thank you and I welcome any questions that the committee 
may have. 

The Chairman. Thank you, sir. 

[The prepared statement of Mr. Robson can be found in the ap- 
pendix.] 

The Chairman. Secretary Eagleburger. 

STATEMENT OF LAWRENCE S. EAGLEBURGER, DEPUTY 
SECRETARY, U.S. DEPARTMENT OF STATE 

Mr. Eagleburger. Mr. Chairman, and members of this commit- 
tee. I plan this morning to do my best to set the record straight on 
the United States Government’s policy toward Iraq during the 
latter half of the 1980’s and in 1990, and to place in context the 
role of the Commodity Credit Corporation Program. I intend to 
make clear that the administration followed a prudent policy 
toward Iraq at the time, including the management of the CCC 
Program, even though we, and other governments, were unable ul- 
timately to restrain Saddam Hussein. 

In explaining U.S. policy, I also plan to address many of the fac- 
tual and legal misstatements currently being put forth by members 
of this committee. Quite frankly, the selective disclosure, out of 
context, of classified documents has led, knowingly or otherwise, to 
distortions of the record, half-truths, and outright falsehoods, all 
combined into spurious conspiracy theories and charges of a cover- 
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up. For those who may be interested in the truth, let me make the 
following 10 points. 

First, neither the Agriculture Department’s investigation of the 
Commodity Credit Corporation Program, nor the United States at- 
torney’s investigation of BNL Atlanta has, to date, established di- 
version to third countries of commodities sold to Iraq or Iraqi 
misuse of the CCC Program to purchase military weapons. 

Second, we have found no indication that the State Department 
had in November 1989, or has today, specific evidence that such di- 
versions occurred. 

Third, neither the criminal indictment handed down in Atlanta 
in February 1991 nor the May 1992 plea agreement of a United 
States exporter to Iraq, contain evidence of or allegations that CCC 
guaranteed commodities for Iraq were diverted to other countries 
or used for military purposes. 

Fourth, approximately 90 percent of the $5 billion in credit guar- 
antees extended to Iraq between 1983 and 1990 for the purchase of 
United States agricultural exports was provided prior to fiscal year 
1990 and received broad support among Members of the Congress 
and by American farmers and commodity groups. 

Fifth, CCC extended only one tranche of $500 million in credit 
guarantees to Iraq in fiscal year 1990. Of this $500 million, over 20 
percent of it did not become effective because of the Gulf war. 
Moreover, the remaining $392 million represents an official liabil- 
ity of the Government of Iraq. The U.N. Security Council Resolu- 
tion 687 provides that Iraq’s repudiation of its foreign debts is null 
and void and demands that Iraq adhere to all of its obligations. The 
administration intends to assert claims against Iraq for any 
amounts that the United States Government is required to pay on 
OCX) guarantees. 

Sixth, shortly after the U.S. attorney’s office in Atlanta initiated 
its investigation of Banca Nazionale del Lavoro, which I will call 
BNL from here on, Agriculture reached an agreement with BNL 
that BNL would not participate in the CCC Program for fiscal year 
1990. 

Accordingly, BNL was not assigned any of the $392 million in 
CCC credit guarantees extended for agricultural exports to Iraq in 
fiscal year 1990 and will not receive one cent of United States tax- 
payer money for the payment of claims against those guarantees. 

Seventh, during the period that the CCC extended the $392 mil- 
lion in credit guarantees, Iraq actually made hard currency pay- 
ments of approximately $847 million, thus despite concerns about 
Iraq’s creditworthiness, there was a net reduction in CCC’s expo- 
sure with regard to Iraq of approximately $455 million. 

Eighth, the October 13, 1989 memorandum, to which members of 
this committee have repeatedly referred to in making certain 
charges, merely speculates about allegations of Iraq’s use of CCC 
guarantees. Most of the allegations in that memorandum have not, 
to date, been established. 

Ninth, the suggestion that the administration has sought to 
cover up its policy toward Iraq is simply not true. Few U.S. Gov- 
ernment policies have been so carefully and so extensively exam- 
ined by the Congress and by the media as this one. To this commit- 
tee, alone, the State Department has provided over 4,000 pages of 
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documents at a cost of over $100,000 in employee hours. Other 
agencies have provided large quantities of documents as well. 

Finally, the State Department has been prepared to turn over 
additional documents. However, in light of the knowing and unau- 
thorized disclosure of classified materials by members of this com- 
mittee, the administration determined last week, in accordance 
with its obligations under Executive Order 12356, not to permit fur- 
ther release of documents until it receives appropriate assurances 
from this committee regarding the storage and protection of such 
materials. Failing such assurances from .the chairman, the adminis- 
tration is prepared to make available appropriate documents to the 
Speaker of the House, or to Members, or committees that he might 
designate. 

I will now turn to a discussion of United States policy toward 
Iraq, the role of the CCC Program, and the specific questions posed 
by this committee. 

During Iraq’s 8-year conflict with Iran, there was broad biparti- 
san consensus in this country that an Iraqi defeat at the hands of 
an extremist Iran would be disastrous for our interests in the 
region. Many of our allies, as well as the Gulf States themselves, 
shared this view. Although United States policy on the war was 
neutral, there was a subtle leaning toward Iraq in public state- 
ments as well as in selected other actions, but without any provi- 
sion of weapons or weapons systems to the Iraqi Government. 

With the end of the lran-Iraq war in the summer of 1988 and by 
the time President Bush took office, Iraq had emerged as the pre- 
eminent military power in the Persian Gulf. The administration 
promptly undertook an extensive review of United States policy in 
the region, including United States policy toward Iraq. The key 
issue was whether U.S. interests in the Persian Gulf remained 
vital in view of the changed strategic environment there, and, if so, 
whether the existing investment of American power and diplomatic 
influence in the region reflected that importance. 

We concluded that access to Persian Gulf oil and the security of 
key friendly States in the area were, in fact, vital to United States 
national security, and that we were committed to defending those 
interests, hopefully with the support and participation of our 
friends in the region, Western allies, and Japan. 

With regard to Iraq, the administration recognized the difficulty 
of developing a clear-cut policy. On the one hand, it appeared that 
Iraq had made a conscious decision to moderate its behavior since 
we had normalized relations in 1984. Iraq had, for example, re- 
duced its support for terrorist groups and had, in fact, expelled the 
Abu Nidal organization from its soil. 

Moreover, Iraq possessed significant oil reserves, was a major oil 
producer, and was increasing its supply of oil to this country. Post- 
war Iraq also appeared seriously interested in economic reconstruc- 
tion and in expanding commercial ties with the West. 

On the other hand, we fully recognize that there were still im- 
portant issues that stood in the way of close relations. These in- 
cluded Iraq’s human rights abuses, its chemical weapons program, 
our suspicion that Iraq might be developing biological ana nuclear 
weapons, Iraq's efforts to build long-range missiles, and its involve- 
ment in Lebanon. 
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Still, Iraqi membership in the Arab Cooperation Council, along- 
side close American friends such as Egypt and Jordan, appeared to 
offer the prospect of moderating Iraqi behavior. We also hoped that 
Iraq would play a helpful role, or at least not play an unhelpful 
role, in the Middle East peace process. 

Recognizing these competing concerns, the administration consid- 
ered three major options in dealing with a post-war Iraq. First: we 
could expand our relations and try to embrace the Iraqis; second, 
we could maintain our slow and steady course, seeking to probe, 
test, and encourage the Iraqis while being wary of their intentions; 
or, third, we could seek to isolate the Iraqis by punishing them for 
behavior we did not condone. 

Given the unpredictability of Saddam’s behavior and the uncer- 
tainty about his regional aspirations, we rejected the first option of 
expanding relations rapidly. We also recognized that we could not 
effectively isolate Iraq by acting unilaterally and that there would 
be no support from either our European allies or our friends in the 
Arab world for confrontation with Iraq. The third option, therefore, 
offered us little leverage over Iraqi behavior while potentially un- 
dercutting our broader interests in the Persian Gulf. We thus de- 
termined that these broader interests, including continued access 
to the region’s oil, stability of friendly area States, and deterrence 
of Soviet intervention and influence, required a policy that sought, 
if possible, to engage Iraq and to offer the Iraqis a mix of incen- 
tives and disincentives, but we did so without any illusions. 

In adopting this policy, we decided to make clear to the Iraqi 
leadership that any use of chemical or biological weapons — I repeat 
that, any use of chemical or biological weapons — or violations of 
IAEA nuclear safeguards, would lead to economic and political 
sanctions, for which we would seek the broadest possible support 
from our allies and friends. 

We also agreed that Iraq’s human rights record and its meddling 
in internal affairs of others would continue to weigh heavily on our 
policy. At the same time, we would encourage Iraq to play a con- 
structive role in the peace process, and we agreed to support the 
efforts of American companies to participate in Iraq’s economic re- 
construction and in the development of its energy sector. 

In short, the administration concluded that the evolution of 
normal relations with Iraq, something that would require more 
constructive Iraqi behavior in a number of areas, was in the United 
States national interest. Toward this end, we determined that it 
was worth trying to build on our successful diplomatic cooperation 
with Iraq during its war with Iran, and attempting to develop a 
modest economic relationship. 

However, our policy also included maintaining a capable military 

E resence nearby, providing arms and other support to friendly 
tates in the region, and expanding our dialog with the Soviet 
Union. 

For a period of time, we saw movement, some movement by Iraq 
in the right direction on several matters. For example, Kurds were 
allowed to farm again and they received compensation for seized 
property. Iraq agreed to pay personal injury claims relating to the 
crew of the U.S.S. Stark. 
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Hie Federal Aviation Administration advice on airport security 
was welcomed by Baghdad Airport. 

The Chairman. Mr. Secretary, I hate to interrupt you. I believe 
you have a little bit more there to complete your statement than 
we have time to go answer the roll. We nave just about 5 minutes 
to allow the Members to go. 

Mr. Eagleburger. Why don’t I finish this paragraph, Mr. Chair- 
man, and wait until you come back to complete my statement. 

The Chairman. That is fine. 

Mr. Eagleburger. FAA advice on airport security was welcomed 
by Baghdad Airport. A first, ever, DEA visit to Iraq led to agree- 
ment to cooperate against narcotics trafficking, and we had opened 
a new cultural center in Baghdad that was successfully reaching 
out to ordinary Iraqis. Moreover, at a time when Iraq was forcing 
other Western creditors to accept bilateral debt rescheduling, it 
continued to repay United States guaranteed loans. 


The Chairman. Our committee will please come to order and the 
Chair will ask that the doors be closed so that we can resume. 


Members are on their way back and there is, I believe, another 
rule coming up. 

I believe there is another rule on the House floor but, Mr. Secre- 
tary, we apologize for the break in, but we recognize you now to 
pick up where you left off. 

Mr. Eagleburger. You will recall, Mr. Chairman, I ended by 
saying there had been some positive signs with regard to Iraq. 
Soon, however, a number of Iraqi statements and actions demon- 
strated that Iraq was not prepared to adopt a more responsible ap- 
proach to relations with its neighbors or ourselves. 

As a result, we began to adjust even our modest efforts down- 
ward. We heavily criticized Iraq’s human rights record before the 
U.N. Human Rights Commission and in the State Department’s 
h uman rights country report. We also expelled an Iraqi U.N. diplo- 
mat for involvement in a murder plot. 

In March 1990, United States customs, working with the British, 
successfully interdicted an attempt to smuggle capacitors with pos- 
sible missile and nuclear applications into Iraq. We also consulted 
with the British about the confiscation of materials for Iraq’s devel- 
opment of the so-called super gun. And we continued against Iraq a 
strict policy of denial of sales of weapons and weapons systems and 
intensified our efforts with other countries to tighten existing 


aqport controls focusing on proliferation concerns. 

What little remained of the United States-Iraqi relationship 
came to an abrupt end with Iraq’s brutal invasion and occupation 
of Kuwait in August 1990. As it turned out, the fact that the 
United States had followed a measured policy toward Iraq rather 
than having sought unilaterally to isolate the Iraqis proved to be a 
critical factor in our ability to assemble a coalition which included 
Arab countries to expel Saddam from Kuwait and ultimately to 
devastate his military capabilities. 

The Commodity Credit Corporation of the Department of Agri- 
culture h«d first made available credit guarantees in connection 
with export sales to Iraq in 1983, shortly before we resumed diplo- 
matic relations with the Iraqis in 1984. 
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As Under Secretary Crowder will explain in greater detail, the 
CCC Program is designed to assist U.S. agricultural exporters and 
producers by developing foreign markets for U.S. commodities. It 
is, in the first instance, an export promotion and market develop- 
ment program. 

The CCC guarantee covers the risk of nonpayment by a foreign 
bank under a letter of credit opened to finance the purchase of 
U.S. agricultural exports. Iraq was one of more than 40 countries 
participating in this program which served to provide benefits for 
over 80 different types of agricultural commodities. 

In many respects, our trade balance with Iraq during the latter 
half of the 1980’s was governed by the level of United states guar- 
anteed financing available to Iraq. As United States imports of 
Iraqi oil rapidly expanded toward an estimated $2.5 billion by 1990, 
the CCC Program helped lessen a growing trade deficit with Iraq. 
Throughout the period in question, and despite its economic diffi- 
culties, Iraq maintained a record of consistently and fully meeting 
financial obligations incurred under the CCC Program. 

Iraq requested $1.03 billion in CCC credit guarantees for the 
fiscal year 1990. As the administration began to consider this re- 
quest, it learned that the United States attorney in Atlanta was in- 
vestigating the Atlanta branch of BNL for allegedly conducting a 
clandestine gray book loan operation to Iraq. 

While much of the money involved in BNL’s loan operation was 
not directly related to the CCC Program, approximately $720 mil- 
lion of BNL Atlanta's loan portfolio consisted of assigned obliga- 
tions that were backed by CCC export credit guarantees. 

Accordingly, as Under Secretary Crowder will explain, investiga- 
tors with Agriculture’s office of the inspector general began assist- 
ing the U.S. attorney’s investigation in early September 1989. 

The administration took the BNL allegations seriously, even 
though at the time no wrongdoing on the part of Iraq had been es- 
tablished. Because of the allegations, the administration initially 
postponed any decision on Iraq’s request for CCC guarantees for 
fiscal year 1990. Moreover, in Secretary Baker’s October 6 meeting 
with then-Iraq Foreign Minister Tariq Aziz, the Secretary raised 
the BNL issue, emphasizing the importance of Iraqi cooperation 
with this investigation and seeking assurances from the govern- 
ment of Iraq that it would assist in the investigation. Aziz gave 
these assurances and Iraq did cooperate when a team from the De- 
partment of Agriculture traveled to Baghdad several months later. 

In November 1989, the National Advisory Council on Interna- 
tional Monetary and Financial Policies met at a senior level to con- 
sider Iraq’s CCC request. As Deputy Secretary Robson has de- 
scribed, there was a full exchange on all relevant points regarding 
the CCC Program for Iraq. 

The Deputy Secretary of Agriculture specifically reported that 
the BNL investigation had only resulted to date in allegations of 
violations. He further reported that Agriculture’s office of the in- 
spector general had stated in writing that there was no evidentiary 
basis for withholding approval of new CCC guarantees for Iraq. 

In addition to discussion of the BNL investigation, representa- 
tives at the NAC meeting also discussed Iraq’s creditworthiness, 
the importance of Iraq as an agricultural export market and the 
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administration's efforts to improve the bilateral relationship. I 
might note as well that, at this time, Members of Congress* along 
with various agricultural trade interests, were urging the adminis- 
tration to provide the full amount of credit guarantees requested 
by Iraq. 

After a careful balancing of the risks and benefits, the NAC sup- 
ported the Agriculture Department's recommendation to establish 
a tiered approach to the CCC Program rather than to grant Iraq’s 
request outright. Under this approach, Agriculture decided to 
extend a first tranche of $500 million in credit guarantees, with ad- 
ditional guarantees for the year to depend on the results of Agri- 
culture’s own administrative review, as well as the investigations 
by its office of the inspector general and the U.S. attorney in At- 
lanta. The administration indicated to the Iraqis that the CCC Pro- 
gram would be terminated if abuses were discovered. 

The Agriculture Department continued to monitor the BNL in- 
vestigation and consistently received word from its office of the in- 
spector general that there was no reason to recommend that the 
CCC Program not go forward. At the same time, however, Agricul- 
ture’s own administrative review of Iraq’s CCC Program indicated 
a pattern of unexpectedly high prices for certain commodities. Ac- 
cordingly, by February 1990, without investigations yet completed, 
the a dminis tration deferred a decision on the second tranche of 
$500 million of credit guarantees for Iraq. 

During this time, the State Department cooperated with the Jus- 
tice Department in the Atlanta investigation. This is reflected in 
correspondence between the two Departments in March 1990 in 
which the State Department offered to work with Justice attorneys 
to develop a plan to interview Iraqi officials in connection with the 
BNL investigation. 

The State Department also facilitated Agriculture’s administra- 
tive review of the CCC Program for Iraq. In mid-April 1990, a dele- 
gation from Agriculture, with a representative from the State De- 
partment’s Office of the Legal Advisor, traveled to Baghdad for ap- 
proximately 4 days to meet with the Iraqis and to review their 
records regarding CCC guaranteed purchases. 

The officials were granted access to Iraqi records relating to 
these purchases. Agriculture issued a report in May on the results 
of the visit. The report did, in fact, find violations by Iraq of CCC 
Program requirements, but did not find diversions of commodities 
purchased under the program. 

After the Agriculture Department had released its report, the ad- 
ministration chose not to proceed with the second tranche of CCC 
credit guarantees for Iraq. Indeed, the administration never grant- 
ed any further credit guarantees to Iraq beyond those announced 
in November 1989. 

When the United States imposed sanctions against Iraq in 
August 1990, there were approximately $1.9 billion in outstanding 
credit g uaran tees. Of course, the major portion of those obligations 
had accumulated during the 1980’s. In that regard, it is worth 
noting that all sanctions legislation against Iraq that the Congress 
had proposed in the first half of 1990, except for the Inouye-Kasten 
bill exempted the CCC Program from whatever sanctions might be 

imposed. 
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It should also be noted that, of the $500 million in CCC credit 
guarantees authorized for fiscal year 1990, only about $392 million 
actually became effective prior to the imposition of sanctions. 
Moreover, during the same period, Iraq actually made hard curren- 
cy payments under the CCC Program of approximately $847 mil- 
lion. Thus, despite concerns about Iraq's creditworthiness, there 
was a net reduction in CCC's exposure of about $455 million. 

As I indicated earlier, in light of the affirmation in U.N. Security 
Council Resolution 687 of Iraq’s continued liability for outstanding 
debts, as well as our own freezing of Iraqi assets, the administra- 
tion intends to assert claims against Iraq for debts owed to the 
United States. 

Within this context, let me turn to the committee’s questions on 
the fiscal year 1990 CCC Program. As noted above, the State De- 
partment, acting in accordance with administration policy, viewed 
the CCC Program as one of the positive elements in our effort to 
develop a constructive bilateral relationship with Iraq. 

The State Department believed in November 1989 that continu- 
ation of CCC-supported trade offered the possibility of expanding 
and improving that bilateral relationship. This would hopefully 
have had the additional benefit of moderating Iraq’s conduct in 
areas of concern to us, such as human rights. In April 1990, howev- 
er, the State Department no longer supported additional CCC 
credit guarantees for Iraq. 

On the issue of creditworthiness, the State Department viewed 
Iraq’s record of repayment of CCC obligations as excellent, even 
though there were minor delays from time to time. Indeed, during 
the period in question, Iraq actually made payments to CCC of 
more than twice the amount it received in new guarantees. 

As for the BNL scandal, that issue, of course, had considerable 
influence on the course of events. It contributed to the initial delay 
in considering Iraq’s request for $1.03 billion in CCC credit guaran- 
tees. It led Secretary Baker to request of Foreign Minister Aziz 
that Iraq cooperate in the investigation. And it contributed to the 
decision to apply a tiered approach to Iraq’s CCC request, granting 
only a first tranche of $500 million while tne investigation proceed- 
ed. 

Finally, the administration remained highly critical of Iraq’s 
human rights record, even though consideration of that record did 
not specifically affect the State Department's views on the CCC 
Program. 

Mr. Chairman, that is the end of my remarks in response to the 
questions that you posed. However, I feel compelled in conclusion 
to comment on the nature of this inquiry. As I prepared for this 
hearing, I could not but reflect on how the conduct of our govern- 
ment has changed since I began my career with the State Depart- 
ment more than 30 years ago. 

We now seem to work in an environment of distrust rather than 
trust, of confrontation rather than cooperation, of accusation 
rather than fair inquiry. What has been done by the selective dis- 
closure, out of context, of classified documents, by the distortions of 
truth, and by the raising of innuendos where no facts exist to sup- 
port them is to make exceedingly difficult our ability to engage in 
the deliberative process necessary to formulate policy. 
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No longer can responsible officials voice differences of opinion, 
provide candid advice to their superiors, or engage in discussion 
and debate on an issue without the constant worry that at some 
point in the future, someone will seem to condemn and vilify them 
for having done no more than perform their duties honestly and to 
the best of their abilities. I submit that such a situation is in no 
one’s interest and is a disservice to the good governance of this 
Nation. 

Mr. Chairman, I had intended to end there and reserve until 
later when I expected I would receive comments on my own pecca- 
dillos, a brief statement trying to refute those. But since Mr. Sand- 
ers has chosen to raise the issue before, I had a chance to give my 
statement, I ask your patience for another 5 minutes. 

Over the course of the past several months, on at least eight oc- 
casions, the chairman has made a series of charges against me on 
the floor of the House of Representatives. On April 28, for example, 
he mounted an extensive attack on my personal conduct, both in 
the private sector while I served as president of Kissinger Associ- 
ates and in the public sector as Deputy Secretary of State. 

There is absolutely no substantive basis for these allegations. 
The charges against me would misrepresent the facts with regard 
to my work at Kissinger Associates and at the State Department 
and misrepresent the law with regard to the ethical requirements 
to which I am subject. 

First, Mr. Chairman, you have stated, and I quote, that I have 
“past ties to BNL” from my tenure at Kissinger Associates. You 
have further implied that I was also connected to BNL as a result 
of my having served on the board of directors of LBS Bank. 

These assertions about my relationship to BNL are wrong. While 
at Kissinger Associates, on the board of BNL, or elsewhere, I do not 
recall having done any substantive work for BNL. Although the 
records at Kissinger Associates indicate that I may have attended 
one luncheon in 1986 at which two representatives of BNL Rome 
were present, I do not recall this luncheon nor any substantive 
meetings, conversations, or other contacts with anyone from BNL. 

Second, Mr. Chairman, you have stated, and I quote, that I 
“played a key role in the Bush administration’s handling of the 
BNL scandal. That is wrong. The correct facts, based on a review 
of the record, as well as my own recollection, are that I did not 
play a role in the Bush administration’s handling of the BNL scan- 
dal. That matter has been handled within the administration pri- 
marily by the Justice Department. To the degree that the State De- 
partment has been consulted, it has been responsibly handled by 
others, other than that of the Deputy Secretary. 

Third, Mr. Chairman, you have stated, and I quote, that “while 
at the State Department, Mr. Eagleburger was rally aware of the 
link between BNL and the CCC Program for Iraq and the impor- 
tance of the BNL scandal.” You have sought to support this charge 
by alle ging my knowledge of a memorandum dated October 13, 
1989, which speculates, and I say speculates, about allegations in 
the BNL scandal. 

You have further stated, and I quote, that I “lobbied the deputies 
at OMB and Treasury,” and that I “lobbied the USDA and other 
agencies.” All of that is wrong. The correct facts, based on a review 
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of the record, as well as my own recollection, are that I was not 
involved in the State Department’s policymaking on the CCC Pro- 
gram or Iraq or on matters related to BNL. 

The only occasion in which I recall fulfilling any departmental 
role with regard to the CCC Program for Iraq was in November 
1989 when, in my capacity as acting Secretary of State, I spoke 
with and signed a letter to Treasury Secretary Robson reiterat- 
ing — I say reiterating — the State Department’s already established 
position with regard to CCC credits for Iraq. The letter did not in- 
volve any policy decision with regard to BNL or the BNL scandal. I 
do not recall ever having any contact with officials at either OMB 
or Agriculture on that subject, nor have I been able to find any 
documentation in the Department’s files that would contradict that 
recollection. And I do not recall ever seeing, prior to my prepara- 
tion for this hearing, the October 13 memorandum to which you 
have repeatedly referred, a knowledge of which you have attrib- 
uted to me. 

Fourth, Mr. Chairman, you have stated, and I quote, that the 
most notorious Eagleburger involvement in the BNL prosecution 
was related to the investigation by the U.S. attorney in Atlanta of 
the Iraqis involved in the BNL scandal. You have then sought to 
illustrate my so-called involvement by referring to a series of 
cables between the Department and U.S. Embassies in Rome and 
Baghdad. Your assertion and your illustrations are wrong. The cor- 
rect facts, based on a review of the record as well as my own recol- 
lection, are that I have played no role in matters related to the 
BNL prosecution, and I played no role in the preparation, over- 
sight, or review of any cables you have used as illustrations. Again, 
I do not recall even being aware of those cables prior to my prepa- 
ration for this hearing, and State Department records do not indi- 
cate otherwise. 

It is, of course, well known throughout the U.S. Government, and 
among those who deal with 

The Chairman. Mr. Secretary, regrettably, it looks like you will 
have more than 1 Vz minutes and that is what we have to go over to 
record a vote. So if you will suspend, we will pick up where you left 
off. You are on record. 

Mr. Eagleburger. Thank you, Mr. Chairman. 

[Recess.] 

The Chairman. The committee will please come to order. 

Mr. Secretary. 

Mr. Eagleburger. Thank you, Mr. Chairman. I am almost 
through. 

It is, of course, well known throughout the U.S. Government and 
among those who deal with the State Department that it is stand- 
ard operating procedure for the last name of the Secretary or 
acting Secretary to appear at the end of every cable sent out by the 
Department. The cables in question to which you referred were 
sent out when I was Acting Secretary and, therefore, bear my 
name. But so far as I can determine, I did not see them until I 
began to prepare for this hearing. 

Finally, Mr. Chairman, you have criticized me, and I quote, be- 
cause I “did not recuse myself from the State Department handling 
of the BNL scandal.” Your criticism is wrong and your understand- 
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ing of the law with regard to ethics in government is wrong. As 
was made clear at my confirmation hearing in March 1989, my re- 
cusal undertaking at the State Department fully complies with 
what is required by the law and by the Office of Government 
Ethics. Moreover, the ethics laws do not require a government offi- 
cial to recuse himself from an issue or matter involving companies 
with which he has had no substantive involvement. And, as I indi- 
cated, to the best of my knowledge and belief, I had no substantive 
involvement with BNL matters when I was in the private sector. 

Accordingly, there was no legal basis for me to recuse myself 
from matters specifically involving BNL. Nonetheless, Mr. Chair- 
man, as I stated at my confirmation hearing, and as is recorded in 
the Congressional Record at that time, I agreed voluntarily, on a 
case-by-case basis and in an effort to remove any and all appear- 
ances of a conflict of interest, to recuse myself, for 1 year after ap- 
pointment, from any matter specifically involving any client of Kis- 
singer Associates during the last 2 years of my employment there, 
including clients for whom I had not provided any services. 

Thus, in accordance with this voluntary commitment and con- 
trary to the chairman’s repeated assertions, I had, in fact, deter- 
mined to recuse myself at the State Department from any matters 
specifically involving BNL, and I would have exercised that recusal 
if any such matters had come before me. But none did. 

And finally, Mr. Chairman, now Mr. Sanders has dredged up a 
new charge, which is, that because I was involved in recommending 
that the Export-Import Bank be authorized to grant loans to Iraq, 
then went to work for Kissinger Associates and was on the board of 
a h ank, and BNL signed up as a client for Kissinger Associates, 
that L obviously, have violated some other ethical rule. 

I can only say that since the action with regard to the Export- 
Import Bank took place in 1982, and I didn’t join Kissinger Associ- 
ates for a number of years thereafter, and went on the board of a 
bank that wasn’t even in existence in 1982 and had no knowledge 
whatsoever of BNL in 1982, there is a clairvoyance implied here 
that I simply cannot claim benefit of. 

There is no relationship whatsoever between my recommenda- 
tion, my action in 1982 to recommend that the Export-Import Bank 
be authorized to give loans to Iraq, a matter which, by the way, 
would not have been determined solely by the Under Secretary for 
Political Affairs and anything I did in Kissinger Associates or with 
BNL or with LBS thereafter. 

Mr. Chairman, as you may have noticed, I get slightly exercised 
on this issue, but let me say to you, sir, I do appreciate your courte- 
sy in letting me get through all of this and I am grateful for it. 
thank you, sir. 

[The prepared statement of Mr. Eagleburger can be found in the 





40 


STATEMENT OF EDWARD W. KELLEY, JR., MEMBER, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

Mr. Kelley. Thank you, Mr. Chairman. I may provide a bit of 
decompression here for a couple of minutes. 

I am pleased to appear today to comment on the Federal Re- 
serve’s participation in the deliberations by the National Advisory 
Council on International Monetary and Financial Policies, which 
we call NAC, of the fiscal year 1990 Commodity Credit Corporation, 
or CCC Program for Iraq. 

As you know, the NAC has been assigned by Congress the re- 
sponsibility to assist in formulating U.S. positions in various inter- 
national financial institutions and to evaluate the policies and 
practices of U.S. Government agencies that make, or participate in 
making, foreign loans, or provide various forms of credit guaran- 
tees as part of U.S. foreign lending programs. The Federal Reserve 
was designated a member of the NAC under the Bretton Woods 
Agreements Act of 1945 and has participated in its deliberations 
since. 

The NAC is an advisory body. The principal function of the 
seven members of the NAC is to review proposed transactions, pro- 
grams, and policy issues related to those institutions — both nation- 
al and multinational in which the United States is a member — that 
are involved in making foreign loans. 

The diversity of interests, perspectives, and expertise represented 
by the member agencies of the NAC allows a thorough airing of 
divergent views on issues that come before it. In most cases, a una- 
nimity of views among member agencies is attained. On those occa- 
sions when no consensus is reached, it may indicate a fundamental 
difference on a particular aspect of the lending program under con- 
sideration, often reflecting the particular vantage point and institu- 
tional focus of the member agencies of the NAC. 

In evaluating lending proposals and programs presented to the 
NAC, the Federal Reserve draws upon its financial perspective and 
expertise. The Fed’s principal contributions to the NAC process 
over time have been its ability to assess objectively the financial 
and economic soundness of proposals brought before the NAC and 
to share this expertise with other member agencies. 

In light of this specialized focus of the Federal Reserve in NAC 
deliberations, for those proposals that involve major considerations 
other than economic and financial issues where the Federal Re- 
serve has special expertise — such as where foreign policy or human 
rights issues are of overriding importance— the practice of the Fed- 
eral Reserve in NAC deliberations is not to take a position on those 
matters and to abstain in the formal NAC decisionmaking process. 

With regard to the Federal Reserve’s position concerning the ex- 
tension of CCC export credit sales guarantees for Iraq, even prior 
to the fiscal year 1990 request for such guarantees, the Federal Re- 
serve had become concerned about Iraq’s creditworthiness and 
about the size of the CCC Export Credit Sales Guarantee Programs 
that were being proposed for Iraq by the United States Department 
of Agriculture. The Federal Reserve, therefore, was only willing to 
consider favorably considerably scaled-down programs of such 
credit guarantees to Iraq. 
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In considering the request for $1 billion in additional CCC export 
credit sales guarantees for fiscal year 1990, the Federal Reserve 
reservations were based on continued concerns about Iraq’s credit- 
worthiness at that time. The growing external indebtedness of Iraq 
and questions about Iraq’s ability and willingness to service this 
debt led to a growing Federal Reserve uneasiness in approving 
large, new CCC export credit sales guarantees for that country. 

The Federal Reserve also noted Iraq’s spotty debt servicing 
records with other bilateral official creditors, including incidents of 
unilateral and selective reschedulings. 

Finally, the Federal Reserve questioned the appropriateness of 
allocating one-fifth of the CCC’s fiscal year 1990 budget to one 
country, and of the CCC’s having such a disproportionate share of 
the total CCC credits outstanding to one country. 

The unfolding BNL case in the summer of 1989 reinforced the 
Federal Reserve’s reservations and opposition about approving ad- 
ditional CCC export credit sales guarantees for Iraq. 1110 revela- 
tions of the BNL case, in fact, led the NAC to postpone a scheduled 
consideration of the fiscal year 1990 program of CCC export credit 
sales guarantees for Iraq. 

Only limited details concerning allegations concerning the con- 
nection between the BNL case and the CCC Program to Iraq were 
known at the time that the NAC was considering the proposal for 
additional export sales guarantees. 

However, given the Federal Reserve’s ongoing and growing con- 
cern about Iraq’s creditworthiness, even the limited allegations of 
linkages between the BNL case and the CCC Export Credit Sales 
Guarantee Program provided, in our view, an additional reason to 
be cautious about further extensions of such guarantees to Iraq. 

The Federal Reserve’s reservations and opposition related to the 
fiscal year 1990 CCC Program for Iraq, therefore, were based on its 
evaluation of Iraq’s creditworthiness, which was reinforced by the 
unfolding BNL case. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Kelley can be found in the ap- 
pendix.] 

The Chairman. Thank you, very much, Mr. Kelley. We deeply 
appreciate the fact you let us have your written testimony. We had 
the time to look it over and you have summed up very succinctly. 
We appreciate it. 

Mr. Crowder. 

STATEMENT OF RICHARD T. CROWDER, UNDER SECRETARY OF 

INTERNATIONAL AFFAIRS AND COMMODITY PROGRAMS, U.S. 

DEPARTMENT OF AGRICULTURE 

Mr. Crowder. Thank you very much, Mr. Chairman. 

I would like to read my statement. It is somewhat lengthy and I 
apologize for not getting it out until late yesterday afternoon. But 
since, from some of the comments this morning, some individuals 
have not had a chance to read it, I think it would be useful to read 
the whole statement if it is satisfactory with you. 

I do appreciate the opportunity to appear before you today to dis- 
cuss both the factors and the process that led to the allocation in 



42 


November 1989 of fiscal year 1990 credit guarantees in connection 
with the sales of United States agricultural commodities to Iraq, aa 
well as events and decisions which resulted in our subsequent deci- 
sion, in May 1990, to deny any additional GSM credit guarantees 
for that purpose. 

I will discuss the impact of those decisions on the investigation 
launched in August, 1989, by the U.S. attorney for the Northern 
District of Georgia into alleged fraudulent lending by several em- 
ployees of the Atlanta agency of the BNL. 

As you know, other officials and I have testified before Congress 
on these issues a number of times, and I welcome the opportunity 
to do so again. 

Mr. Chairman, I first assumed my position as Under Secretary of 
Agriculture in April 1989, and so do not have personal knowledge 
about events or decisions made prior to that time. However, I was 
directly involved in the events and decisions surrounding the allo- 
cations of GSM credit guarantees for fiscal year 1990, as I will de- 
scribe in my statement today. At the conclusion of the statement, I 
will be happy to answer any questions that you or members of the 
committee may have regarding events during my tenure. 

Just a couple of comments on the GSM-102 Program, the Inter- 
mediate Export Credit Program, and the GSM-103 Program, which 
are administered by the Commodity Credit Corporation. These pro- 
grams are intended to build and maintain commercial markets 
abroad for U.S. agricultural products. Under these programs, CCC 
issues a credit guarantee to a U.S. exporter, and I think that is im- 
portant. 

The credit guarantee is issued to the U.S. exporter who has made 
a sale of agricultural commodities to a purchaser in a designated 
market. The purchaser must arrange for a letter of credit to effect 
payment. The CCC credit guarantee protects the exporter or his as- 
signee against a default by the bank in the foreign country issuing 
the letter of credit. 

The issuance of the letter of credit does not require any initial 
expenditure by the government; rather the guarantee represents a 
promise to the U.S. exporter by CCC that, in the event that the ex- 
porter is not paid under the letter of credit, CCC will pay the ex- 
porter and will be subrogated to the exporter's right to collect pay- 
ments from the defaulting foreign bank. Under credit reform proce- 
dures, USDA does report the estimated subsidy cost of the pro- 
grams which is treated as a current expenditure for budget pur- 
poses. 

CCC, as I have noted, issues its credit guarantees to a U.S. agri- 
culture exporter. This guarantee enables the exporter to assign its 
rights under the letter of credit to a financial institution located in 
the United States, which agrees to finance the sales transaction on 
a deferred payment term. 

It is important to note first that the CCC assumes no financial 
risk with respect to a bank such as BNL that takes assignment of a 
CCC guarantee; and second, that CCC has no programmatic rela- 
tionship with the U.S. financial institutions that take assignments 
of the guarantees, nor does it have the authority to serve as a bank 
regulator. The CCC credit guarantee is, in essence, commercial 
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paper which can be sold by the exporter to a U.S. financial institu- 
tion. 

The GSM Program, under which guarantees are issued in con- 
nection with sales having payment terms not to exceed 3 years, is 
the largest single export program for U.S. agricultural products, 
stimulating bank financing for more than 10,000 commercial ship- 
ments per year. Since 1980, approximately $37 billion in agricultur- 
al products have been exported to 44 countries through the GSM- 
102 Program. 

GSM-103, under which guarantees are issued in connection with 
sales having payment terms of over 3 and up to 10 years, a small- 
er— about $1.5 billion program — is still an important program. 

Now, in both the 1985 and 1990 farm legislation, Congress man- 
dated levels for the GSM-102 and GSM-103 Programs. For fiscal 
year 1990, the year we will be discussing today, Congress mandated 
that CCC make available a minimum of $5 billion in GSM-102 
credit guarantees and a maximum of $1 billion in GSM-103 credit 
guarantees. 

Although, as I mentioned earlier in my remarks, I was not 
present at the Department in the early 1980’s when credit guaran- 
tees were first made available in connection with sales to Iraq, I 
believe that history and record of the program in this regard are 
well known. 

In your Congressional Record statement of February 4, 1991, Mr. 
Chairman, you inserted a chart showing the increase in GSM Pro- 
gram allocations in connection with sales to Iraq from an initial 
$364 million in guarantees announced in 1983 to more than $1 bil- 
lion annually for 1988 and 1989. This chart accurately reflects the 
increases in GSM credit guaranteed sales over that period. As your 
list indicates, Mr. Chairman, total GSM credit guarantees to Iraq 
for the 1983-1990 periods exceeded $5 billion. 

The support of Members of Congress and American farmers and 
American commodity groups demonstrate that the development of 
the Iraqi market under the GSM Programs during the 1980’s was 
very important to the United States agricultural economy, includ- 
ing high-value commodities. Iraq ultimately became the second 
largest participant in the program, exceeded only by Mexico. Iraq 
became the 12th largest market for United States agricultural ex- 
ports and the single largest market for United States rice. 

My initial involvement, Mr. Chairman, in the issues regarding 
GSM allocations with respect to Iraq came in late summer of 1989. 
And here, Mr. Chairman, I begin to lay out a series of events that 
will follow through exactly what the decisions were, what factors 
we were considering, and the situation we were facing at the time 
we were making the decision. 

Now, as you know, because a new fiscal year begins in October it 
is customary for CCC to finalize its plans for allocating available 
GSM credit guarantees among the various participant countries in 
late summer. As part of this process, we often engage in consulta- 
tions and negotiations with potential participant countries. In the 
case of Iraq, which engaged in central government purchasing, this 
was regularly done. 

In August 1989, we were considering a fiscal year 1990 allocation 
of credit guarantees in connection with sales to Iraq at the same 
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level as the prior 2 years, approximately $1 billion. CCC’s total ex- 
posure at that time in connection with previously issued credit 
guarantees for sales to Iraq was approximately $2.3 billion. 

While this is a substantial amount, in our judgment, a sizable 
program could be justified. First, because of its substantial food 
import needs and dependence on outside sources for approximately 
65 to 70 percent of its food and feedstuffs, Iraq presented a long- 
term market potential. Iraq had maintained a solid payment record 
without default since 1983 and had repayments of $1 billion sched- 
uled for fiscal year 1990. Information suggested that it had ade- 
quate resources to pay its CCC guaranteed debt, and, indeed, it 
always treated this as preferred debt. 

It was about the same time, on August 4, 1989, that the Federal 
Bureau of Investigation, working in conjunction with the U.S. at- 
torney for the Northern District of Georgia, served its initial 
search warrant for the Atlanta agency of BNL, launching what h«« 
become known as the BNL investigation. 

We were not initially informed of this investigation and did not 
become aware of its potential implications for CCC until early Sep- 
tember 1989. Our records indicate that USDA’s regional office of 
inspector general in Atlanta was asked to participate in the inves- 
tigation at the end of August. Their notice of case opening on 
August 31, 1989, came to the attention of Washington program offi- 
cials several days later. 

At this same time, USDA received a request for a meeting from 
officials and lawyers representing BNL, and this meeting was set 
for September 6, 1989. Although I did not personally attend this 
meeting, it was reported to me later that BNL representatives met 
with officials of both CCC and our office of General Counsel to 
inform USDA that the investigation was under way. 

USDA officials were told that the investigation involved alleged 
fraud on the bank resulting from unauthorized loans made by- 
rogue bank officials; that BNL’s headquarters in Rome had re- 
placed prior Atlanta management with officials from BNL’s Rome 
and New York offices; and that BNL wanted to confirm from CCC’s 
records the precise amount of guarantees which U.S. agricultural 
exporters had assigned to BNL as part of the new management’s 
reconciliation exercise. CCC’s records indicated that, at that time, 
BNL held about $720 million in assigned guarantees. 

I would note, Mr. Chairman, I think this has been pointed out 
earlier, that BNL took no further assignments of CCC-guaranteed 
obligations after August 1989. And because of the uncertainties 
surrounding the BNL investigation, representatives of the BNL 
agreed with Department officials in October 1989 not to accept any 
further assignments, and, in fact, never have done so. Thus, BNL 
took no assignment in connection with the guarantees allocated for 
fiscal year 1990. 

Now, several days after that meeting, Mr. Chairman, about Sep- 
tember 8, 1989, USDA’s wood products division received a written 
complaint from two exporters of wood products that Iraqi purchas- 
ers were allegedly pressuring exporters to provide additional serv- 
ices or goods at no charge to the purchasers. These allegations con- 
cerning after-sales services were promptly reported to USDA’s 
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office of inspector general, which was working with the U.S. attor- 
ney in Atlanta. 

We subsequently made inquiries with the OIG about the BNL in- 
vestigation, and were informed that the OIG investigators wo rking 
on the case in Atlanta were operating under grand jury rules and 
that the investigation was at a very preliminary stage. However, 
we were told that an investigator from Atlanta would come to 
Washington in early October and would provide a briefing on de- 
velopments there. 

Now, by the end of September, USDA had completed its prepara- 
don for the overall fiscal year 1990 GSM Program. This involved a 
process by which CCC developed a list of participant countries 
based on information obtained through the trade, from attaches of 
the Foreign Agricultural Service posted abroad, and from our trad- 
ing partners interested in the program. 

Using country-risk analysis, market information, and USDA as- 
sessment of long-term market potential, CCC allocated available 
guarantees for the fiscal year among specified participant countries 
and established commodity specific lines of credit guarantees. In 
September 1989, Commodity Credit Corporation contemplated an 
allocation of credit guarantees for fiscal year 1990 in connection 
with sales to Iraq at the $1 billion level. 

On October 3, USDA made a presentation at a staff level meet- 
ing of the National Advisory Council on International Monetary 
and Financial Policies, the NAC, recommending the $1 billion allo- 
cation. USDA is not a NAC member, but USDA representatives 
regularly attend NAC meetings to discuss proposed export initia- 
tives under our export credit guarantee programs, both GSM-102, 
GSM-103 and our foreign concessional sales programs under Title I 
of Public Law 480. 

NAC is a seven-member interagency review group chaired by the 
Department of the Treasury, with other members including State, 
Commerce, Federal Reserve, the Office of USTR, the Export-Import 
Bank, and the Agency for International Development. 

As the name implies, and has been pointed out this morning, the 
NAC is an advisory group and its reviews and recommendations 
are not binding on USDA’s decisionmaking. Nevertheless, we take 
NAC advice very seriously and consider the NAC process to be im- 
portant and a complementary process to our internal analysis. 

At the October 3 meeting, based on the previous work we had 
done, USDA’s proposal to continue the program allocation in con- 
nection with sales to Iraq at $1 billion met with opposition from 
other agencies, including the Treasury Department, which suggest- 
ed a $400 milli on allocation. USDA took this under advisement and 
did not announce any program allocation in connection with sales 
to Iraq pen ding farther consultation. However, it was USDA’s 
views at that time, based on our own market development and risk 
assessments, that an overall $1 billion allocation for Iraq was mer- 
ited. 

Sow, taking into account the input from NAC, and the risk expo- 
ses ad van ta g es to CCC of tranching any additional allocation, we 
s ubseq uently made an initial offer to Iraq of $400 million. Iraq re- 
jected this offer. 
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Then on October 5, Mr. Art Wade, an investigator with the At- 
lanta office of USDA's office of inspector general, arrived in Wash- 
ington. Mr. Wade first met with (X5C Program officials and subse- 
quently with me to provide some information about the nature of 
the investigation in Atlanta. 

Mr. Wade was constrained by grand jury rules horn disclosing 
particulars of the Atlanta investigation, but he did confirm that 
the investigation centered on an alleged “gray book” loan scheme 
perpetrated by former BNL officials. 

Mr. Wade told USDA officials that the investigation was at a 
very, very early stage and that only preliminary evidence had been 
developed. He indicated that the investigation might expand to 
other issues, including possible BNL loans to Iraq for military sup- 
plies, the possibility of bribes to Iraqi officials, and the possibility, 
in the case of agricultural sales, that shipments might have been 
diverted to other countries and sold or bartered for other goods. 

When asked about the diversion issue, Mr. Wade indicated that, 
although there was no specific evidence to support this suggestion 
of diversion, it was an area that the investigation would explore. 

I would note, Mr. Chairman, that, to our knowledge, after more 
than 2Vz years of intensive investigation in the BNL matter, there 
has been no hard evidence, to date, of diversion of U.S. commod- 
ities or any linking of CCC sales to military goods or supplies. 

And, Mr. Chairman, at that time, when we specifically asked 
whether Mr. Wade had any information indicating that USDA 
should not proceed to extend fiscal year 1990 credit guarantees in 
connection with sales to Iraq, Mr. Wade said no. 

Now, these initial conversations with Mr. Wade suggested a 
number of potential theories that might be investigated, but re- 
vealed that no evidence had been developed to support any of these 
theories that might be investigated. It was this lack of clarity that 
caused me to institute our own inquiry into the situation, a review 
which involved several stages and that took several months to com- 
plete and which eventually resulted in the publication of USDA’s 
report on May 21, 1990. 

I might add, Mr. Chairman, that as you have reviewed the docu- 
ments and so forth that you have sent up, we have sent up, you 
will note throughout those documents that program integrity was a 
centerpiece of all decisions that we made, and I think you will see 
as we go through the testimony, we adhered to that principle 
throughout as the documents we have supplied suggest. 

Now, initially, I decided we needed to know more about the 
nature of the investigation so that I could have a basis to deter- 
mine the level at which to extend further export credit guarantees 
in connection with sales to Iraq. I want to be clear with you, Mr. 
Chairman, about what the administrative review was intended to 
accomplish. 

Our purpose in pursuing this inquiry was to determine whether 
there was any evidence to suggest involvement by Iraq or Iraqi offi- 
cials in program violations that would alter our judgment about 
continuation of the availability of export credit guarantees in con- 
nection with the sale of United States agricultural commodities to 
Iraq. It was not a criminal investigation. 
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The process of criminal investigation and potential prosecution 
was already under way in Atlanta and was being conducted by the 
U.S. attorney and USDA's office of inspector general, agencies with 
jnrisdiction over criminal investigation armed with the attendant 
authority to issue subpoenaes and to compel testimony before a 
grand jury. Our access to information was much more limited and 
our goal was much more specific. 

I also want to point out, Mr. Chairman, that our review was an 
evolving process and that as we proceeded, we were constantly in 
touch with our office of inspector general. 

Now, the situation we faced at that point is easy to describe. It 
could also be easy to second-guess at this stage of the game given 
what has happened, but let me describe the situation. 

We had arrived at the beginning of a new fiscal year and had 
been requested by the Iraqis to continue extending GSM credit 
guarantees at the $1 billion level which had been in effect each of 
the prior 2 fiscal years. Indeed, as you have pointed out, there was 
a strong expression of support for such a program from both Mem- 
bers of Congress and from various agricultural sectors. We did not 
want to abandon a $1 billion market that was important to U.S. 
farmers and exporters. At the same time, USDA would not contin- 
ue the program if there were program violations. 

After the meeting with Mr. Wade, I asked Larry McElvain, the 
Director of FAS, CCC Operations Division, and Kevin Brosch of our 
general counsel’s office to go to Atlanta to pursue the matter fur- 
ther. We didn’t wait for other investigations. Mr. McElvain and 
Mr. Brosch traveled to Atlanta on October 11 and 12, 1989, and 
met with Gale McKenzie, the assistant U.S. attorney in charge of 
the BNL investigation, as well as with three investigators from 
USDA/ OIG- Atlanta who were working with her. They also had the 
opportunity to visit the bank and to have a preliminary look at 
some of the bank records which concerned C(X>guaranteed trans- 
actions. 

When they returned from Atlanta, I met with Mr. McElvain and 
Mr. Brosch and they reported to me that, insofar as CCC transac- 
tions were concerned, it appeared that the BNL investigation was 
going to focus on several issues: The alleged high prices of United 
States sales to Iraq; the possibility of diversion of goods; the possi- 
bility that United States exporters might have provided after-sales 
services to Iraq in connection with COC-guaranteed sales; and the 
possibility that such sales might have been connected in some way 
with the provision of military supplies. 

Mr. McElvain and Mr. Brosch also reported that the investiga- 
tion into these issues appeared, at that time, to be based on hypoth- 
esis of die investigators rather than on concrete evidence. For ex- 
ample, Mr. McElvain and Mr. Brosch had asked what evidence had 
been adduced which suggested abnormally high prices. The investi- 
gators were able to point to only one sale of vegetable oil. When 
that g*l<» was reviewed, it appeared that the sale was not of bulk 
vegetable oil, but rather of refined and tinned vegetable oil, and 
that the higher than usual price was associated with the substan- 
tia/ value added by the refining, tinning, and labeling process as 
veil as the higher shipping costs. 
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They also asked what evidence was available with respect to the 
diversion of goods, and were told that investigation had uncovered 
no evidence of diversion or of any connection of CCC-guaranteed 
sales with military supplies thus far, but that these theories would 
be explored. 

During that meeting, Mr. Broach also reported that, although the 
investigators had suggested the possibility of higher than usual 
commodity prices, they did not appear to have been made with 
comparisons to any standard commodity price series or have used 
any market price information. He suggested we obtain standard 
price series from USDA’s commodity divisions and return to Atlan- 
ta to do a more thorough job of screening of the bank records and 1 
instructed him to do so. 

On October 18 and 19, Mr. Broech rushed to Atlanta with an- 
other USDA attorney and they spent 2 days reviewing files. When 
he returned to Washington, Mr. Brosch reported that he had been 
able to find ships’ bills of lading in the files associated with the 
various GSM-guaranteed transactions; apparently, the bank kept 
separate files for the financing documents and the shipping docu- 
ments, and the investigators had previously only reviewed the fi- 
nancing files. 

He also reported that he had been able to do a preliminary 
review of the high price issues, and that several prices reviewed ap- 
peared to be $10 to $20 per ton more than would have been expect- 
ed based on market price data for the time period. The files re- 
vealed nothing with respect to after-sales service or military issues. 

Mr. Brosch also reported that the somewhat higher prices he had 
observed were connected with the sales transactions by a U.S.- 
based exporter known as Entrade International, and I would refer 
to it as Entrade from here forward. 

Mr. Brosch reported Entrade appeared to be a principal focus of 
the investigation, and that he had been told a former executive as- 
sistant within BNL Atlanta had, a year earlier or so, moved to 
New York to take an executive position within Entrade. I directed 
Mr. Brosch to do a further review of Entrade transactions, and Mr. 
Brosch contacted attorneys for Entrade in New York to make ar- 
rangements to go to New York and review the company’s records. 
This had to be coordinated with the office of U.S. attorney in At- 
lanta because Entrade was also the subject of a grand jury subpoe- 
na. 

Mr. Broech formally requested access to Entrade’s records on Oc- 
tober 23, 1989, in a letter to Entrade lawyers. However, because the 
grand jury investigation took precedence, Mr. Brosch was unable to 
review these records until late November. 

Our early hope, Mr. Chairman, was that the BNL investigation 
in Atlanta would proceed quickly and that the uncertainties and 
hypotheses would quickly be resolved. During their first meeting in 
Atlanta, Mr. Brosch and Mr. McElvain were told that the U.S. at- 
torney hoped to have initial indictments returned by the grand 
jury by November 15, 1989. As you know, Mr. Chairman, that did 
not happen. The investigation, apparently much more complex 
than initially anticipated, did not result in initial indictments unt-.il 
February 28, 1991, approximately 16 months later. 
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As you are no doubt aware from your own reading of the indict- 
ments, even today there has been no formal allegations or appar- 
ent evidence adduced with respect to many of the rumors which 
began circulating in October 1989. For example, the indictments in 
the BNL investigation contain no allegations of diversion of com- 
modities nor any allegations that CCC-guaranteed sales were in 
any way connected with the provision of military supplies. 

Now we are back to the NAC meeting on November 3, 1989, Mr. 
Chairman, and the staff group met again to consider a modification 
of USDA’s October 3 proposal. Rather than proposing to announce 
a $1 billion allocation of export credit guarantees, we proposed a 
two-tranche allocation for fiscal year 1990, with an initial $500 mil- 
lion to be announced immediately, and a second $500 million 
tranche to be held in reserve, with its release contingent upon a 
positive resolution of the BNL investigation in Atlanta. 

Because several agencies requested that the issue be raised at a 
higher policy level, this proposal was made again at November 8 in 
a NAC deputies meeting, at which time other agencies indicated 
they could support the proposal. 

I believed then, Mr. Chairman, and I continue to believe today, 
that this decision was both cautious and prudent for several rea- 
sons. First, as I have discussed, we simply did not have any infor- 
mation that substantiated any of the rumored allegations out of 
the Atlanta investigation. We wanted to be certain, however, that 
there wasn’t evidence being developed in the Atlanta investigation 
which we simply did not know about because of grand jury con- 
straints. 


We met on several occasions with representatives of the inspec- 
tor general about this matter and asked whether they would rec- 
ommend against our proceeding. We were always told no. 

On November 8, 1989, prior to the NAC meeting of that day, in- 
spector general Leon Snead provided a memorandum to the Deputy 
Secretary in which he stated, and I quote: “On Friday we were con- 
tacted by OMB concerning our investigation of the BNL and the 
Department’s impending decision to extend credit guarantees to 
Iraq. OMB expressed concern over giving credit guarantees to Iraq 
while this investigation is in process. We, OIG, informed them that 
we have no evidence to date that would lead us to recommend that 
the Department should not extend the guarantees.” 

In addition, Mr. Chairman, we reasonably expected that the ex- 
tension of the $500 million in credit guarantees in connection with 
sales to Iraq should not result in any additional financial exposure 
on the part of the United States, and, in fact, would result in a net 
improvement in CCC’s exposure. 

As I mentioned earlier, Mr. Chairman, CCC had extended credit 
guarantees in connection with sales to Iraq beginning in 1983, and 
had allocated $1 billion in credit guarantees to Iraq in fiscal year 
1588 and 1989. Iraq’s scheduled repayments of previously undertak- 
en obligations during fiscal year 1990 was about $1 billion. The ex- 
tension of $500 million in new guarantees would, therefore, be 
oade during the period in which Iraq would be repaying substan- 
tialfy m ore than that amount. And that is precisely what hap- 


pened. 
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Up until the time Iraq invaded Kuwait on August 1, 1990, result- 
ing in the collapse of its diplomatic and financial relationships 
with the West, Iraq paid back CCC guaranteed obligations totaling 
more than $847 million. Of the $500 million in guarantees, only 
$392 million had become effective on August 2, 1990. As a result, 
CCC’s net exposure in connection with Iraqi-related guarantees de- 
clined by approximately $445 million during the fiscal year 1990. 

Mr. Chairman, this is an important point that has not been prop- 
erly reported. We specifically took this likely reduction in net expo- 
sure into account when we made our determination to propose the 
initial $500 million tranche. 

On November 11-13, 1989, the general sales manager of Foreign 
Agriculture Service, Mr. Paul Dickerson, led a USDA team to Iraq 
for consultations. Mr. Dickerson reported to me that the Iraqis 
were extremely upset with the USDA proposal, but we refused to 
do any more until there was better information. 

Ultimately, the parties were never able to reach agreement on 
anything more than the first $500 million tranche, and on Novem- 
ber 15, 1989, USDA formally announced the availability of that 
$500 million tranche of credit guarantees. 

I should repeat here, Mr. Chairman, that BNL did not take as- 
signment of any of these fiscal year 1990 guarantees. 

Now, we understood, however, that eventually there would be re- 
newed pressure for a second $500 million tranche. Indications we 
were receiving from Atlanta were that the investigation was going 
more slowly than anticipated and that there might not be indict- 
ments by the time Iraq requested the additional line of credit guar- 
antees. 

Beginning in the last week of November and concluding in the 
week before Christmas, Mr. Brosch made several trips to New York 
to review Entrade records. In total, he and another USDA attorney 
spent 12 staff days on this project. Mr. Broech completed a prelimi- 
nary analysis of his findings in early January 1990 and reported to 
me. 

The initial reason that we focused at that point on Entrade, as I 
mentioned previously, was that Entrade appeared to be a principal 
focus of the BNL investigation. However, Entrade also provided us 
with a unique opportunity to get a better picture of the high prices 
issue. 

Entrade was what is known in the trade as a table-topper. This 
means that Entrade was a small exporter that held no inventory of 
its own, did not warehouse or hold commodities, and dealt only in 
paper. It engaged in what we call back-to-back transactions — that 
is, Entrade bought a specific amount of commodity from a supplier 
in the United States and on the same day, or within several days, 
of selling that same supply to Iraq. Thus, we could correctly com- 
pare Entrade sale price and its acquisition costs for each transac- 
tion with Iraq. This type of comparison is not possible with larger 
commodity traders which are constantly buying and selling com- 
modities and whose acquisition costs cannot be directly linked to 
any particular sale. 

Entrade had made approximately 52 GSM guaranteed sales to 
Iraq during the period 1985 to 1989. Mr. Broech was able to locate 
and review company records regarding those sales. His analysis in- 
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dicated that the approximate profits obtained by Entrade in con- 
nection with the GSM-guaranteed sales of wheat to Iraq were 
within the range of what would be considered typical of the mar- 
ketplace — approximately $2 to $4 a ton. However, Entrade’s ap- 
proximate profits during one period between October 1985 and Feb- 
ruary 1987 in connection with sales of other commodities were 
much higher than expected — for corn, $16 to $20 per ton; fcr rice, 
$7 to $20 per ton; and for sugar, $15 to $40 per ton. 

In addition, Mr. Brooch found several instances in which there 
had been a shift, after the time of sale, of the allocation of price 
between commodity and freight, indicating that Entrade had ob- 
tained a CCC guarantee for a higher value than program regula- 
tions would allow. Telex traffic between Iraq and Entrade indicated 
that the Iraqi purchasing authorities not only knew of this shift, 
but were complicitous in it. After 1987, however, no such high- 
profit transactions appear to have occurred. 

Although we initially suspected that the abnormally high prices 
obtained by Entrade for its sales to Iraq of sugar, nee, and corn 
might have indicated some form of sweetheart deal between En- 
trade and the Iraqi purchasing authorities, further analysis by Mr. 
Broech suggested otherwise. CCC’s records of sales prices registered 
by other exporters of the same commodities to Iraq during the 
same tim e period that the prices obtained by Entrade did not differ 
significantly from the prices obtained by those other exporters. 

Based upon the information we had been able to gather at that 
time, I decided not to proceed with any additional credit guaran- 
tees for Iraq until I was to obtain some explanation for the high 
prices and for the apparent registration of several sales at values 
higher than regulations permitted. 

The Chairman. Mr. Crowder, will you yield to me at this point? I 
have been notified that Mr. Kelley has a time problem. I believe 
you have a board meeting at 2, and so I was going to interrupt to 
inquire if Members present had questions they would like to direct 
to Mr. Kelley so that we could find out just about how long Mr. 
Kelley could remain here and allow us to go as fast as we could 
and record our votes. We do have notice of another recorded vote. 

About what time would you have to leave the hearing room? 

Mr. Kelley. Mr. Chairman, I appreciate your courtesy very 
much. There is a Board meeting at 2, and I suppose, to make that 
Board meeting, I would have to leave at quarter of two or so, but I 
do want to be at the service of the committee. I think that is more 


important and I am happy to stay here at your pleasure. 

The Chairman. Let me ask this. How many Members intend to 
ask a question here and now of Mr. Kelley? 

Mr. Frank. The only questions I ever ask anybody at the Federal 
Reserve they can’t answer, so I won’t bother. 

The Chairman. I ask unanimous consent that all Members, in- 
cluding myself, submit questions in writing to you, Mr. Kelley, to 
answer for the record. 

The only comment I had about your statement, which was very 
mod, and it did reflect your expression, was that you had some 
grave reservations as to the creditworthiness. 

What I am interested in now, since you can say that I am the 
niter of the International Banking Act of 1978, which went 
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back to hearings that we had in my district in 1975 in my own 
backyard and which led to the first revelations of what later 
became the S&L scandals and the indictment and conviction of two 
individuals. 

My concern is totally there; that is, from our standpoint on our 
committee, has there been any change, has any change occurred in 
order that the Federal Reserve could have a greater presence in 
the deliberations of NAC in such things as these guaranteed, credit 
guarantee extensions? Has anything changed? 

Mr. Kelley. No, sir, I do not believe there has been any change 
in the role of the Federal Reserve in the NAC process. 

The Chairman. All right, sir, because I will elaborate on this 
later. There is initial concern and it has to do with the Fed’s abili- 
ty to properly take charge of our monetary program. 

You know, not all the banks belong to the Federal Reserve. We 
are going to go into the offshore business, which is very, very dan- 
gerous and precarious, as you know, and is tangential to these 
hearings. 

Did I hear you say, Mr. Schumer, you had a question. 

Mr. Schumer. I had one question of the gentleman. It can wait 
till we get back. 

The Chairman. I hate to hold him. He has been very patient, 
why don’t you go on ahead and ask him. 

Mr. Schumer. My one question, Mr. Kelley, is, we have been told 
that in 1990, I guess it was in 1989, that when the Justice Depart- 
ment, the FBI called the Federal Reserve Board in to just look at 
what was happening in BNL, the informal conclusion of the exam- 
iners at the Fed was that the kind of scam here was so sophisticat- 
ed and so complicated it could not have been done simply by the 
bank in Atlanta. Would you comment on that? Simply by the offi- 
cials in the Atlanta branch of BNL, that it had to go beyond that. 
They didn’t say where it did. 

Mr. Kelley. It certainly was remarkable, Mr. Schumer, and be- 
cause it was done entirely off the books and in most cases, as I un- 




As to the necessary complicity of any other parties, I don’t think 
I would be able to shed any light on that. 

Mr. Schumer. I didn’t think that, but the sophistication and ev- 
erything else that happened, given it was off the books, would 
make it seem that these characters themselves were not alone in 
doing this; is that a fair bet? 

Mr. Kelley. I don’t think that is unreasonable. 

Mr. Schumer. Did you voice that to the Justice — the FBI and the 
Justice Department? 

Mr. Kelley. I do not know whether that point was made at that 
time or not. I have not personally heard it made. 

Mr. Schumer. OK. Thank you very much. 

The Chairman. Would the gentleman yield? 

Mr. Schumer. Certainly, Mr. Chairman. 

The Chairman. The gentleman has been on the forefront of this. 
You see, by 1990, we were struggling with the Banking bill, plus 
the enforcement provisions in which we had to refer to the Judici- 
ary Committee. We had great consultation with the Federal Re- 
serve and there were no laws that the Federal Reserve could exert 
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in behalf of such things as bank embezzlement and the like, I think 
Mr. Schumer in the Judiciary Committee took that over, but was 
referred from us. 

This is what concerns us, that at this point in time we have a 
continuing problem that has to do with the safety and soundness of 
our banking system, and that is our main charge. 

So with that, if there are no other questions 

Mr. Vento. Mr. Chairman, if the gentleman would yield just 
briefly. 

The Chairman. Sure. 

Mr. Vento. Mr. Kelley, I think that one of the most critical 
points was this 1990 episode and, in fact, at one time you testified 
that revelations of the BNL case led the NAC to postpone consider- 
ation of the 1990 proposal of CCC export sales credits and guaran- 
tees for Iraq. 

Can you tell us, was there a resolution of that issue? What was 
the dialog between the Federal Reserve Board and other officials in 
the administration, including the Department of State and others 
that were involved? 

Mr. Kelley. I was not a party to that discussion, so I can’t de- 
scribe it. It was done at the staff level, and I believe that it was in 
September of that year and involved a supplementary proposal to 
the current year that was still running at that time, and that was 
rejected. It was not made. 

I think it involved $30 million and it was largely done, as I un- 
derstand it, on the grounds of the fact this BNL scandal was begin- 
ning to unfold, and as a consequence, that particular supplement 
did not get made. 

Mr. Vento. Well, Mr. Chairman, I think we could repeat that 
question along the way any time these creditworthy decisions were 
made and I hope we get more definitive information about what 
the dialog and what the logic was in terms of these actions. 

The Chairman. I agree. 

I did want to thank you, Mr. Kelley, for your offer to stay here, 
even though I know you have that pressing commitment. So thank 
you very much and we will be in communication. 

And, Mr. Crowder, again, forgive us but we will allow the Mem- 
bers a chance to go record their vote and be back as soon as possi- 
ble. 

[Recess.] 

The Chairman. The committee will resume. 

Mr. Crowder, we hated very much to interrupt you. Do you have 
an estimate of about how much you have remaining? 

Mr. Crowder. You want the whole story or part of the story? No, 
Mr. Chairman, I have got about 10 or 12 minutes, I would say. 

The Chairman. I wonder if it would be possible for you to sum- 
marize the remainder and we will put it in the record exactly as 
you have it printed. But if it is at all possible and you could sum- 
marize that, it will give us a chance to proceed with the other wit- 
nesses. We still have another panel after this one. 

Mr. Crowder. Yes, sir, I will try to do that, although I think we 
are getting into the point where we have the final decisions coming 
op and I think it is important we all understand clearly the proe- 
ms that we have gone through. 
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And basically where we have gotten to in the sequence I was 
talking about is everything we did in Atlanta, in our office here, in 
New York, and we have evidence that suggests we need some more 
information before we go forward with the program. 

At this stage of the game, I think it is very important to know 
that we have decided that regardless of what the Iraqis come back 
with, regardless of what the trade says, regardless of what anyone 
says, that until we get that information we are not going forward. 

Now, that information is in all the documents that we have sub- 
mitted, but I am not sure it is clear to all the Members who may 
not have had a chance to read that completely or clear to the press. 
So I will try to leave out some sentences, but I want to make sure 
that the full process in terms of where we are and where we go 
from here to the ultimate decision on May 21, if you would indulge 
me that much, I will try to be quicker than I have been. 

At this stage of the game, we need additional information. And I 
asked our people to convey this to Iraqi representatives in Wash- 
ington and that we need more information from Iraq. 

I also want to make the following point, Mr. Chairman. At that 
time we received a complaint from an exporter, complaining that 
the Iraqi Government was pressuring for the exporters to pay for a 
stamp tax. We rejected this and sent a cable to Iraq suggesting that 
this was not acceptable. 

Now, I think it is also important to understand, as it was impor- 
tant to understand where we were in October 1989, that we are 
now in J anuary-February 1990, that we were receiving increased 
industry and congressional pressures to release the second tranche 
of credit guarantees. And, in fact, the Iraqi Embassy here was or- 
chestrating a campaign to get us to release those guarantees, that 
on March 27, 1990 I met with Iraq’s Ambassador in my office, told 
him such pressure tactics would not work and renewed my demand 
for the visit of our administrative review team to Baghdad. 

Now, initially, they rejected this. But when it became apparent 
we meant what we said, they agreed to the visit, and the trip oc- 
curred during April 16-23, 1990. That team consisted of Mr. 
Brosch, Mr. McElvain, and Mr. Dickerson from our shop, and a 
lawyer from the State Department’s legal advisory. 

When the team returned they gave me a preliminary report. I 
think it is important to understand what was in this report; that 
the high price level obtained by the sellers into the Iraqi market 
appeared to be the result of Iraq’s highly inefficient and surprising- 
ly unsophisticated tendering process. I will not elaborate on that, 
but I want to go to the second area where there are conclusions 
reached by the administrative review team in other areas that 
were more problematic. 

The team was able to confirm that on several occasions an Iraqi 
purchaser had agreed to reallocate portions of the sales price be- 
tween the commodity value which could be covered under the regu- 
lations, and the freight value which would not be covered for those 
particular transactions, resulting in a higher value of the shipment 
being guaranteed for CCC than was permissible under the regula- 
tions. 
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Iraq had no adequate explanation for its participation in this 
scheme, and had aided Entrade by causing letters of credit to be 
issued to support this allocation. 

In addition, although Iraq had previously acknowledged that it 
had requested after-sales service from the exporters, it refused to 
provide the administrative review team with the comprehensive 
list of instances in which such after-sales service were provided. 

And although Iraq pledged not to request either after-sales serv- 
ice or the payment of stamp taxes in the future, the administrative 
review team reported to me that the Iraqi Government had been 
uncooperative in identifying past instances where these practices 
may have occurred. 

Finally, the administrative review team reported it had been 
unable to find evidence to indicate that commodities destined for 
Iraq had been diverted. As you are no doubt aware, Mr. Chairman, 
during the 1980’s, Iraq was engaged in an 8-year war with Iran and 
had no ocean port through which it could receive shipments. So 
commodities shipped from the United States were landed at one of 
four ports, and carried overland in 25- or 50-ton trucks through the 
desert into Iraq. 

Thus, the transportation of a boatload of wheat — perhaps 25,000 
metric tons — required overland transportation to Iraq by means of 
500 to 1,000 truckloads. During this period, Iraq was receiving liter- 
ally hundreds of such shiploads. 

The administrative review team asked to review shipment docu- 
ments and was shown examples of individual , truck manifests, 
entry registers, and warehouseman’s logs. For a given shipment of 
commodities, there were hundreds of individual manifests and 
dozens of registers of logs, all recorded in Arabic. Our team, Mr. 
Chairman, concluded that it simply did not have the resources or 
ability to conduct extensive translation and audit of the thousands 
of documents that would be involved. 

Now, at this stage of the game, I instructed the team to prepare 
a report. We met again on May 7. It was at that meeting that I 
determined I would make a public announcement disclosing the re- 
sults of the administrative review and my determination not to 
proceed on any further credit guarantees in connection with sales 
to Iraq until the conclusion of the BNL investigation. 

I instructed Mr. Brosch to complete the report and to prepare a 
memorandum for my signature to the inspector general asking his 
office to, and I quote, institute an investigation to determine 
whether there have been any program abuses and violations of 
GSM regulations with regard to Iraq. Our proposed report and an- 
nouncement was provided to the U.S. attorney in Atlanta and to 
USDA’s office of inspector general and was circulated within the 
administration to other interested agencies. 

The final report was released on May 21, 1990, and I might say 
here, Mr. Chairman, it is not my testimony, but I believe the date 
was May 17, prior to release, that I briefed the House Agricultural 
members an d staff on the decision that had been made at that time 
because of their interest in it. 

Now, in your statement on February 4, 1991, you made a concise 
and accurate statement as to the results of the administrative 
review that CCC investigated several irregularities which included: 
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Unusually high prices obtained by exporters in connection with 102 
sales to Iraq involving BNL; shifting of some freight and freight fi- 
nancing costs to the Credit Commodity Corporation, thus lowering 
the amount of guarantee authority under the 102 Programs that 
could be used by others; utilization of after-sales services in viola- 
tion of CCC regulations; and Iraq requiring exporters to pay a 
stamp tax, a policy that is supposed to be prohibited under the 102 
Program. 

Now, what do we know as a result of the investigation into the 
BNL matter that has occurred since we concluded our administra- 
tive review? The answer is a little more than we knew in May 1990 
when I decided to shut Iraqi purchases off from any additional 
credit guarantees, although after November 1989, no additional 
line of credit guarantees was made available. 

The grand jury in Atlanta has issued a 347-count indictment and 
that was issued on February 28, 1991. That indictment contains 29 
counts which are styled “Fraud on USDA.” A careful reading of 
that indictment, however, reveals that almost every count involves 
an allegation of wire fraud or mail fraud as part of a scheme by 
BNL officials to issue letters of credit in excess of Atlanta's 
branch’s permitted lending limits. 

This indictment contains no allegations relating to diversion of 
commodities, after-sales service, or military aid. There is one alle- 
gation relating to unusually high commodity prices, and that alle- 
gation, Mr. Chairman, appears to be related to a corn shipment 
that was initially identified as part of the administrative review. 

Indeed, only a week ago, the United States attorney presented to 
the court a plea agreement concerning Entrade and that plea de- 
scribes transfers of money not to Iraqis but rather to the former 
manager of BNL’s Atlanta agency, his father and the Turk in 
charge of Entrade. To the extent there was an attempt to defraud 
CCC by improperly increasing the guaranteed commodity value in 
one corn transaction, the inflated value was paid by the purchaser. 

Consequently, CCC had no loss on this particular transaction. In 
addition, Entrade has represented that it did not sell or export any 
missiles or other military goods and that, to its knowledge, all CCC 
guaranteed exports were agricultural products. 

As I mentioned, I sent a memo on May 8, 1990 to our inspector 
general asking for a thorough investigation of the GSM Program 
with Iraq. Subsequently, the OIG conducted an audit of more than 
$879 million of GSM guarantees and found after-sales service of 
$379,000. 

In addition, another audit, a separate audit of CCC-guaranteed 
tobacco sales revealed that seven exporters paid after-sales service 
of $1.5 million to Iraq. The OIG report contains no evidence of di- 
version of goods. The OIG report also does not show any connection 
between GSM guaranteed sales and military supplies to Iraq. 

The GSM Program was also the subject of an investigation by 
the General Accounting Office. The GAO has already testified 
before Congress that it has no evidence to support allegations of di- 
versions or of any connection between GSM guarantees and provi- 
sion of military supplies. 

On this note, Mr. Chairman, I would like to conclude my formal 
testimony, but I hope what we have made clear today is what deci- 
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sions were involved in the granting of the fiscal year 1990 credit 
guarantees to Iraq and what led us to terminate that program in 
May 1990. 

As you know, Mr. Chairman, we did not treat the situation as 
business as usual. Our approach was, instead, cautious and pru- 
dent. We were frequently in contact with our OIG and through 
that office, with the U.S. attorney’s office in Atlanta, regarding 
whether they had evidence to suggest that the program should not 
proceed. 

We, in fact, Mr. Chairman, in February 1990, or January 1990 
when we were considering moving forward, we asked the OIG 
again if there was evidence we should not proceed and, even at 
that time, they did not have evidence, but we still did not proceed. 
We initiated our own administrative review so we did not have to 
await the outcome of the Atlanta investigation. 

I hope that we have explained why we instituted administrative 
review, what that administrative review was intended to accom- 
plish, and what it did accomplish. We also implemented a number 
of program changes to improve the overall operation of the pro- 


gram. 

As you have noted, Mr. Chairman, and pointed out, and I quote, 
in the past several years. Congress and USD A have made changes 
to improve the operation of the CCC Program. Mr. Chairman, we 
are continually working to improve the operation of all of our pro- 
grams and welcome input from Congress and others. 

Finally, Mr. Chairman, I hope that you and other members of 
the committee appreciate that our approach enabled us to sell $392 
mil li nn in U.S. agricultural commodities while the net exposure to 
CCC declined by more than $450 million during fiscal year 1990. 

I remain convinced, Mr. Chairman, that the decisions by the De- 
partment of Agriculture were prudent, responsible, and sensible. 
And I will be glad to respond to any questions of the committee. 

[The prepared statement of Mr. Crowder can be found in the ap- 
pendix.] 

The Chairman. Thank you, Mr. Crowder. 

It has been brought to my attention that BNL is presently pres- 
suring USDA for payment on the amount outstanding which, if I 
understand, is in the range of about $350 million. Has BNL made 
any recent demand that you are aware of? 

Mr. Crowdkr. We have had a demand recently from the lawyers 
representing BNL and that has been turned over to our General 
Counsel, and I think to the Department of Justice, Mr. Chairman. 

The Chairman. Did they stipulate the amount? Is that that $350 
million or thereabouts? Do you know? 

Mr. Crowdkr. Mr. Chairman, I don’t recall exactly what was in 
there' but if you want me to, I could provide it for — I am told it is 
about $360 million, Mr. Chairman. 

The Cha irma n. OK. Do you happen to know what the position 
vQ] be of the Department on paying BNL Rome? 

Mr. Crowd*” The position of the Department will be deter- 
mined based on the results of General Counsel and Justice, Mr. 


q g^2 UBMA M. Do you know or do you have any knowledge as to 
"tether or not the USDA pressed an independent, on its own in- 
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vestigation of BNL Rome and its knowledge of the CCC Program 
that was being undertaken by the BNL agency in Atlanta? 

Mr. Crowder. Mr. Chairman, I don’t believe that we have pre- 
pared an investigation of BNL Rome. We don’t have banking juris- 
diction and so forth and our risk is with the bank issuing, the 
credit guarantee, and not with the bank here. 

The Chairman. Well, that is true, and it may be that way and 
that is what I am trying to ascertain just what the processes are, 
and what they have been. But what I wanted to know, is, if is any 
information you have or that has come to your attention that the 
Department had undertaken, on its own independent basis on in- 
vestigating the participation of BNL Rome, as far as the allega- 
tions as to fraud on the part of the agency in dealing with the let- 
ters of credit in Atlanta? 

Mr. Crowder. By the agency you mean what, Mr. Chairman? 

The Chairman. The agency bank, I beg your pardon. 

Mr. Crowder. Mr. Chairman, Commodity Credit Corporation 
[CCC] and that program administrative review has not. Whether 
our inspector general has, as part of their investigation which I am 
not privy to, I don’t know. 

The Chairman. All right, sir. Mr. Robson, in your written testi- 
mony pertaining to that section of Iraq’s creditworthiness, you 
state that Iraq’s record in supervising its United States-guaranteed 
debts was excellent, and I believe Secretary Eagleburger sort of af- 
firmed the creditworthiness of records at the time. 

Now, that statement, I respectfully say, is most patently untrue; 
it is incorrect. First of all, Iraq had a terrible debt servicing record. 
The Export-Import Bank suspended Iraq in 1984 and then again for 
18 months in 1986 and 1987 for nonpayment of its debts. 

In fact, numerous nations, including Italy, Sweden, Japan, 
France, Switzerland, and Belgium all had suspended Iraq during 
1989 for nonpayment of its debts. In addition, the Export-Import 
Bank country risk reports indicated that Iraq was not creditworthy 
in 1989. This the reports indicate. 

The Treasury Department’s own new and unpaid report indicates 
that each year Iraqis several hundred thousand dollars in arrears 
on its CCC debts. The Banking Committee’s Export-Import Bank 
hearings already establish the fact that Iraq was not creditworthy 
in 1989 and 1990. 

Why then did the NAC ignore payment problems at the Export- 
Import Bank and Iraqi nonpayments to other countries while at 
the same time approved the $1 billion CCC Program for Iraq? 

Mr. Robson. I think that the premise, Mr. Chairman, that we ig- 
nored the other problems, or other issues surrounding the credit- 
worthiness of Iraq, is not correct. To the contrary, I think those 
questions were addressed very directly. As a matter of fact, at the 
time of the NAC meeting in November 1989, the Eximbank stated 
that had not taken Iraq off of cover, even though there were some 
minor arrears at that point. 

Second, while as I said in my testimony, there was evidence of 
Iraq having done some bilateral rescheduling with other creditors, 
the fact was that Iraq’s payments to the CCC under their CCC cred- 
its were current and that was taken into account. The fact that it 
had other problems was noted. The fact that it had substantial oil 
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reserves as a source of foreign exchange for the future was noted 
and assessed as we made the decision. 

In fact, as Under Secretary Crowder has pointed out, Iraq paid 
us $800 million after the meeting in 1989, some $450 million more 
than the amount of credit that was extended to them. 

The Chairman. Well, sir, I think you still insist that Iraq’s cred- 
itworthiness was unblemished. Well, let me follow through and I 
ask unanimous consent 


Mr. Robson. May I just say one thing? 

The Chairman. Certainly. 

Mr. Robson. The people who get these credits don’t show up with 
gold-plated balance sheets. These credits are given to countries that 
need credits or else they wouldn’t need the program. So it is quite 
common to see a country that has had a credit problem at some 


point. The question is: Do we think we will get our money back? 
And in this case, had not the war intervened, who knows, they 
might still be current. 

The Chairman. My time has expired and I do want to adhere to 


it, but I am going to ask for unanimous consent to pursue this. Be- 
cause the question that logically follows then, Secretary, is that at 
the October 3, 1989 NAC meeting, the Treasury Department — and I 
praised it in the Congressional Record — was against the $1 billion 
CCC Program for Iraq, but then in the November meeting, the 
Treasury Department supports the $1 billion program. 

What made the Treasury Department change its position? 


Mr. Robson. Actually, Mr. Chairman, in the earlier meetings, 
the Treasury Department had expressed its reservations as to the 
amount of the program, not as to the extension of any program to 
Iraq. And, in fact, what happened in the November meeting was 
that we broke the program into two hunks, which in some respects 
met that concern. There was a time period during which Iraq’s 
creditworthiness could be further examined before the full amount 


of the credit was extended. 


The Chairman. Well, sir, let me say this respectfully. I don’t 
think you are responsive, but I don’t want to press this to the ex- 
clusion of others. Mr. Wylie. 

Mr. Wylie. Thank you very much. 

Mr. Eagleburger, on page 13 of your testimony, you refer to a 
meeting in mid-April 1990, a delegation from Agriculture with rep- 
resentatives from the State Department, Office of Legal Affairs and 
then you say the officials were granted access to Iraqi records re- 
lating to these problems — or purchases, Agriculture issued a report 
and the report did, in fact, find violations by Iraq of CCC Program 
requirements but did not And the diversions of commodities pur- 
chased under the program. 

I am not sure that I understand the significance of that, of the 
difference there. Was that finding what led to the sanction a little 
later on? 

Mr. Eagleburger. No, Mr. Wylie, and I think that Mr. Crowder 
can answer the question in more detail than I can. The point is 
that the team that went to Baghdad to do the review of the records 
did find that there were some irregularities, and again, it was an 
Agriculture team. I think Mr. Crowder could be more specific 
about the problems. 
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Mr. Wylie. All right. 

Mr. Crowder. As I indicated in my testimony, Congressman, 
there were a couple of problems. One was that the Iraqis were not 
as forthcoming on the issue of after-sales service as we thought 
they should have been. Second, we did find that they had been 
party to the reallocation between freight and commodity value, and 
the other things I enumerated in my testimony. 

The comment on the diversion of commodities, as you recall, that 
was a — one of the initial theories that was first brought up in Sep- 
tember and October 1989, and as 1 indicated in the reviews that we 
made here, in the reviews that we made there, the reviews that in- 
spector general and the reviews that GAO has made has found no 
evidence of that, and that was just responding to that one specific 
point of the original hypotheses about it. 

Mr. Wylie. I have got it in mind now. I have been supplied here 
with a BNL chronology, it says, by the members of the majority 
staff. And on page 13 of that it said, in a memo from Ambassador 
Glaspie, it says: Word has reached the Embassy here in Baghdad 
that Agriculture has decided to turn down the second tranche of 
CCC credits. Then it goes on to say, from a foreign policy perspec- 
tive, the decision is difficult to justify. Coming as it does on the 
heels of the Dole delegation and my visit. Was this the same meet- 
ing that was referred to there on page 13, or was that a different 
time, do you know? 

Mr. Crowder. I am not sure. Not having access to what you have 
there, I am not sure. 

Mr. Wylie. I can check that out, but I want to put it in the less 
partisan flavor on this prewar relationship with Iraq, if I may. Be- 
cause at that meeting, which was attended by Mr. — or Senator 
Howard Metzenbaum, he said to Saddam Hussein, I know you are 
a man of peace, and I guess a lot of people were sort of misled up 
until about that time. I don’t need to comment further on that. 

Mr. Eagleburger. What was the date on that, Mr. Wylie? 

Mr. Wylie. It says it was in May and it doesn’t have a specific 
date and that is confusing to me because right after that, there is 
May 16 and just before that, all of them are specific dates except 
that. But it just says in May 1990. Before that is April 26, April 5, 
April 18, so on. So I was trying to pin down when that meeting 
might have taken place and this other information came out of 
that same meeting. 

Mr. Eagleburger. I think it was — I was told from behind, it was 
probably on May 18 or 19, 1990. 

Mr. Wylie. OK. Now, Mr. Eagleburger, you spoke to this conclu- 
sion — you spoke to this question in the conclusion of your state- 
ment a little while ago, but I want to approach it from a little dif- 
ferent way and ask you, you and the President’s national security 
advisor, Brent Scowcroft, have had a long and distinguished career 
in public service and you personally have served in foreign service 
as Ambassador to Yugoslavia and held other numerous posts in the 
State Department and White House. 

It has been suggested that both you and Mr. Scowcroft interced- 
ed in policv matters on Iraq for the benefit of former clients from 
Kissinger & Associates. I heard you speak to that a little while ago 
in some of your conclusion there but, in effect, you have been ac- 
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cused of putting personal interests above your own country’s inter- 
ests. 

How do you respond to that allegation? 

Mr. Eagleburger. Well, I tried, Mr. Wylie, in the supplementary 
statement I gave to describe my activities and describe where I 
have a difference of view with regard to those activities. 

Mr. Wylie. Maybe you have answered it sufficiently but 

Mr. Eagleburger. I got a little excited when I was giving it. 
What can I say? I dont — it is not fun to be called dishonest, I 
guess. And let me just make one other point, which is: I can’t 
speak for General Scowcroft. He has got to speak for himself, you 
know; I can’t speak for him. 

I know what I did. I would say to you, however, speaking totally 
personally, that in my judgment, I do not know anybody who is 
more honorable, more decent, and more honest than Brent Scow- 
croft and I feel badly for him for having been painted with the 
same brush. 

Mr. Wylie. Thank you. 

Mr. Robson, when the NAC was making its final recommenda- 
tion to approve the first $500 million OCC guarantee for Iraq, did 
anyone on the NAC voice disapproval? 

Mr. Robson. No. I went around the room at the meeting and 
asked each participant their opinion. Some had reservations, but 
no one stood up and said I am opposed to this and I don’t want to 
let it get through. 

Mr. Wylie. All right, thank you. I think my time has expired. 

The Chairman. Mr. Vento. 

Mr. Vento. Mr. Chairman, I came in later. I yield to my col- 
league. He came in before me. 

Mr. Schumer. Thank you, Mr. Chairman. First, I would like to 
cite from the specifics here. I would like to ask Mr. Eagleburger a 
question and I, by the way, think you have been an outstanding 
public servant. But I would, like to know what in the Congressional 
Record that Chairman Gonzalez disclosed has compromised our se- 
curity in any way. I would like to know specifics. 

Mr. Eagleburger. I can’t at this stage answer that question for 

? ou, Mr. Schumer. I have to go through each of the documents and 
have, to be honest with you, not gone through all of the Congres- 
sional Record. Can I make a more general comment or do you want 
me to limit it to that? 

Mr. Schumer. Let me just say, I have heard the general com- 
ments. 

Mr. Eagleburger. No, you haven’t heard it. 

Mr. Schumer. We will near it in a minute, but let me preface it 
by telling you that many of us think that the idea of classified doc- 
uments is used to cover the behinds of people in the bureaucracy 
who make mistakes. That does damage to the concept of classified 
documents and I think it isn’t necessarily a risk for everybody. 

Maybe this was just a policy mistake that everyone, you know, in 
your words, might be second-guessing in hindsight. But that doesn’t 
give a right for the document to be classified. 

So to convince this gentleman who is going to have to play a role 
on whether we should have an independent counsel look at every- 
thing, you are going to have to show me specifics of what was so 
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terrible of putting those documents in the record, because I know a 
lot of good came from it. It sure helped educate me as to what went 
on more than anybody who has been at this table or anyone else in 
the administration has done. 

So now, if you would, go ahead with your general comment. But I 
do say, it bolsters my view that the classification issue, the classi- 
fied document issue is being used to protect people rather than pro- 
tect information when you can't point to a specific. 

Mr. Eagleburger. I tried to say to you, I have not gone through 
each and every one of the documents that have been in the Con- 
gressional Record, and I would be happy to do it and get back to 
you with a specific answer, but I have a different issue I would like 
to raise which 

Mr. Schumer. Mr. Chairman, I would Just like unanimous con- 
sent that the record be kept open so Mr. Eagleburger could point to 
us what specifics had to be compromised. Thank you. 

The Chairman. The record has been open and in fact that is why 
I expressed my gratitude that they accepted my invitation. Some of 
the others we invited did not accept the invitations to. So yes, of 
course, the record is open. 

Mr. Schumer. I won’t add the other ad, it begins with an “N”. 

Mr. Eagleburger. Anyway, I would be glad to respond specifical- 
ly and quickly, but let me make the general point which I would 
have made if Congressman Frank had been here as well. We can 
argue about whether classification is used, as you so delicately put 
it, to cover people’s behinds and I would concede to you I am sure 
there are times when that is the case. 

It seems to me, with regard to this particular issue, however, and 
I don’t often agree with Sam Gejdenson, but I am in the shocking 
position of agreeing with him this time. 

Mr. Schumer. You are for the Sea Wolf also? 

Mr. Eagleburger. Not if I want to keep my job, I am not, no. 
But there is a method by which to come to the administration and 
see whether we are prepared to declassify these documents. He yes- 
terday announced that he is writing letters to the various Cabinet 
officers asking for the declassification of certain documents, and we 
are going to look at those— at that request as soon as we get it in 
the State Department, I can assure you. 

There are, after all, Congressman, 535 Members of the Congress, 
some thousands of — tens of thousands of staff members up here on 
the Hill and I have to assume, on the basis of where we are now 
with regard to your question and with regard to what this commit- 
tee has done, that the assumption is that any of the 535 Members 
of the Congress, if they judge things to be worthy of being declassi- 
fied and put into the Congressional Record, can do so. 

I think that is chaos. I will not argue with you for 1 minute that 
there ought to be a system whereby a committee can come to the 
administration and say, here are 15 documents or 4,000 pages of 
documents, I don’t care, which we would like to declassify and we 
want to get you to declassify them. And then if we reduce those to 
declassify we have got a different kind of an issue. 

My objection in this case is that that wasn’t done, and I ana not 
arguing that there shouldn’t be a process, but I am arguing that 
this isn’t the process. 
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Mr. Schumkr. OK. I do await the specifics. 

Second issue, second question to Mr. Crowder. The October 13, 
1989 memo that was put in the record, the memorandum of conver- 
sation, is truly dynamite. I mean it says in there things like the 
ongoing investigations could, quote, blow the roof off the CCC. The 
investigations are, quote, at the explosion stage, and the author 
concludes, if smoke indicates fire, we may be facing a four-alarm 
blaze in the near future. 

In the memo are allegations of— and the conversation seems to 
indicate the people in the room thought it was likely to be true of 
nuclear-related equipment being sold — of money being diverted and 
possibly used for military sales, and certainly of abuse of the CCC 
Program. 

Now, I am not holding anyone to a criminal standard at this 
point, but why in God’s name, after all these allegations were 
made, was one nickel of grain sold to Iraq under the CCC Program? 
This conversation should have sent the alarm bells in the Depart- 
ment of Agriculture and they should have said no, no more credits, 
because of the possibility that they were being used for nuclear — to 
buy nuclear arms, because of the possibility they were being used 
to fuel the military, for the possibility or that corporation that 
seemed very real and has proven to be true, that there was fraud 
involved. 

So why, after this memo, October 13, 1989, did we still proceed to 
move along? And second, answer that one and then, because my 
time has expired, second, did the State Department urge, did 
anyone in the State Department urge the Department of Agricul- 
ture to continue along with these sales despite these conversations 
and facts that they were aware of almost 3 years ago? 

Mr. Crowder. Let me respond to your comments and, if you 
want to have my response elaborated on, Kevin Brosch was in that 
meeting, but let me 

Mr. Schumkr. We asked him to elaborate? 

Mr. Crowder. Let me give you — sure. Let me tell you a couple 
thing s. First of all, I was not in that meeting. I did not see the 
memo until it was in the Congressional Record. It was a State De- 
partment memo. I did not see it. 

Mr. Schumer. Don’t tell anyone because you might harm our se- 
curity interests. 

Mr. Crowder. Second, it was not consistent with what I had 
heard had gone on in the meeting after the fact, is not consistent 
with my recollection of what went on in the meeting. And, third, 
and I think it is important to go back to the point I made in my 
testimony here, that on November 8, 1989 before we went forward 
with those — that first tranche of guarantees, our inspector general, 
who had people assigned to the case and had been working on it 
ginra September, told us in writing that there was no— he had no 
information on the basis of which we should not go forward, and 
that, is in my testimony. 

It is in — there is a letter tfyere. So what you have is a set of notes 
from someone in a meeting that was not involved in the investiga- 
tion, to use that information or to use what our inspector general 
says, and I would like to ask Mr. Brosch to comment about the 
meeting. 
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Mr. Schumer. As I understand it, the notes were from the Agri- 
culture people — Department, who were working on the case. 

Mr. Eagleburger. No. No. 

Mr. Schumer. Is that incorrect? 

Mr. Crowder. Not the inspector general people; no, sir. They 
were from the General Counsel meeting. If you will recall from 
my — let you get your questions, then I will 

Mr. Schumer. We have a dispute about that and maybe we will 
ask Mr. Brosch when he comes here, because 

Mr. Crowder. OK. If you will recall, what I said was the inspec- 
tor general who had investigators assigned to 

Mr. Schumer. Some of these people were also investigating, yes? 

Mr. Crowder. They were doing the administrative review and 
did not have access to all the records that they had, and it is a dif- 
ference. 

Mr. Schumer. They were Agriculture people. 

Mr. Crowder. They were Agriculture people. 

Mr. Schumer. And then the inspector general people came to the 
conclusion they were lying or factually incorrect or what? 

Mr. Crowder. Let me ask Mr. Brosch to comment on that be- 
cause I was not in that meeting. 

Mr. Schumer. I would have to ask the chairman’s OK. If you are 
going to be on the next panel, I will ask Mr. Brosch then. I would 
like very much to ask him that. 

The Chairman. Yes, because the time of the gentleman has ex- 
pired a couple of times. Mr. Leach. 

Mr. Leach. Thank you, Mr. Chairman. 

Let me just reference one part of this recent commentary. I 
happen to think there is probably a lot that is classified here that 
shouldn’t be classified ana there is no reason it shouldn’t be made 
a part of the public record. 

But having said that, we have had normal rules of procedure of 
the House that you don’t reveal classified information and I think 
this committee has to understand that it is in a very embarrassing 
position today that the U.S. Government is saying that other parts 
of the U.S. Congress have procedures that this committee does not 
have in place. So it would be this member’s strong urging to the 
Chair that such procedures be put in place that at least would 
allow us. 

The Chairman. Will the gentleman yield? 

Mr. Leach. Yes, of course. 

The Chairman. The gentleman is quite mistaken if he thinks 
that there has been any rule or procedure otherwise of this House 
that was violated by any stretch of the imagination. And I just 
wanted to disabuse my colleague’s mind in that respect. 

Mr. Leach. I appreciate the Chair’s perspective on this, but let 
me say, the testimony today presented by competent authorities of 
the U.S. Government is that this committee will not have informa- 
tion released to it but other committees of the House will, based 
upon the fact that we do not have procedures in place that are ex- 
pected of this body. I think that is embarrassing, we ought to un- 
derstand it. 

The second question I want to ask is specifically to Mr. Eagle- 
burger. In your testimony, sir, you point out that the United States 
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Government did not supply weapons or weapon systems to the Gov- 
ernment of Iraq. Is that a valid observation? 

Mr. Eagleburger. Yes, sir, that is correct. 

Mr. Leach. If that is a valid observation, how is it that a critic 
earlier today could have suggested to you and to all of us that the 
United States Government is responsible for the Frankenstein 
called Iraq? Does that strike you as having any validity whatso- 
ever? 

Mr. Eagleburger. He is not here at this time but, no, sir, it does 
not strike me as having any validity. If I can expound on that for 
just a minute. 

Mr. Leach. Surely. 

Mr. Eagleburger. We, in the period after the Iran-Iraq war, had 
to try and — we tried to put together our best concept of what the 
policy ought to be in terms of trying to deal with Iraq, and we rec- 
ognized that our levers were not great. 

We recognized that there was a potentially very serious opponent 
here. We felt it was also important because of a desire to try to 
maintain some stability in the Persian Gulf that we had to try to 
bring him to a more reasonable position. It is clear that policy did 
not work. It is not the first foreign policy of the United States in a 
number of administrations that didn’t work. We tried and we 
failed. 

Now, my point is, it is easy to defend a policy that works. It is 
not so easy when a policy didn’t work, but the fact of the matter is, 
because we tried to work with Iraq and with Saddam Hussein does 
not mean we created a Frankenstein’s monster. He was there. He 
was his own monster. We tried to contain him. We did not succeed. 

Mr. Leach. I appreciate that. We tried to give the benefit of the 
doubt, at least in agricultural credits, to the Iraqi people. In effect, 
our efforts of good will were thrown back in our face, causing us to 
be skeptical in giving Iraq the benefit of the doubt when it inter- 
vened in Kuwait. I think this is another reason why Congress 
should have supported the administration by more than the bare 
margin it did on the very critical vote to use force to hold back 
that particular Frankenstein, that should be held accountable for 
its own actions. 

I would like to turn to Mr. Crowder for a second. It is my under- 
standing that one of the key points of your testimony is, and this is 
a perspective that is very critical, that in fiscal year 1990, the De- 
partment of Agriculture, that is CCC’s exposure, was actually re- 
duced by $450 million to Iraq. Is that your testimony to us? 

Mr. Crowder. Yes, sir, that is what I am testifying. 

Mr. Leach. You also testified at the conclusion of your testimony 
that in May 1990 that this program was suspended; is that correct? 

Mr. Crowder. In May 1990, we decided not to go forward with 
the — - — 

Mr. Leach. This was 3 months before the Glickman amendment, 
an amendment that was very close and controversial, that frankly 
this Member, being one of a handful from the Midwest, supported 
at the time with some trepidation. 

But this is 3 months after the Department of Agriculture sus- 
pended credits. In other words, the Department of Agriculture was 
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ahead of the curve to that small extent. Would that be a conclusion 
you would draw? 

Mr. Crowder. I don't know what your definition of ahead of the 
curve is. But as I indicated in my testimony, on May 17, I believe 
the date was, we briefed the House Agriculture Committee and 
their staff that we were not going forward with 

Mr. Leach. I have just one other question. I would appreciate a 
brief answer from the three of you because the issue has been 
raised of the need for a special counsel or special prosecutor. 

Mr. Crowder, are you aware of any wrongdoing by any member 
of the Department of Agriculture? 

Mr. Crowder. No, I am not and GAO and OIG have both testi- 
fied to that fact. 

Mr. Leach. Mr. Eagleburger, are you aware of any wrongdoing 
by any member of the Department of State? 

Mr. Eagleburger. No, sir. 

Mr. Leach. Mr. Robson, are you aware of any wrongdoing by any 
member of the Department of Treasury. 

Mr. Robson. I am not. 

Mr. Leach. Is any member of this committee aware of any 
wrongdoing of a criminal nature by any member of the U.S. Gov- 
ernment? And if not, I think it is very important that we under- 
stand that policy differences exist, but innuendo that goes to crimi- 
nal action ought to be put aside. Unless I hear otherwise, I hope 
this committee recognizes the seriousness of some of the statements 
that have been made earlier. 

Thank you, Mr. Chairman. 

The Chairman. The Chair will say that that is a matter which 
will be determined by the Judiciary Committee and, at that time, it 
will determine the evidentiary matters that the hearing would sug- 
gest. We do have Members of the Judiciary Committee present. 

But Mr. Frank, I believe is next. 

Mr. Frank. Thank you. I would say, I have heard allegations 
that there may have been laws broken and I think that that is one 
of the things that the Judiciary Committee will hear some testimo- 
ny on. I would also say that I would think that Frankenstein in 
fact was the wrong monster, more like Dracula because Saddam is 
very difficult for us to kill. I think if we are going to get our mon- 
ster terminology, we probably ought to get the correct monster ter- 
minology. 

Let me ask all three witnesses now, a previous questioner has 
said that the Agriculture Department in fact suspended the Agri- 
cultural Credits Program several months before the Glickman 
amendment passed. Given that, why did the administration fight so 
hard? Because my recollection was the Glickman amendment 
passed. I voted for it. Others voted for it. It had a majority and it 
was turned around with the active help of the administration so it 
became, in the final part, a partisan issue with the majority of 
Democrats voting for the cutoff, a majority of Republicans by a 
heavier margin voting against it, so the amendment was defeated. 

If you were ahead of the curve, why were you throwing one? 

Mr. Eagleburger. Who do you want to try to answer that one? 

Mr. Frank. You first, Mr. Eagleburger. Why, given that, having 
cut it off, did you lobby so hard to reverse the vote? 
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Mr. Eaglbburger. I have to make an assumption, Mr. Frank, 
which is that — as would be the case I suspect with any administra- 
tion, we would far prefer to be in the position to be able to make 
our own decision flexibly without the limitation that the legislation 
would impose. I have to assume that is the reason. 

Mr. Frank. You are saying this was not Iraq-specific lobby then, 
this was just a leave-us-alone reflection? I yield to my friend from 
New York who was involved in that. 

Mr. Schumer. It was actually my amendment and Glickman was 
on the Agricultural Committee but he took it over because we 
thought it would carry. It was just Iraq-specific. It had nothing to 
do with anything else. 

Mr. Frank. But he is saying that his reasoning was not that 
they — they wanted to sell to Iraq but you don’t think Congress 
should at any time, anywhere, any place ever tell the administra- 
tion what to do. 

Mr. Robson, do you have anything to add to this? You were not 
involved in the lobby? 

Mr. Robson. I was not involved in that. 

Mr. Frank. That may be the case. My recollection is that the ar- 
guments that we used on behalf of the administration at that time 
had some Iraq-specific language in them. 

Yes, Mr. Eagleburger. 

Mr. Eagleburger. I have here the Congressional Quarterly Al- 
manac and it reads as follows: “276, H.R. 3960, Farm Programs Re- 
authorization Sanctions, Glickman, Democrat, Kansas, amendment 
to the Gejdenson amendment to deny credit guarantees to coun- - 
tries that violate human rights or support international terrorism 
and reallocate such guarantees to other countries, including emerg- 
ing democracies” if that is the amendment we are talking about. 

Mr. Frank. Yes. 


Mr. Eagleburger. It is certainly not country specific. 

Mr. Frank. But it was in the debates. Everybody knew we were 
talking about Iraq and the point is very clear that the administra- 
tion, in fact, intervened and the arguments were Iraq-specific. If 
you go to the Congressional Record, I remember them, we were 
all — we all knew we were talking about Iraq and, in fact, the ar- 
rangements in the debate had to do with Iraq and the administra- 
tion was saying we can still save them. 

I will stipulate that the evidence about giving arms to Iraq 
during that period is far from established. The administration was 
giving arms to Iran during that period, not Iraq; we shouldn’t con- 
fuse that. During the war, it was Iranians that were getting help of 
the administration, not the Iraqis. 

But let me ask you with regard to that issue: Are you convinced 
that there is no truth to the — or reasonably convinced that there 
was no truth to the assertion that there was some diversion to go 
to arms? Is that still under investigation? 

What is the status of those allegations as far as the administra- 
tion is concerned? Are they being looked into or are you convinced 
that there is nothing there? 

Mr. Eagleburger. To whom is this addressed? 


Mr. Frank. You, Mr. Eagleburger and Mr. Robson and then Mr. 
Crowder. 
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Mr. Eagleburger. On the basis of everything I have read in the 
record, and in talking to my colleagues, and in terms of the investi- 
gations carried out thus far by the Agriculture Department, and a 
search of our own records, we have no evidence at this stage that 
there has been a diversion. I cannot say 

Mr. Frank. Is there any active investigation of those allegations 
going on anywhere in the administration? 

Mr. Eagleburger. Let me finish. I can’t say that there is or is 
not a diversion. I can only say at this stage. 

Mr. Frank. I understand that. That is why I went onto the next 
point. Is there any active investigation going on of those allega- 
tions? Mr. Crowder? 

Mr. Crowder. In the case of what is going on in Atlanta, I don’t 
know. That is where the investigation is going on. 

Mr. Frank. So your answer is you don’t know. That is good; that 
is a good answer. 

Mr. Crowder. I don’t know. 

Mr. Frank. That is good, because we have a time problem with 
regard to classification and I have to say, unlike my Mend from 
Iowa, I am not embarrassed. I think the embarrassment comes 
when people use classification to prevent embarrassment. Would 
you tell me of any of the documents that have been released how 
they have harmed the U.S. Government? 

Mr. Eagleburger. Mr. Frank, you just asked the question that 
was asked 10 minutes ago by 

Mr. Frank. Then I withdraw the question. 

Mr. Eagleburger. You want the answer again? 

Mr. Frank. No, I don’t mean to take up the time of the commit- 
tee. The answer probably wouldn’t make me any happier the 
second time around, so — I am running out of time. 

Mr. Eagleburger. I might give it a little more eloquently the 
second time. 

Mr. Frank. Eloquence has never been my strong suit. 

Mr. Eagleburger. I do want to come back to this question on the 
investigation, and again, I can’t — the State Department is not an 
investigatory agency, but I have to assume, that is all, that the 
issue that is — that the examination that is going on in Atlanta by 
the Justice Department that that would be an issue that would be 
under investigation. 

Mr. Frank. We will pursue that Mr. Schumer has showed me 
again references to Iraq and I want to say it is clear there were 
some references here, there wasn’t any doubt that we knew we 
were voting on Iraq and primarily dealing with Iraq at the time. 

Mr. Eagleburger. Let me just make it clear, I was pleased to 
hear from the Assistant Secretary of Congressional Relations, I was 
right in my answer for a change, that is we opposed it because the 
point was, when it is legislated that we don’t have the flexibility. 

Mr. Frank. You opposed it because you think you always know 
better and, if I were you, I wouldn’t use the Iraq example in trying 
to make that case in the future. 

Mr. Eagleburger. I would be grateful if you wouldn’t put words 
in my mouth, Mr. Frank. 

Mr. Frank. In that case, I will not be the beneficiary of your 
gratitude because I am putting words to a policy that I have seen. 



It is this administration’s view that you always and forever know 
better than Congress with regard to foreign policy and what we 
have gotten, thanks to the gentleman’s from Texas unwillingness 
to be bound by a political classification system is, we have one 
clear example of it being the case that the problem was that the 
congressional intervention was not successful, not that it happened. 

I thank you, Mr. Chairman. 

The Chairman. Mr. Bereuter. 

Mr. Bereuter. Thank you, Mr. Chairman. I can shed some light 
on what happened on the day of the Glickman amendment, be- 
cause I am the person that later in the day successfully amended 
the Glickman amendment. I might say, there wasn’t a whole lot of 
administration support. They weren’t working hard on this. In fact, 
I would have wished they would have worked harder on it. 

I took language that had been offered in the Senate at one point 
and simply was successful in changing the Glickman amendment 
later that same day so that flexibility was given to the Secretary of 
Agriculture to make an assessment about the damage that would 
be brought against the American economy, the farm economy and 
to weigh that in consideration if, in fact, he wanted to exercise a 
waiver. 

Now, you heard a few minutes ago the USDA had already decid- 
ed not to proceed with the second tranche earlier and, in fact, that 
waiver opportunity which was provided the Secretary was never 
exercised. But, of course, this Member remembers well the damage 
that was done to the agricultural sector during the Carter grain 
embargo and I didn’t want to see that language put into statute 
with respect to Iraq or anyone else. And so that waiver opportunity 
was given but it was not the administration lobbying hard for the 
Bereuter amendment which prevailed later on that day. 

Mr. Eagleburger, I thank you gentlemen, all of you for your pa- 
tience and for your testimony here today. Mr. Eagleburger, earlier 
you said, as I recall, we have found no indication that State De- 
partment has specific evidence of diversion to third countries of 
commodities sold to Iraq or Iraqi sources for misuse of COC re- 
sources to purchase military weapons. 

If that is close to being accurate, what you indicated, what do 
you mean when you say we found no indication? Can you be more 
specific about that? 

Mr. Eagleburger. Yes, sir. As I tried to prepare for this hearing 
in the State Department, and I am talking only about the State De- 
partment now, what we did was make a thorough search of what 
we thought were the relevant universe of documents, if there were 
going to be any, and we looked where they would be. 

We checked with the relevant bureaus and in both the document 
search and in checking with the relevant bureaus, we found no evi- 
dence of any of the alleged diversions. I can’t guarantee with 100 
percent certainty that some document isn’t going to pop up some- 
place sometime that is — that has been somewhere that we didn’t 
think to look. 

I ca " only tell you on the basis of our search, and we tried to do 
as complete a search as we could, we found nothing. 
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Mr. Bereuter. Thank you, Secretary Eagleburger. According to 
Chairman Gonzalez’ chronology of events which he has distributed, 
page 11 — I don’t know if you have it. It is not essential that you do. 

Mr. Crowder. No, I don’t. 

Mr. Bereuter. Indicated that you cabled our Ambassador in 
Baghdad on February 9, 1990 and essentially the construction I get 
about what happened — and you can correct me if this is incomplete 
or inaccurate— is that you suggested a State Department strategy 
to delay the second $500 million in credit until the Iraqis answered 
the Justice Department questions about the BNL affair. 

If that is accurate or at least it is one of the things that you at- 
tempted to convey or one of the reasons for what you conveyed, it 
seems to me that you are attempting to put pressure on the Gov- 
ernment of Iraq to cooperate in the investigation of a possible 
misuse of resources through BNL. 

Am I right in that construction or is the report about what you 
attempted to do with your contact with our Ambassador in Bagh- 
dad accurate? 

Mr. Eagleburger. Well, in the first place, if this is one of the 
cables that bears my name — which I didn’t see until I prepared for 
this investigation. & we have to start with that — it isn’t me. It is 
the Department’s statement. And let me make a point here, which 
is, I am not retreating from what the Europeans call ministerial 
responsibility. If I was in charge that day, I am responsible for it. 

It does get to the question of whether I was personally aware of a 
particular document and that is relevant when we get to the ques- 
tion of BNL and 

Mr. Bereuter. Perhaps you could speak only to the State Depart- 
ment strategy then. 

Mr. Eagleburger. Yes. As I read this cable, it is, in fact, a 
report to Ambassador Glaspie in which — let me read it just quickly 
for a second, if I may. What this is doing is, in effect, reporting 
that the USDA General Counsel, and I would assume therefore the 
Agriculture Department, does not want to proceed with the second 
tranche until after the Atlanta indictments have been announced, 
which at that point were expected within the next month. 

With regard to the question of a demand to the Iraqis to request 
assurances that they would assist in the investigation, it reports to 
her the fact that the Secretary of State had raised that question 
with Tarik Aziz and Tarik Aziz had said he would cooperate, and it 
also says that if the Department of Justice or the prosecutor have 
anything specific they want to put to the Iraqis, we would convey 
these to the Iraqis and try to get them dancing. 

As far as I can see, it is simply a report to Glaspie telling her 
what is going on. I need to say for the record, however, that the 
final paragraph of the cable, and let me make it clear, is stupid 
and if I had seen it, I can assure you it wouldn’t have been in the 
cable. So I am trying to — should I make it clear what the para- 
graph says? It is in the Congressional Record. That I do know. 

[Quoting from the cable]: “We have no problem with you sharing 
the above with Larry Panasook,” (whoever he was, Panasak) “at 
your discretion but please ask that he be careful not to play it back 
to his colleagues here.” 
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In other words, they could tell the Agriculture attache, or what- 
ever; he was in Baghdad, what the cable was but they shouldn’t let 
him tell it back to Washington to the Department of Agriculture. 
That is ridiculous. 

Mr. Bereuter. The point I was trying to make if I understood it 
correctly, and I have not seen the cable or the transcript of it, is 
that it seems to me that there is nothing in that that indicates you 
are attempting to thwart the investigation but you are putting 
pressure on the Iraqi Government to assist in clarifying anything. 

Mr. Eagleburger. And informing Ambassador Glaspie that the 
Secretary has already put pressure on Tarik Aziz in that regard. 

Mr. Frank. Could I ask if that cable was classified? 

Mr. Eagleburger. Yes, but it has also been in the Congressional 
Record. 

Mr. Frank. That is an example of documents that were made 
public. 

The Chairman. Mr. Kennedy. 

Mr. Kennedy. Mr. Eagleburger, I wanted to pursue with you the 
implication of your statement 

Mr. Eagleburger. Where am I? Oh, yes. 

Mr. Kennedy. Which would suggest that the — of the two $500 
million tranches that you had evidently decided upon, your indica- 
tion was that the first $500 million only drew down $392 million; 
isn’t that correct? 

Mr. Eagleburger. It is something like that; yes, sir. 

Mr. Kennedy. Then I was wondering if your implication in your 
statement is that that was a decision that you made or you agreed 
with that you had gotten to a point where you thought that this 
was no longer a policy that should be pursued; is that correct? 

Mr. Eagleburger. No, sir. There was a clear decision by the 
USDA, but with the support of, amongst others, the State Depart- 
ment not to proceed with the second $500 million tranche. The 
1392 million, as I understand it, again subject to the Agriculture 
Department, was that in fact all that had been spent of the first 
$500 millio n before we imposed sanctions on Iraq for its invasion. 

Mr. Kennedy. But at any time, did you back off or did you con- 
tinue to advocate for — to go beyond the $392 million? 

Mr. Eagleburger. The State Department — the State Depart- 
ment advocated proceeding with the whole $1 billion — let me back 
up. The State Department agreed to the tranching. The State De- 
partment, as I read the record, beginning in April 1990, shifted its 
position from support for proceeding with the second $500 million 
to agreeing that, in fact, we should not proceed with the $500 mil- 
lion until the investigation had been complete. 

That was — in reading the record, the State Department shifted 
from support for the full $1 billion, in other words, in 

Mr. Kennedy. Mr. Eagleburger. I have several documents here 
that are from the U.S. Department of State that would indicate at 
the urging here, quote* at the urging of Secretary Baker, USDA 
has proposed a full $1 billion CCC Program. That is dated Novem- 
ber 1989. We have further — there are farther documents here that 
would suggest that Secretary — the Secretary telephoned 

Mr. Eagleburger. That is correct. 



72 


Mr. Kennedy. Secretary Yeutter on October 31 that he urged the 
USDA to do the same program, $1.1 billion program. I guess that 
what I am trying to drive at, it seems to me that what you had was 
an agency at the USDA that was providing through the CCC Pro- 
gram aid that was intended to help out poor Iraqis have food in 
their bellies. 

What we then find out is that in April of that year, we find out 
that the — that there has been a lot of hanky-panky going on with 
the BNL bank, that the BNL bank is being used to — not for the 
purposes of just feeding poor Iraqis, but rather is being used as a 
funnel to provide for arms, to provide for covert types of activities 
that — dual use technologies and the like, and I am trying to under- 
stand at what point did you, in your office, make the determination 
that the— we should stop providing that type of aid, knowing that, 
in fact, the bank was being used with this kind of subterfuge? 

Mr. Eagleburger. First of all, I will try to go through this and 
answer in as much detail as I can. But first of all, Congressman, 
the BNL did not participate in the $500 million — it didn’t partici- 
pate at all in the CCC credit arrangements that are covered by 

Mr. Kennedy. I didn’t mean to imply that the CCC was directly 
being used by the BNL. What I am trying to suggest is that you 
were aware of the abuses that Iraq was involved with beyond the 
point at which you implied to this committee in your statement 
you began advocating against the policy of the continuation of the 
$500 million, the second $500 million. 

My impression from these documents is that you did not back off 
and that there was — it is very unclear to me at which point you did 
begin to back off and say that we should not continue this policy of 
the second $500 million. 

Mr. Eagleburger. The Secretary supported the $1 billion pro- 
gram before, in fact, the issue had been decided. When there was — 
debate was going on on whether or not there should be a program 
for Iraq. That is in 1989, early on. The date, I don’t have at my 
fingertips. He supported the $1 billion program. 

When the decisions were — when it was dealt with in the NAC — 
and John can discuss this in more detail — when it was finally de- 
cided that there would be a $500 million tranche and that we 
would wait on the second $500 million, the State Department sup- 
ported that. 

While the $500 — the first $500 million was still in process and we 
had reached $300 and whatever million, that isn’t the point. In 
April 1990, the State Department representative at an interdepart- 
mental meeting agreed that, in fact, we should hold to the $500 
million and not proceed with the second $500 million. This is, after 
all, in the last analysis a decision to be made by the Agriculture 
Department. 

Mr. Kennedy. Is it normal, Mr. Secretary? 

Mr. Eagleburger. And they decided— — 

Mr. Kennedy. Excuse me. Sir, is it normal — could I just ask: Is it 
normal that you would be this involved in this type of decision or 
was there some other consideration going on here? 

Mr. Eagleburger. When you say “you,” you mean me or the De- 
partment? 

Mr. Kennedy. The Department. 
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Mr. Eagleburgek. The Department is involved through the 
NAC 

Mr. Robson. They are a member of the NAC, Mr. Kennedy. 

Mr. Eagleburgek. Where this issue is discussed. 

Mr. Kennedy. Is it normal that NAC is involved with these deci- 
sions? 

Mr. Robson. Yes. That is what they do for a living. 

Mr. Kennedy. So you are saying this is not — what other coun- 
tries have been involved with tins same type of decision? 

Mr. Eagleburgek. The NAC? 

Mr. Robson. The NAC? 

Mr. Kennedy. The NAC, that does this for a living. 

Mr. Robson. NAC is involved in most of the credits under the 
CCC Program, under the 

Mr. Kennedy. Is there any other country that you had this kind 
of involvement with through the NAC? Is there any other country? 

Mr. Robson. That I personally have? 

Mr. Kennedy. You were the one who brought up the NAC. I am 
just asking. 

Mr. Robson. NAC is involved in dozens of countries, Mr. Kenne- 
dy. 

Mr. Kennedy. I am sure they are involved with dozens of coun- 
tries. With the same level you are involved with this decision? 

Mr. Robson. If you would like a list of them, I will supply them 
for the record. 

Mr. Kennedy. Can you name one right now? 

Mr. Crowder. Mexico. 

Mr. Kennedy. You can’t remember any; is that right? 

Mr. Robson. Egypt. 

Mr. Kennedy. It just seems to me that what we have here is a 
situation where the — there is a tremendous involvement by the 
NSC or the White House in terms of this decision. It is unclear to 
me as to what — at what period of time the decision was made to 
back off the second $500 million. 

My impression is from these documents and my impression is 
from the testimony that you continued to advocate well beyond the 
knowledge that Iraq was using BNL for these types of purposes 
that were undercutting essential U.S. policy, ana that is what I 
still am having trouble understanding. 

Mr. Eagleburgek. I don’t know what is difficult to understand. 

Mr. Kennedy. I guess I must be thick then, Mr. Secretary. 

Mr. Eagleburgek. The fact of the matter is 

Mr. Kennedy. There are a lot of people that are having trouble 
understanding it, Mr. Secretary. It is also difficult to 

Mr. Eagleburgek. The fact of the matter is, as I said, in review- 
ing the document, it is clear that the State representative in an 
interdepartmental meeting in April said we ought to hold with the 
first $500 million. We ought not go ahead with the second $500 mil- 
lion. 

But the fact of the matter is, these decisions are, in the last anal- 
ysis, made by the Agriculture Department and if he has a minute, 
I suspect he could describe to you the precedent. 

Mr Kennedy. I understand that they are ultimately made by 
the Agriculture Department. That wasn’t what we were pursuing. 
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What we were pursuing was what your involvement was and what 
the involvement of the White House was in terms of putting pres- 
sure on his organization, which seems to me to be completely out of 
the ordinary. 

Mr. Eaglebukger. Well, it is not out of the ordinary. There is a 
thing called the NAC which this man chairs 

Mr. Kennedy. Which he can’t remember another country. He 
has to ask a staffer person to find another country. 

Mr. Eagleburger. Can I finish the sentence? 

Mr. Kennedy. Certainly, you can finish the sentence. 

Mr. Eagleburger. There is a process in the NAC in which they 
deal with problems like this every time. There are other Depart- 
ments that are members of this thing. It gives advice regularly to 
the Agricultural Department with regard to CCC credits and it is — 
this issue was discussed there. The Agriculture Department was 
given advice. 

The State Department — I am saying for the 14th time, in the 
review of the State Department records, it is clear to me that the 
State Department in an interdepartmental meeting in April said 
we should hold with the first $500 million and not proceed with the 
second $500 million. 

Now, I am not a member of the NAC and I am certainly not the 
Agriculture Department. I am sitting here bouncing between the 
two, both of whom have more answers to this subject than I do. 

Mr. Kennedy. Mr. Chairman, my time has expired. 

The Chairman. Mr. McCollum. 

Mr. McCollum. Mr. Crowder, at any time, to your knowledge, 
did the State Department or anybody at the White House put any 
pressure on the Department of Agriculture to extend this particu- 
lar credit to press for the $1 billion? 

Mr. Crowder. To extend it or to stem it? 

Mr. McCollum. To give it, to seek it. 

Mr. Crowder. Let me go back in history, Congressman, to where 
we were as one reason. In my testimony, I outlined the sequence of 
events that we started with where, in our review in the summer of 
1989, we proposed a $1 billion program. 

And then subsequent to that, as a result of the NAC meeting 
with BNL and so forth, we backed off to the tranching of two $500 
million tranches depending on the outcome of their investigation, 
not only what was going on at BNL, but broader because BNL did 
not hold all of the guarantees in here. 

Mr. McCollum. Let’s go back further than that. My interest is at 
the very beginning of all this. There has been a lot of confusion. It 
seemed very straightforward. I listened to your testimony, most of 
it physically being present here, and I read the rest of it. It seemed 
to me at the very beginning is the first question; that is, when you 
first sought, on the part of Agriculture, $1 billion, it wasn’t a ques- 
tion then of stopping or starting, it was just that is what you 
wanted. 

And then there was a question of maybe we could get $400 mil- 
lion, then you couldn’t talk them into that. Was the State Depart- 
ment at that point pressing you to seek the larger sum, or pressing 
you to do this at all, or was this whole concept of wanting to do 
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this primarily originating in the Department of Agriculture? That 
is the question. 

Mr. Crowder. The concept originated in the Department of Agri- 
culture and through that September, October up until November 8, 
1989 period, the State Department expressed their foreign policy 
interest in doing this, as Secretary Robson has indicated and as has 
been suggested here today, supported us in our position in the 
NAC. 

Mr. McCollum. But that was your position and they supported 
you, not the other way around; is that not correct? 

Mr. Crowder. And when we made the initial tranche, that is ex- 
actly right, sir. 

Mr. McCollum. Also, the National Advisory Council, through 
which the State Department got involved, that was not a direct 
State-Department-to-the-Department-of-Agriculture discussion; is 
that correct? 

Mr. Crowder. No. In fact, when we were putting together the 
Iraq Program, we were also putting together the program for all 
die other countries, because there are about 40 countries that have 
participated in this program. We had a $5 billion program, mini- 
mum, as dictated by Congress, and we were going through both the 
country allocation and the commodity mix allocation for each of 
the countries in July and August 1989. 

Mr. McCollum. Am I correct, too, that for this particular $1 bil- 
lion, eventually it was $500 million and $392 million, I guess, that 
was actually provided in credit by the CCC, BNL was never in- 
volved in this particular one? I mean, they had a history of involve- 
ment with credits to Iraq but not this particular one; am I correct 
in that? 

Mr. Crowder. That is correct. They did not participate in any as- 
signed guarantees after August 1989 and in October 1989 agreed 
with us that they would not participate in any of the $500 million. 

Mr. McCollum. All right. 

Mr. Eagleburger, Secretary Eagleburger, I think you have ex- 
pressed your frustration here today ana I can see why. It seems 
pretty darn clear to me that the order of this is this: It was a very 
simple process. The National Advisory Council was involved be- 
cause the Department of Agriculture made a request, which was 
part of the routine package that Mr. Crowder has just explained to 

U8. 

You got involved in it as the State Department did, along with 
Mr. Robson and everybody else on that council, and you recom- 
mended, through Secretary Baker, to support the Agriculture De- 
partment. Then you went through a whole process that is pretty 
clear here with BNL not involved in any of this. 

Then we came to the decision later on, for reasons that became 
apparent in the course of this, that it wasn’t smart to go ahead 
with the full $1 billion, but that was a down-the-road decision the 
Council made later on. Am I reading that correctly? 

Mr. Eagleburger. Yes, sir, you are reading it correctly. They 
were — the decision of not to proceed really arose in the period 
April and May, I think, of 1990, not to proceed with the second 
$500 million. 

Mr. McCollum. Right. 



76 

Mr. Eagleburger. But the process, as you have described it, is 
correct. 

Mr. McCollum. That was the Department of Agriculture’s initia- 
tive to begin with what you supported; is that correct? 

Mr. Eagleburger. Yes. But the State Department very clearly 
thought that this was a good program and we ought to do it for 
foreign policy reasons. 

Mr. McCollum. I understand that, but the point of raising it the 
way it is, Mr. Crowder has not indicated it, you have not indicated 
it, Mr. Robson has not indicated it, there was no arm twisting in 
this. You encouraged it, but you didn’t go over there to the Depart- 
ment of Agriculture and say, hey, this is what we want you to do 
and this is how the program got started? 

Mr. Eagleburger. That’s correct. 

Mr. McCollum. That is not the way it worked? 

Mr. Eagleburger. That is correct. 

Mr. McCollum. And Mr. Robson, am I correct, in that situation, 
you didn’t see the White House or anybody else going over and 
twisting the Department of Agriculture’s arm to initiate this for 
other reasons, did you? 

Mr. Robson. No. It was initiated by the Department of Agricul- 
ture, as Under Secretary Crowder has already testified. 

Mr. McCollum. And you just supported it as for the reasons you 
have given in your testimony today, right? 

Mr. Robson. We looked at the program, looked at the questions 
and uncertainties, did our best to assess them, made a decision and 
went ahead with it. 

Mr. McCollum. Thank you. Those are the only questions I have, 
Mr. Chairman. 

Mr. Eagleburger. May I? 

. Mr. McCollum. Yes, Mr. Eagleburger, you may follow up. 

Mr. Eagleburger. I have got to make sure this record is clear, 
however. 

Mr. McCollum. By all means. 

Mr. Eagleburger. It is in the documents anyway, the Secretary 
of State called the Secretary of Agriculture on October 13 and said 
to him that, in his judgment, the CCC Program was important to 
our bilateral relationship to Iraq and we support the effort to rein- 
stitute it. 

He said, however, that we should not go forward with the pro- 
gram if we have substantial evidence of a pattern of serious viola- 
tions of United States law by high-ranking Iraqi officials, and he 
said that our information, our information about the investigation, 
indicates that the prosecutor does not now intend to indict Iraqi of- 
ficials. 

On foreign policy grounds, we support a program of up to $1 bil- 
lion released in tranches with periodic compliance reviews. He 
went on after this talk, to discuss safeguards, but I don’t want any- 
body to accuse me later of trying to hide the facts that the Secre- 
tary of State reported to the Secretary of Agriculture Program. 

Mr. McCollum. This was initiated by the Department of Agricul- 
ture Program? 

Mr. Eagleburger. That is correct. 

Mr. McCollum. This was a followup telephone call? 
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Mr. Eagleburger. That is correct. 

Mr. McCollum. It was simply to say, where we would like to. see 
it provided at this juncture. It was an intermediate telephone you 
just described, not an initiated one? 

Mr. Eagleburger. Correct. 

Mr. McCollum. Thank you, Mr. Chairman. 

The Chairman. Mr. Luken. 

Mr. Luken. Thank you, Mr. Chairman, and I appreciate, gentle- 
men, your patience and testimony today. 

And in listening to it, and trying to weed through it and boil it 
down and come up with a couple of simple observations, it seems to 
me that what you have said is that, even though Iraq was having 
terrible difficulty repaying debts that they incurred during the 
Iran-Iraq war, that Mr. Robson thought they were an acceptable 
credit risk for this program, even though we knew of their nuclear 
program and their chemical program. 

The State Department thought somehow, by extending these 
credits to Iraq, that we could make this fellow who has been de- 
scribed as a cross between Hitler and Frankenstein and Dracula 


our Mend. Mr. Eagleburger, I think you have acknowledged today, 
and I appreciate your candor, that in retrospect, hindsight being 
20/20, this policy didn’t work. And I think it is pretty clear, again, 
hindsight being 20/20, why this policy failed. 

But I want to pursue the question that was asked just before 
about who initiated the $1 billion. Where did the $1 billion, Mr. 
Crowder, first come from? Was that a figure that the Agriculture 
Department had and when was that first recommended or proposed 
that there be $1 billion in credits? 

Mr. Crowder. The — that was developed in the — somewhere in 
the July, August, early September period, the $1 billion was — 
somewhat more than that had been requested by Iraq and it was 
done by the operations people in our commodities 

Mr. Luken. Would it be written anywhere that Agriculture 
thought $1 billion was a good idea before October 1989? Could you 
show me where that might be written? The point I am getting at is 
that there was this memo which I think pretty clearly stated the 
State Department’s attitude about this issue, and I think Mr. 
McCullom was getting at the question of whose idea was it first, 
who first thought it was a good idea. 

And I got the impression from what you said that — Agriculture 
first thought it was a good idea and I would just like to know if you 
could present to me the written documentation about that. 

Mr. Robson. Can I just say one thing, Mr. Luken? 

Mr. Luken. Sure. 

Mr. Robson. That is, the program for the previous 2 years had 
been at that level, so this was a continuation of the program that 
bad been taken 


Mr. Luken. I want to be specific with you. I think many of us in 
public life have some disagreements with what is written in the 
sedia an d I want to read you something that was in the U.S. 
World and News Report article and give Mr. Eagleburger a chance 
3 comment and Mr. Robson, if you care to. 

It says, *' ‘After lobbying from top State Department officials Law- 
tnce Eagleburger and Robert Kimmitt, an administration advisory 
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council approves $1 billion in commodity loan guarantees for Iraq 
in 1990, overruling the Treasury Department and the Office of 
Management and Budget. The guarantees are to be made in install- 
ments of $500 million each.” 

Now, your testimony today is that is not correct? 

Mr. Robson. That is not correct. 

Mr. Luken. So what I am looking for is the first evidence, other 
than the State Department memo, that either Treasury or Agricul- 
ture says this is a good idea, and if you have it, please submit it. If 
it was just oral, please tell me that. 

Mr. Crowder. We will submit that for you. 

[The information referred to can be found in the appendix.] 

Mr. Eagleburger. Mr. Luken, may I? Just one issue, real quick? 

Mr. Luken. Yes, sir. 

Mr. Eagleburger. You said we thought we could make Saddam 
Hussein a friend. Could I ask you to use a word other than Mend; 
that we could at least keep him more moderate? 

Mr. Luken. Well, Mr. Eagleburger, I understand your point is 
that you understood enough about the beast, if I could use that 
term, you understood enough about him to know you could not 
make him honest, upstanding, friendly at all times, and loyal to 
the United States. But you did think that somehow this policy 
would help you co-opt him, make him act in the best interest of 
this country. 

Mr. Eagleburger. Yes. 

Mr. Luken. Mr. Chairman, I yield back. 

The Chairman. Mr. Riggs. 

Mr. Riggs. Thank you, Mr. Chairman. 

Good afternoon, now, gentlemen, and I too appreciate your pa- 
tience and your testimony today. 

For Secretary Robson and Secretary Eagleburger, do you think 
that giving one-fifth of the CCC fiscal year 1990 budget to a single 
country is a good example of a clear, coherent foreign policy? 

Mr. Robson. I don’t know that that is a foreign policy issue, but I 
would like to get Mr. Crowder, if he could, to answer the question 
as to how they allocate the CCC Program, which is not a responsi- 
bility of the Treasury. 

Mr. Riggs. I would defer that to the next panel, if I could, unless 
Mr. Crowder wants to comment, but that question had been asked 
of him by my colleague who just spoke. 

Mr. Crowder. Let me make one point on that. 

Mr. Riggs. Please. 

Mr. Crowder. Is that Mexico also had more than one-fifth of the 
pregram, and we should look at it, the decision, in a combination of 
two things; a market development potential as well as a portfolio 
mix. 

And, as I indicated in the testimony, we did see market develop- 
ment potential in Iraq. The 10th or 12th largest, depending on how 
you measure the markets, as well as accounting for 20 percent of 
our rice exports and so forth. So it had proven to be a good market 
for us. 

Mr. Riggs. Marketed potential for specific agriculture exports 
from the United States. 

Mr. Crowder. Agricultural exports, yes. 
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Mr. Riggs. Mr. Eagleburger. 

Mr. Eagleburger. I can't speak to the question of percentages, 
but it goes back to the question Mr. Luken raised, and I want to be 
very dear on it. From the State Department’s perspective, we 
viewed the CCC credit guarantees — and you can argue whether it 
was sensible or no— but we viewed those as one of the few tools we 
had to try to exercise some influence on Saddam Hussein toward 
moderation. 

Mr. Riggs. Yes, sir. Thank you. 

Mr. Crowder, your testimony refers to an Agriculture document, 
and I assume it was some sort of internal memoranda, that says 
there was no, quote, evidentiary basis fof withholding approval of 
new CCC guarantees for Iraq. Was that writing prepared specifical- 
ly for the November 1989 NAC meeting? 

Mr. Chowder. Would you repeat that again? 

Mr. Riggs. On page 11 of your testimony you refer to a memo 
that, in sum, stated there was no evidentiary basis for withholding 
approval of new CCC guarantees for Iraq. 

Mr. Crowder. Oh, that was the memo that our inspector general 
had written to the Deputy Secretary before we went to the NAC 
meeting. 

Mr. Riggs. So it was prepared for the NAC meeting? 

Mr. Crowder. Yes. 

Mr. Riggs. Was there a purpose beyond, I guess just the immedi- 
ately apparent purpose for writing that? Was there a concern 

Mr. Crowder. Yes. 

Mr. Riggs. Or a need for mitigating, in some fashion, the allega- 
tions that had surfaced to date at that time? 

Mr. Crowder. Not to mitigate. We were concerned about the al- 
legations that had been made. And, as indicated in my testimony 
aad my statement, we wanted to ensure throughout here absolute 
program integrity as much as we could. 

We did not have access to everything that was going on with the 
investigation in Atlanta. The inspector general had access to more 
information than we did, and we knew what we had and they were 
jnst allegations at that stage. So before going to the NAC meeting 
ve thought it was prudent to get the opinion of our inspector gen- 
eral before going to the NAC meeting to argue for the $500 million 
initial tranche as well as the second $500 million tranche. 

Mr. Riggs. So you had a conscious thought to develop some sort 
of legal argument for continuing with the Ag Credit Program even 
in the face of these allegations? 

Mr. Crowder. They were just allegations and we did not think 
that we should cut off a program based on allegations. But if our 
inspector general had information that we did not have, that we 
wuld have, we were prepared at that time to back off, if they did 
hne the allegations — I mean any evidence we didn’t. But they said 
% had no evidence; that we should go forward. Should not go for- 
raid. 

Mr. Riggs. Secretary Robson, who is the convener or moderator 
rfthe NAC meetings? 

Mr. Robson. I am sorry? 

Mr. Riggs. The convener and the moderator. 
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Mr. Robson. The Treasury Department chairs the NAC meet- 
ings. As I said in my testimony, normally that is done at a staff 
level. Most of the NAC discussions go on at a lower level. However, 
any member of the NAC team can ask that an issue be raised to a 
higher level. 

Mr. Riggs. Was that the case in the November 1989 meeting? 

Mr. Robson. Yes, it was. 

Mr. Riggs. So that within your agency, then, sir, there was a 
policy or decisionmaking process that elevated this NAC meeting 
to particular importance? 

Mr. Robson. Well, it was in the process of the NAC discussions 
at the staff level that the Treasury representative suggested that it 
would be better to have it examined — it would be useful to have it 


examined at a higher policy level. 

Mr. Riggs. A couple of more questions, if I might, before my time 
completely expires. 

Secretary Eagleburger, does the State Department have the abili- 
ty to override at NAC meetings? Does it have a say in those meet- 
ings that is tantamount to a veto authority? 

Mr. Eagleburger. No, sir, they do not. We have a right in the 
NAC to give our views, but that is it. 

Mr. Riggs. In the case of the November 1989 meeting, was there 
a straw vote taken of some sort? I mean, how is it ultimately 

Mr. Robson. I chaired the meeting. I went around the room after 
there had been a lengthy discussion and examination of all of the 
issues that were on the table — and they were all on top of the 
table — and I asked each person at the table how they felt about it. 
People gave their views, we reached what I considered to be a con- 
sensus, and that was the end of the meeting. 

Mr. Riggs. Now, I assume, but I don’t believe this has been 
brought out in the testimony yet today, that there must be a provi- 
sion for withdrawing the credit guarantees under extraordinary 
circumstances; is that correct, Mr. Crowder? 

Mr. Crowder. Yes, there is. We can suspend ourselves at any 
time for program violation reasons; or, if a payment is a day late, 
the program is automatically suspended until the arrearage is 
caught up. 

Mr. Riggs. In that case, is it sort of lender beware, or would the 
institutional lenders then call these loans if you were to suspend or 
withdraw the guarantees for those loans? 

Mr. Crowder. The guarantees had been made to stay in effect. 
No new guarantees can be registered. 

Mr. Riggs. There or shortly after the November 1989 meeting, 
apparently there was a January 9, 1990, memo that the chairman 
has discovered through his subpoena power where the Federal Re- 
serve Board stated indictments were anticipated in the BNL scan- 
dal the following month. 

Did that ever trigger any discussion or thought process at the 
higher levels of the administration about reconvening the NAC or 
potentially looking at suspending those credit guarantees? 

Mr. Crowder. All of those things triggered responses to us, and, 
if I recall correctly, during that time, Congressman, I don’t know 
the exact date, I had a meeting, and I asked, I believe, our inspec- 
tor general, again, if they had evidence that we should either cut 
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the program off or not go forward with the second tranche, but, 
again, the answer was no. 

Mr. Riggs. Did you contact, sir, the Federal Reserve or the Jus- 
tice Department with respect to the reasons behind that memo in- 
dicating that indictments were in fact imminent, even though the 
indictments were subsequently delayed for over a year’s time? 

Mr. Crowder. No, I contacted, if I recall correctly, and I will 
have to check my records on that, but our inspector general, who 
has investigators working with the Department of Justice on this 
issue. 

Mr. Robson. We did have another NAC meeting in February, 
Mr. Riggs, and at the lower level. It was considered sort of an 
update meeting. People were aware of these allegations. No deci- 
sions or recommendations were made. 

The obligation that the Department of Agriculture undertook at 
the November meeting, was that understood that the NAC would 
be advised when it was time to go forward with the second tranche. 
That was the arrangement that had been made back in November. 

Mr. Riggs. So there was a meeting the following month after the 
Federal Reserve Board memo, but the middle managers of the 
agencies decided at that point in time that further review was not 
warranted; it should not be elevated to a higher policy level? 

Mr. Robson. There was followup by NAC and by the Justice De- 
partment It was being reviewed, and at that point there was no 
information — there was no action taken at the meeting. 

Mr. Riggs. Thank you, Mr. Chairman. 

Mr. Crowder. Mr. Chairman, may I — I am iust checking my 
notes from the documents from that time period. I believe it was 
February 23, not January 20, that I visited with their inspector 
general on the status of this, but I will have to do it — I just wanted 
to make sure I don’t misspeak here in terms of the dates. But it 
was during that time period I asked again about the evidence. 

Mr. Riggs. And it was the January 9, 1990, Federal Reserve 
Board memo that triggered your conversation with the inspector 
general? 

Mr. Crowder. I don’t know what triggered that particular— oh, 
OK. I am told I don’t have the Federal Reserve Board document as 
port of our documents. I am sorry. 

Mr. Riggs. What I am driving at is, is there a fail-safe in this 
Program? There are many lessons I guess that we can learn from 
this experience and our policy with respect to Iraq, but it sounds to 
oe like the entire process here and the criteria by which we ulti- 
stately review and approve these loan guarantees is rather infor- 
mal. 

I am surprised to learn at just how informal it is, and I am won- 
fering why, with the Federal Reserve, it seems, raising a number 
* red flags and talking about their cumulative concerns, we didn’t 
» back at the highest level of the NAC and revisit the question of 
'^oee credit guarantees to Iraq with an eye toward suspending the 
Credit Guarantee Program. 

Mr. Crowder. Well, as indicated by the fact that we do have in 
documents, we have submitted records of our meeting to dis- 
miss this issue, I think that we were diligent in that. And I think if 
Tn look at the outcome, in terms of what we wanted in terms of 
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guarantees and what was paid back over that time period, it speaks 
for itself. 

Now, obviously, if you go back and say with all this information 
what would you have done then? Given the information that we 
were operating with, I think that it came out in our favor in terms 
of the results, in terms of CCC exposure and our ability to export 
agricultural products. 

I also indicated in my testimony that we have made a number of 
program changes, and we started that in the fall of 1989 and culmi- 
nated even with additional changes in the 1990 Farm bill, and the 
program does run better now than it did then. 

The Chairman. Time has again expired. We can’t filibuster this. 

Mr. Vento. 


Mr. Vento. Mr. Chairman, it is very interesting. I am pleased 
you, first of all, put these things in the record because, apparently, 
it is the first time some of the people at the table have seen corre- 
spondence they signed. So it has filled an amazingly appropriate 
purpose, Mr. Chairman. 

Let me just say, I just find it mind-boggling that here we had 
Iraq growing to $1 billion a year credit in a relatively short period 
of time, the 10th largest importer of United States food stocks 
while at the same time we have this war going on with Iran for a 
goodly part of the 1980’s and this tremendous buildup. And, to say 
the least, money is fungible. So, obviously, we are looking here, at 
the allegations of direct links. 

Let me point out the October 13, 1989, memo, talking about all 
this good information that you made, and I was pleased, Mr. 
Crowder, to see you agreed with the decisions you made at that 
time. And other members at the table may want to pay attention 
to this question because it is directed to all of you. 

There was a memo that came out from the Department of Agri- 
culture, and in that memorandum it refers to 10 separate ongoing 
investigations which could blow the roof off the CCC, which are at 
the explosive stage. And the author concludes, throughout this 
memo — it is a much longer memo; apparently, some of you had not 
seen it until it was put in the record — but if smoke indicates fire, 
we may be facing a 4-alarm blaze in the near future. This is a 
memo of October 13, 1989. 

Did anyone on this panel, Mr. Robson first, did anyone on this 
panel discuss the devastating concerns about illegal payments, 
after-sales service, diversion of funds for nuclear related equipment 
with the Department of Justice? 

Mr. Robson, did you? 

Mr. Robson. When we were considering, in the framework of the 
NAC, Mr. Vento, the 1990 program for Iraq, in addition to the ex- 
amination that was going on by the Agriculture Department, our 
general counsel’s office contacted the U.S. attorney’s office in At- 
lanta, which was handling the BNL investigation, to ask them 
what information they had with respect to the investigation that 
would be useful for us to know in the context of the NAC decision 
that we had coming up. 

So we did contact them, yes. 

Mr. Vento. Mr. Eagleburger. 

Mr. Eagleburger. With regards to this memo? 
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Mr. Vento. Yes, with regard to this memo. 

Mr. Eagleburger. I don't know whether the Department of 
State contacted anybody or not. 

By the way, that is not an Agriculture Department memo, it is a 
memorandum of conversation which originated in the State De- 
partment. 

Mr. Vento. So you did not — you did not contact the Justice De- 
partment; apparently haven’t seen this memo before? 

Mr. Eaglebubgkr. No, the Justice Department had been contact- 
ed, but I don't know if they were contacted with regard to this 
memo. 

Mr. Vento. Mr. Crowder. 

Mr. Crowder. We discussed this memo earlier at some length, 
Congressman. I had not seen that memo until it was in the docu- 
ments. That was a State Department, as Secretary Eagleburger in- 
dicated, a memorandum of a conversation of a meeting that the 
person writing the memo had had with Agriculture Department 
people, and that was not the report that I got of the meeting. 

And Mr. Brosch is here on the next panel and can talk about 
that 

Mr. Vento. Well, we will ask him questions then about it. 

One other matter, Mr. Eagleburger, I assume at this meeting on 
November 8, 1989 — I don’t know that the State Department made a 
comment here. It says the Department of State representative at 
that meeting stated that his comments reflected the views of the 
State Department, which believed that the GSM Program for agri- 
culture was critical to the United States-Iraq relationship; and he 
noted that in the National Security Council Decision 26, that the 
President had called for improvement of United States relations 
with Iraq and bilateral trade expansion and offered the CCC Pro- 
gram as a good means to achieve that end. 

b that particular document, National Security Council Decision 
26— apparently, it is the policy path of the Bush administration on 
how we were going to improve relations in that part of the world 
with Iraq. Has that been made public? 

Mr. Eagleburger. No, it has not, sir. I refer to it in my opening 
statement, but it has not been made public. It is, I think, one of the 
documents that Chairman Gejdenson has asked to be declassified. 

Mr. Vento. Can you explain to us in any detail at all about that 
particular policy? Are you at liberty to do that? 

Mr. Eagleburger. I can go through it a bit with you if you want, 
hut in my opening statement there is a fairly, there is a summary 
of what it has to say with regard to the issue of Iraq and the gener- 
al Persian Gulf. I can repeat that, if you want. 

Mr. Vento. Well, I can read your statement, Mr. Eagleburger. 

At this meeting, Mr. Robson, did you convene this meeting or did 
Treasury convene this particular NAC meeting? 

Mr. Robson. Treasury did, Mr. Vento. 

Mr. Vento. One of the statements here, I note you raise several 

K tions, and I am reading from page 828 of the Congressional 
rd. You talk from the standpoint of having to defend the pro- 
gram from hostile congressional Members and the media, and the 
worst-case scenario involving criminal conduct in connection with 
the program on the part of the bank exporters or the Iraqis. 
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Why would that — I think that the suggestion here today is that 
somehow the committee has been — you know, Congress didn’t have 
anything to do with this particular meeting, but yet you are al- 
ready anticipating these type of questions could arise. 

Mr. Robson. As I said in my testimony, Mr. Vento, we knew the 
BNL investigation was going on. We did not have at that point, as 
several of the others have said, evidence of Iraqi involvement or 
impropriety with respect to the CCC Program. Sitting back there in 
November 1989, we did not know ultimately what might come out 
of the BNL investigation. So that was a risk that we recognized, 
weighed, and took into account as the recommendation of NAC was 
made. 

Mr. Vento. Well, thank you. 

Mr. Crowder, you say there is no proof that the CCC guarantee 
commodities were delivered to third parties. Isn’t it true, however, 
that the CCC records regarding shipping and actual destination of 
commodities is so bad that it is almost impossible to determine if 
there were diversions? 

Mr. Crowder. I don’t know that the records are that bad. We 
have, as I indicated earlier, strengthened the rules in terms of doc- 
umentation of arrival over what we did have. Congressman. 

Mr. Vento. Mr. Eagleburger, on what date was the document, 
the NSD 26, issued; do you know? 

Mr. Eagleburger. I can get it for you in just a second. 

Mr. Vento. So you think the records are adequate; that they are 
not that bad; that you would have been able to determine whether 
or not there was diversion? 

Mr. Crowder. At that time, no. 

Mr. Vento. At that time, no. 

Mr. Crowder. No. With the procedures we have in place now, in 
terms of 

Mr. Vento. Well, we are talking about the instances here. Now, 
you have better procedures in place; right? 

Mr. Crowder. That is right. 

Mr. Vento. Mr. Eagleburger. 

Mr. Eagleburger. October 2, 1989. 

Mr. Vento. Mr. Chairman, one of the things that strikes me 
about this, and Mr. Crowder, is the statements that were made 
here at this October 8 meeting. The Department of Agriculture 
almost sounds like a promoter or someone who is more interested 
in what the economic impact would be on the U.S. trade in main- 
taining customers than it does about what the security concerns 
are. 

Are you aware of this particular document? Were you the partic- 
ipant at the NAC meeting that is responsible for these particular 
views I am reading here? 

Mr. Crowder. I was the plus one. Deputy Secretary Parnell was 
the primary spokesman for Agriculture at that meeting. 

Our primary responsibility in this program is to promote the 
sales of agricultural products, and State and other people bring the 
views to the discussions. Congressman. 

Mr. Vento. Well, Mr. Chairman, I just would suggest that, obvi- 
ously, things fell between the cracks, in hindsight. But it is almost. 
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you know, inevitable, when you have these types of directives going 
on. 

I am told, Mr. Crowder, that the manifest for many of the ship- 
ments that we are talking about here were in Arabic. Have they 
ever been translated? 

Mr. Crowder. I think what you are talking about was a refer- 
ence to my comments in the testimony which says that when our 
administrative review team went to Baghdad to review shipping 
documents there, that they were in Arabic and there were thou- 
sands of them. I am not sure what you are referring to. 

Mr. Vento. It is in your administrative review, I might say. That 
is what I am looking at. I am being directed by staff here, but it 
says the U.S. team attempted to check and audit the huge number 
of documents, all of which are in Arabic or Turkish. The USDA re- 
quested the Government of Iraq to provide samples of specific ship- 
ments of the truck manifests, the Customs clearance documents, 
and the Customs ship/truck lists. These samples were provided and 
to be translated and reviewed. 

Have they been translated? And my question is, are they still — 
do we still possess these records? 

Mr. Crowder. The answer is yes, we possess the records. The 
answer is no, they have not been translated. 

Mr. Vento. Why not? If they have never been translated, how 
did you use the information in terms of monitoring at that time? 

Mr. Crowder. Again, I go back to the context of the testimony 
and the administrative review, Congressman. The purpose of the 
administrative review was to determine if there were evidence of 
program wrongdoings there. We did find evidence of program 
wrongdoing that — could I finish — that did not require us to have 
those documents translated to not go forward with the additional 
program. 

Mr. Vento. But you made a conclusion at the end of this docu- 
ment that I have in my hand that there was no diversion. I mean, 
hero is the same case here. 

While in Baghdad, the USDA team also met with representatives 
of the Gearbiuk-led joint venture who told us they kept the com- 
puterized records of each shipment received, and of the trucks that 
were loaded from each ship. These records are maintained in their 
offices in Amman, Jordan, and they offered to make these records 
available to the USDA at its request. 

Have you ever requested those records? No? The answer is no? 
Mr. Crowder, you will have to answer for the record. 

Mr. Crowder. Rather than going through this, Kevin was on the 
team, and I think it would be easier and clearer and shorter in 
terms of time. 

Mr. Vento. I know, but the answer is no. No, you did not do it. 

The conclusion in the administrative review is that you uncov- 
ered no evidence to suggest there has been diversion of commod- 
ities sold to Iraq. The lack of proof of arrival in either bank or ex- 
porter records appears to be linked to the complexity of the over- 
and shipment system that Iraq has developed enter its Bassra port 
*as closed during the height of the Iraq-Iran war. It appears, based 
% the review of sample records, Iraq maintains records to estab- 
.sh proof of arrived for its GSM purchases. 
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So I mean, obviously, you couldn’t translate it if you didn’t have 
the records in your possession. It seems to me this is a large loop- 
hole here. If one is going to seriously pursue this, clearly, this sort 
of element where you have a suspicion, you have a volatile situa- 
tion. Obviously, we knew of an arms buildup and a conflict going 
on here, that these — we certainly should have had answers, given 
the background and the record. 

Mr. Chairman, my time has long expired. 

The Chairman. Mr. Slattery. 

Mr. Slattery. Thank you, Mr. Chairman. I know the hour is late 
and you all have been generous with your time today, and you are 
probably anxious to get out of here, so I will attempt to be brief. 

This morning I asked two questions, why and who. And we have 
had a lot of discussion today about who was responsible and what 
was going on and, basically, what I think we have learned today is 
that the Secretary of Agriculture, Mr. Yeutter, was supportive of 
this policy, advancing it, and the Secretary of State was apparently 
supportive also and advancing it, Secretary of the Treasury was ap- 
parently also supportive of it and the President was supportive of 
this policy. 

I mean, isn’t that true? Is that safe to say? All of you agree with 
that? 

Mr. Eagleburger. Yes, sir. 

Mr. Slattery. Help me understand why we are doing this. The 
public out here is listening to this and they are trying to under- 
stand why we were using our tax dollars to in any way assist a gov- 
ernment headed by a man like Saddam Hussein, who we knew an 
awful lot about, and we don’t need to repeat all the heinous crimes 
that he committed and all the outrageous things he was doing, and 
we were in bed with this guy. Apparently, President Bush thought 
that he could be a nice guy to Saddam Hussein and make a nice 
guy out of Saddam Hussein. 

Reminds me of Roosevelt and Stalin at Yalta. President Roose- 
velt thought he could be a nice guy to Stalin and make a nice guy 
out of Stalin. He was wrong and it looks like President Bush was 
wrong in thinking he could make a nice guy out of Saddam Hus- 
sein. 

But out of this desire to transform this monster and this evil sort 
of guy into a good guy,* there were also some other winners in this 
policy. I mean, there were people making money in this deal, and I 
would like to talk a little bit about that, if we can. 

Now, U.S. News and World Report reported that lenders were 
complaining. Referring to large banks in this country — recalls a 
New York banker who had extensive dealings with Baghdad said, 
basically, if we didn’t extend new credits they wouldn’t start 
paying on the old debt. 

Mr. Robson, I am just wondering, did you have any evidence — or 
any of you, for that matter — have any evidence that outstanding 
loans were in danger of not being repaid unless these new CCC 
credits or Eximbank credits were extended? Was there any consid- 
eration given to extending these new credits so as to encourage 
Saddam and the boys in Iraq to make payments on existing debt? 

Mr. Robson, can you help me understand this? 
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Ur. Robson. I think that in the overall consideration of credit- 
worthiness, if I remember back that far, Mr. Slattery, was that if 
you stopped extending credits, who knew what their reaction might 
be. 

In other words, there was evidence that they were, as I said ear- 
lier in my testimony, in bilateral negotiations of one sort or an- 
other respecting their outstanding debt with other creditors. 

I don't remember a bank source saying that, but I can't, I 
couldn’t swear to you that no bank source did say that. And that is 
a perfectly natural thing to consider. 

Mr. Slattbry. Mr. Eagleburger, would you like to just help me 
understand this? I am trying to understand why these things 
happen. 

I have been around government long enough to know things 
don’t happen by accident and there are forces that move to make 
things happen. I want to understand why this happened. 

Mr. Eagleburger. In trying to answer the specific question you 
raised at the end here, in going through all of the State Depart- 
ment documentation, I don’t see any evidence in what we have of 
any concern about commercial bank credits and so forth and 
whether those were being paid off. 

I have some real problems with — and after we have finished this 
particular subject, I would like to come back to your description of 
why we did the program, and to discuss that with you for just a 
minute. But in terms of this specific question, I didn’t see any evi- 
dence in any of our documents of any concern for — our concerns 
were foreign policy concerns, and that is what I would like to dis- 
cuss with you for a minute when you finish this. 

Mr. Slattery. OK. 

Mr. Crowder, help me understand what was going on here with 
the banks. 

Mr. Crowder. I had — personally, I had no- 

Mr. Slattery. You have no knowledge of this? 

Mr. Crowder. No conversation with banks. But, in fairness, let 
me be up-front with you in terms of this issue of repayment and 
the threat of not repayment. 

But let me go to the issue of why we were doing this. From our 
Xandpoint, as you have seen and heard from my testimony, this 
was an important market, and the commodity groups, American 
agriculture and congressional supporters, wanted this to go for- 
ward. 

But in the meeting I had with the Iraqis on, I think it was Octo- 
ber 6, it was that weekend when I, we first announced the, first 
iffered them the $400 million. In that meeting, there was a threat 
that if you don’t give us $1 billion for next year, it could affect 
jour payments this year. And I said, look, if you expect me to send 
good money after bad money, just no way; that we are not in the 
business of doing that. 

Mr. Slattery. Let me share with you some notes we have from 
ta NAC meeting of October 3, 1988. It is interesting, because 
Treasury stated, although Iraq’s oil earnings had risen from $12 
bQlion in 1988 to a projected $14 billion in 1989, its military ex- 
penditures had also increased. Treasury added that Iraqi demands 



88 


for BNL to honor its fraudulently issued letters of credit were evi- 
dence of how desperate Iraq was for foreign exchange or credits. 

Treasury continued by saying, it was well known in the interna- 
tional financial community that Iraq only paid those creditors from 
which it received new credits, and viewed in this manner, the CCC 
could be contributing to a Ponzi-type scheme. Finally, Treasury 
said, Iraq’s refusal to accept the IMF Program or reschedule its 
debts within the framework of the Paris Club, meant if Iraa did de- 
fault on the CCC guarantees, the CCC could not reschedule them 
because the United States Government could not engage in resche- 
dulings outside the multilateral framework. 

I also have some information indicating that the folks over at the 
Eximbank also generally viewed Iraq rather skeptically with re- 
spect to their procedures and their attitude about repaying things. 
Let me read some of this. 

Iraq has an attitude problem regarding foreign debt. Iraq only 
folly repays creditors who offer large new loans. If creditors don't 
offer new loans, Iraq simply fails to pay. Eximbank analysis. 

And then, to go on, it says to sustain the benefits of playing one 
creditor off the next, Iraq will avoid multilateral Paris Club re- 
scheduling and continue to use default as a device to secure contin- 
ued financial assistance. Iraq has demonstrated a clear unwilling- 
ness to adopt normal debtor-creditor relations. Iraq is more aptly 
compared to Peru, which pays when it wants to. 

Well, you know, I read over all this and then I just wonder why 
the Eximbank prepared this vehement report outlining nine myths 
about Iraqi creditworthiness and then refuted them all individual- 
ly- 

I am just curious. Was this standard practice for the Eximbank, 
John? 

Mr. Robson. Eximbank was at the NAC meeting we had. Con- 
gressman Slattery, and made the point first that they had not 
taken Iraq off their cover, although I think at that point they were 
some $10 million or $12 million behind. 

I wasn’t aware of or privy to the conversation that Dick Crowder 
had back in October, but if the suggestion is that the decision or 
the recommendation was made to further the credit simply because 
that was the only way of getting the Iraqis to continue to pay, 
there is no basis for that; that that simply was not in the discus- 
sion that went on at the NAC meeting. 

Mr. Slattery. Well, obviously, though, an Eximbank analyst had 
concluded that this was the game Iraq played. 

Let me read some more stuff. This one is from a January 23, 
1989, Eximbank credit risk analysis of Iraq, and it is entitled 
“Alert Report.” Now, this is all well in advance of this last decision 
to extend another $1 billion of credit to Iraq through the CCC Pro- 
gram. 

This is called Alert Report; Iraqi payment situation further dete- 
riorates. It says that the banks are rally aware of Iraq’s severe pay- 
ment problems vis-a-vis official creditors — I assume this is the 
international banking community — and will seek concrete legal 
mechanisms to ensure they become Iraq’s new favored creditors. 
Iraq’s payment problems, related to its low, uncertain oil revenues, 
are likely to continue. In the heady days following the cease-fire. 
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Iraq was convinced oil prices would immediately rise to $18 per 
barrel. Since then, reality has set in and oil prices plunged to $11 
or $12 a barrel. 

The point I am making is these decisions to extend these credits 
awe being made in an environment where the banking community 
generally understood that Iraq was not a good credit risk, and Iraq 
played the same games that Peru played, and Iraq was apparently 
playing this game of we will pay you some more money if you give 
os some more money. It was extend us some more credit and we 
will pay a little bit of interest. It is a game a lot of people have 
played with creditors through the years, and it looks like Saddam 
tnd the boys had this down to an art. 

We got suckered a little bit here, didn’t we, or not? 

Mr. Robson. The fact is that following the extension of the credit 
we were paid more money. We reduced the exposure. They were 
current until we essentially went to war with them. And perhaps 
they would be current today if we had not gone to war with them. 
But the point is that we acknowledge, in my testimony and in Dick 
Crowder’s, that their creditwothiness was an issue. 

If you are suggesting that looking back on it now, and after a 
war, if we had known all that in advance, we wouldn’t have ex- 
tended the credit, I agree with you. But the fact is that the day we 
looked at the credit issue, they were current. There were pluses 
and minuses on the credit, but they were current. 

Mr. Slattery. Mr. Robson, the point I am making to you is the 
point I read about the Ponzi-type scheme. This is language that 
comes directly from the Treasury Department. 

Your people were writing this stuff and telling you this was a 
Ponzi scheme that was going on here where we were extending 
credits that would be in turn used to pay us back money. It is a 
tittle like this Albania contribution to the superconducting Super- 
collider I have been reading about these days. 

Mr. Robson. The fact is they were current. The fact is they paid, 
after the credits were granted, and Lord knows might still be 
paying if we had not gone to war. 

Mr. Eagleburger. Mr. Slattery. 

Mr. Slattery. Let me ask one last question and then I will come 
back. 

The one thing I find troubling — and I could visit an hour on this, 
bat we don’t have the time — but one of the other things I find trou- 
bling about this is, apparently, the CCC Program was being used in 
»ch a way that the U.S. Government was being overcharged for 
the grain that we were selling. And the evidence indicates that in 
sme cases this must have been as high as $20 to $40 a ton, accord- 
ing to information that I have. 

Now, is that bad information, and how can that happen? How 
tan a program be administered in such a way, Mr. Crowder, where, 
you know, we are not accounting for this? We are loaning people 
aaney to buy wheat from Kansas. 

OK, I should like that program, even though I voted to terminate 
i for Iraq, and I am darned glad I did. But what I now learn is 
•hat we extend all this credit, and we don’t know how much grain 
*e actually sell them that we have financed. This doesn’t make 
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good banking sense to this country boy. Can you explain that to 
me? 

Mr. Crowder. OK, I will be glad to. 

Let me comment once more on the decision to go forward with 
the credit and your Ponzi scheme. If you buy your premise that 
that was the case, then you buy the argument that if we had not 
gone forward with the 500, they would have cut us off right there. 
That is the premise. 

We went forward with the $500 million. They used $392 million; 
paid us $847 million. We didn’t get snookered in that deal. We got 
money back. 

Mr. Slattery. Let me play this back another way. I give you 
$500 million, you give me $386 million. I give you $500 million, you 
give me whatever it was, $300 million some back. 

Mr. Crowder. They gave us $847 million and we gave them $392 
million. 

Mr. Slattery. In anticipation of getting the rest, perhaps, OK? 

Mr. Crowder. All I am saying 

Mr. Slattery. Face it, we were playing quite a game here with 
these folks. 

Mr. Crowder. We were not playing a game, and, as I indicated 
in my testimony, that in looking at the decision to go forward with 
this, and we understood the credit risk, as Secretary Robson h«« 
testified. I mean, there were credit risks. There are market devel- 
opment issues and others that we look to also. We did, and, in es- 
sence, got money back right up until 

Now, with respect to the overcharging. We did find that, and it 
was a weakness in the program. 

Mr. Slattery. How much money was involved? 

Mr. Crowder. I don’t know. 

Mr. Slattery. According to my information, it was hundreds of 
millions of dollars. 

Mr. Crowder. I don’t think it was that much. But, again, that 
was a problem. 

Mr. Slattery. Could you tell me how much it was for the record? 

Mr. Brosch. I can. 

Mr. Crowder. That was primarily in the 1985-1987 period, from 
the evidence we found there, as I indicated in my testimony, and, 
as in the administrative review, was in the Entrade transactions 
we found in New York. 

[The information referred to can be found in the appendix.] 

Mr. Slattery. Let me just observe, if I can, what you are telling 
me now, is that there is a significant amount of money that was 
unaccounted for. I mean overcharged. 

Mr. Crowder. There was a significant amount of money over- 
charged in terms of prices during that 1985 to 1987 period. 

Mr. Slattery. Now maybe Mr. Eagleburger would like to change 
a paragraph of his testimony from earlier today. 

OK, go ahead. 

Mr. Crowder. That was in the 1985 to 1987 period where those 
high price transactions occurred. There was a weakness in the pro- 
gram and we corrected it. The weakness in the program is, and you 
used the case of wheat as an example, in wheat there was not evi- 
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(fence of high prices, because we had a price review of all transac- 
tions on the Exim Export Program. 

There was none. The weakness in the program was we didn’t 
have a price review on the wheat program. There were some other 
weaknesses, and we have corrected them, not only for the transac- 
tions involved in the $500 million that went forward, but for all 
transactions across the board. I have just to tell you it was a weak- 
ness in the program. 

Mr. Slattery. So it is conceivable, and you will get with me 
later, we probably know there were millions of dollars that was un- 
accounted for, lost, misappropriately used, whatever term you want 

Mr. Crowder. Well, in that 1985 to 1987 period, all of that 
money, because of the scheduled repayments, was repaid back, be- 
cause it is a 3-year period. And in the 1985 to 1987 period where 
those Entrade transactions occurred 

Mr. Slattery. The reality is that during that period of time, be- 
cause of the sort of inadequate accounting procedures and monitor- 
ing procedures involved, it is conceivable that significant sums of 
money could have been diverted for the acquisition of arms or any- 
thing else. All money is fungible in the real world. 

Mr. Crowder. Money is fungible and there were high prices, as 
you will see in the administrative review, and all of a sudden there 
was a program change we had to make and we should have had 
earlier. We needed to make it and we did make it. 

Mr. Slattery. Mr. Eagleburger, I want to be fair to you. 

Mr. Eagleburger. I have lost track of it now. Let me just — let 
me make three quick comments. 

First of all, things are conceivable, and I didn’t deny that in 
what I have said. All we have argued is there has been no evidence 
of it, particularly in regard to the purchase of military equipment. 

Mr. Slattery. I had a question on that point. Your statement is 
very carefully worded, ana I commend you for that. You limit it to 
the U.S. attorney’s investigation and you limit it to the Ag Depart- 
ment’s investigation, but whatyou didn’t specify is whether there 
were others investigating: the CIA, the DIA. 

Were there other agencies of government that had knowledge of 
any of this? You didn’t specify. 

Mr. Eagleburger. I am just talking here about the investiga- 
tions, and so far as I know, that is all I know. 

Mr. Slattery. So you had no knowledge of any government 
agency that knew that this money was being diverted? 

Mr. Eagleburger. No, we have done our best to find the infor- 
mation. 

The second point I was — oh, let me just say, I hope Mr. Brosch 
Sets a real chance to talk about the October 13, 1989, document. It 
» terribly important, and without trying to dwell on it here, I 
think up to this stage it has been badly misunderstood, and I really 
hope in the next panel you give him a chance to describe our con- 
cerns with that document. 

The third issue was simply a question with, and I just don’t want 
to waste your time with it, but it is a question of—- let me reinforce 
one more time that from the State Department’s point of view — 
(filagree with it, that is not the issue— hut please understand our 
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concern with and support for the CCC Program was our belief, not 
that we were going to make a friend out of Saddam Hussein or 
anything of the sort. 

We understood, we think, how awful he was, it was one of the 
few tools we thought we had to try to moderate his conduct. It 
didn’t work. But at the time, and I am not even prepared to say, as 
some others have, that, in hindsight, we should never have done all 
this. I have lived through too many foreign policy problems where 
you have to live with them at the time, and looking back later it is 
a little difficult. 

Franklin Roosevelt cut off oil to Japan and it was the proximate 
cause of the bombing of Pearl Harbor. That doesn’t mean it was a 
wrong decision on his part. Some things don’t work and some 
things do. 

Mr. Slattery. Mr. Robson, one last question. If you could provide 
me and the committee with a list of the banks in this country that 
had loans outstanding to Iraq during this period of time, that 
would be helpful. Could you provide, or the Treasury Department 
provide that information? 

Mr. Robson. We will get you what we can, Congressman. 

Mr. Slattery. That would be helpful. 

[The information referred to can be found in the appendix.] 

Mr. Slattery. Thank you, Mr. Chairman. You have been gener- 
ous in your allotment of time to this Member today. 

The Chairman. Thank you, sir. 

Mr. Sanders. 

Mr. Sanders. Thank you, Mr. Chairman, and thank you, Mr. 
Eagleburger, and your associates, for your indulgence on this long 
afternoon. 

I think Mr. Eagleburger, some hours ago, indicated correctly that 
every administration makes its share of foreign policy mistakes, 
and I think you are right. I think what is important is to deter- 
mine what we can learn from our mistakes. 

There are probably schoolchildren watching the C-SPAN pro- 
gram who are learning today in school that the United States be- 
lieves in democracy, we believe in human rights, we are opposed to 
governments which despise their people, which torture their 
people, and, sometimes, in the midst of discussions like this, we 
sometimes confuse the forest from the trees. 

Maybe very, very briefly, if you could, explain not just to this 
committee, but to the schoolchildren of America, why the U.S. Gov- 
ernment would provide billions of dollars in agricultural credits to 
a person who is, as we all know, an evil and terrible dictator, and 
then maybe we can go on from there and see what we might have 
learned about that policy. 

Mr. Eagleburger. I am not sure how shortly I can do it, Mr. 
Sanders, but I will try. And I start by saying, yes, he is an evil and 
terrible dictator and I think we understood that from the begin- 
ning. 

It has been U.S. policy for decades in Democratic and Republican 
administrations that it is — again, right or wrong — that it is essen- 
tial to the United States' security that the Persian Gulf be open 
and not under the domination of any one overwhelmingly powerful 
nation. That is, in part, and in large part, why we leaned as we did 
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during the Iran-Iraq war toward Saddam Hussein, because our 
grave concern was that Iran, if they won that war, would be all 
powerful in the area and would present us with very serious strate- 
gic problems. 

When the war was over in 1988, we were faced with a somewhat 
opposite situation, of an Iraq that may not, that clearly, potential- 
ly, at least, was the dominant power in the area. Our concern was 
how do we find ways, evil as he is, to try to attempt to influence 
and moderate his behavior. 

And as I tried to describe in my opening statement, we looked at 
several alternatives and we came to the conclusion that the best 
way to try to deal with this phenomenon, was, in fact, to be tough 
with him where we could, but to recognize— and that is on human 
rights issues and so forth — but to recognize, at the same time, that 
our ability to influence his actions was, at best, very limited. And 
to try to find those areas where some leverage might be available 
to, in fact, affect the way he conducted himself on things like 
human rights issues. How do you influence the fellow? 

As I say, we rejected the idea of closing him off, sanctioning him, 
and for several reasons. I am sorry, it takes a little longer. For sev- 
eral reasons: First of all, because we understood that we had no 
support with regard to our European allies to a policy of trying to 
isolate him, and we would not have had support. 

Second, because we had no support and, in fact, strong argu- 
ments from our friends, the Arab friends in the area, precisely 
along the same lines; that you cannot isolate him, you have to try 
to moderate his behavior. So if we had done the closeoff, if we tried 
to isolate him, one thing I think I have learned in the number of 
years in this business, is that sanctions applied by one country 
alone, in a situation like this, are of very little effect. They do 
thing s like make it clear that morally we object to their hideous 
human rights behavior; they don't necessarily change his behavior. 

What we tried to accomplish — and I have said 15 times today it 
didn’t work — but what we tried to accomplish with this policy was 
to develop those areas whereby providing him, for example, CCC 
guarantees — not credits; guarantees — we would be in a position to 
influence his behavior. For a while we thought — and I tried to de- 
scribe some of those in the statement — for a while we thought we 
were seeing some success in that regard. 

I don’t want to repeat them for you now, they are there. In the 
last analysis, it did not work. 

Let me make one more point and I will shut up, which is, in our 
heads, throughout all of this, Congressman Sanders, there was also, 
and there still is, the issue of the Middle East peace process and 
the issue of Israel. And, in part, when we deal with people that 
none of you like, whether it is Assad, or whoever it is, in our heads, 
to some degree, has got to be the issue of how best do we influence 
moderate behavior with regards to Israel and not in the Iraq case; 
how do we bring people to the negotiating table with regard to 
Israel? 

We had some success with this. The only point I would make 
with regards to all of this is, in this trying to figure out the pluses 
and the minuses, not only with regard to the Persian Gulf but stra- 
tegically, 1 think is important, but there was also the question con- 
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stantly of how best to influence events and behavior with regard to 
Israel and the Middle East peace process. 

Mr. Sandebs. Let me jump in for a moment. 

The problem I have, and the reason I asked you that rather 
simple, straightforward question is, as you well know, at exactly 
the same time the United States was providing this help to Mr. 
Saddam Hussein, where were all of the people of Nicaragua? This 
billions of dollars of help to Saddam Hussein, where were all of the 
people of Nicaragua? Because we didn’t feel they were democratic 
enough, and some of us have a problem in understanding that con- 
flict in policy. 

Let me ask you another question, because I want to make sure 
that we learn something from our history and what recently hap- 
pened. 

You mentioned Mr. Assad of Syria. Is Mr. Assad of Syria still re- 
garded by the State Department — I don’t know how you character- 
ize him — as an international terrorist? 

Mr. Eagleburgkr. I am sure that is right; isn’t it? Yes. 

Mr. Sanders. He still is. 

Here is my concern. Maybe you can reassure me and the Ameri- 
can people. How do we know, Mr. Eagleburger, that 2 years from 
now this committee or another committee will not be talking to 
you or another representative of the State Department going 
through exactly the same discussion we are having today? 

If you have an international terrorist in Mr. Assad — let me ask 
you this question: How much money did the Assad government get 
as a result of the Persian Gulf war? 

Mr. Eagleburger. I don’t know. 

Mr. Sanders. I have heard, and this is speculation, tell me if I 
am wrong or not, that in one way or the other, through laundering 
or however, they ended up in that war with billions of dollars in 
money they didn’t have when it started. 

Mr. Eagleburger. I don’t think that is correct, but I will get you 
an answer for the record. 

PThe information referred to can be found in the appendix.1 

Mr. Sanders. Does anybody want to comment on that? I have 
read that. Maybe it is wrong; that for their supporting our efforts 
in the Persian Gulf war, they enriched themselves? 

Mr. Robson. I don’t have any information. 

Mr. Sanders. Will you deny that? 

Mr. Robson. I have no reason to suspect it is right, and I am 
leaving it to Secretary Eagleburger to get that for you. 

Mr. Sanders. Anyone else care to comment? 

Mr. Crowder. I don’t know. 

Mr. Sanders. Let us see if we can learn something. We all n>»^ 
mistakes. Mr. Assad, in many respects, is an equal of Mr. 

Hussein. 

Mr. Eagleburger. In some respects. 

Mr. Sanders. Some respects. I think we would all hope we don’t 
have to have this discussion 2 years from now regarding Syria. 
That is an issue that concerns me. 

And maybe the last question that I want to ask has to deal with 
an issue that others have touched upon, and that has to do with 
the possibility that military equipment from the United States 
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aided up in Iraq. So my question to you, Mr. Eagleburger, or any- 
body else, is are you aware of any third-country transfer of United 
States military equipment to Iraq, besides the 1986 Saudi Arabia 
transfer brought out recently in the Los Angeles Times'! 

Mr. Eagleburger. No. Just 1 minute. Just let me doublecheck. 

Just ask me the question one more time so I make sure I am 
giving the right answer. 

Mr. Sanders. OK. Are you aware of any third-country transfer of 
United States military equipment to Iraq besides the 1986 Saudi 
Arabia transfer brought out in a recent Los Angeles Times article? 

Mr. Eagleburger. If I understand the question, no, I am not 
aware of anything else. But — no, I am not. 

Mr. Sanders. You are not. Do you take issue with the Los Ange- 
les Times when they say that a source knowledgeable about the 
transfer said the Saudis sent Iraq 500 MK-84 bombers and a 
number of British Lightning fighter bombers to help Saddam esca- 
late the air war? 

This is quoting from the Times. "Three sources said the Saudis 
transferred the weapons with approval from unnamed U.S. firms.” 

Mr. Eagleburger. I will have to get an answer for the record, 
but I am told, from behind here, this is all a classified issue, but 
that the Congress was notified at the time. 

Please let me get you an answer in writing that is accurate. 

Mr. Sanders. So you are not commenting on the veracity of this 
statement today? 

Mr. Eagleburger. No. 

[The information referred to can be found in the appendix.] 

Mr. Sanders. Do you or your sources know of a Presidential di- 
rective during either the Reagan or Bush administrations regard- 
ing the third-country transfer of United States arms to Iraq? 

Mr. Eagleburger. No. 

Mr. Sanders. You don’t 

Last question. Do you have any knowledge of any Presidential di- 
rective during either the Reagan or Bush administrations regard- 
ingthe arming of Iraq in general? 

Was the CIA or any other United States Government entity di- 
rected to facilitate the flow of arms to Iraq? 

Mr. Eagleburger. Not to my knowledge, no, sir. 

Mr. Sanders. Does anybody else have any thoughts on that? 

Thank you very much. Thank you very much, Mr. Eagleburger. 

The Chairman. Thank you very much. 

Gentlemen, you really have been more than patient and we are 
grateful. It remains only for me to say I have no questions for Sec- 
retary Eagleburger. The reason is quite simple, the documents 
speak for themselves, and what I have entered into the record. I 
am a man who has used the privileges of the House in my special 
orders, as well as during debates, but I am also one who is reverent 
of the word and the fact. 

And the facts, as brought out here, clearly show that the docu- 
mentation and what I said are not in any way compromised as to 
their authenticity and as to their propriety, both in the record, as 
well as even outside of the Congress. In other words, the documents 
and the history are clear, and so is the lesson. 
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The policy was wrong; it was pursued despite warning signs and 
despite Hussein’s well-known brutality, and it failed. You admit it. 
The record shows, I think, why Hussein might well have misread 
what our reactions to his invasion would be. Our policy would be to 
woo him, not to warn him at all. 

The Secretary has his own perspective, but it does not square 
with the facts. 

Mr. Leach. Mr. Chairman? 

The Chairman. Yes, Mr. Leach. 

Mr. Leach. Let me just comment briefly, because I do want to 
correct a statement. 

I don’t want to leave an inference that is inaccurate. The chair- 
man, in this gentleman’s judgment, has not violated any rule of the 
House or any law of the United States. I want that on the record. 

I would like to note, though, in terms of this particular inquiry, 
the sentence of Mr. Eaglebuiger — I think is something all of us 
ought to be all aware of— at the conclusion of his statement. He 
said, “we now seem to work in an environment of distrust rather 
than trust, of confrontation rather that cooperation, of accusation 
rather than fair inquiry.” 

In this regard, I don’t think there is an American that hasn’t 
more or less concluded that our policy toward Iraq was too accom- 
modative and that it failed. There is a major distinction between 
issues of judgment and character or criminality, neither of which 
are at issue here. Coming back to the trust and distrust, the Con- 
gress of the United States has an inquiry ongoing about the House 
bank coining from the executive branch. 

There is a lot of sensitivity up here about that. But because of 
that kind of inquiry of Congress, there is no right that this Con- 
gress should instigate an inquiry of the executive branch about 
issues that relate beyond policy grounds. I have raised this because 
an open-ended implication seems to be left in this committee that 
the majority wants to authorize an inquiry of a special counsel or 
prosecutor through the Judiciary Committee. 

As far as I can see from the testimony presented today, evidence 
of misjudgment is clear, but there has been no indication of any 
nature of wrongdoing within the executive branch. Misguided 
policy, yes; wrongdoing, no. I only raise it because I do not want to 
see this Congress get in a tit-for-tat relationship with the executive 
branch on implications of criminality or lack of character. It is 
very important that as these people leave this table, that there 
aren’t such things hanging over their heads. 

There is nothing here that suggests that. They should not have 
to go out and hire attorneys. What has been suggested is a mistake 
in policy. If there are suggestions beyond that, I hope that the 
Chair can clarify them. To my knowledge the executive branch 
would be well advised to produce every conceivable document to 
every conceivable appropriate committee of this Congress as a way 
of clearing the air, and to be redfaced about it. Let’s not respond as 
a Congress in ways that are inappropriate in our whole history of 
executive-legislative relations. That is the only concern this 
member has at this particular time. 
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Hie Chairman. Well, gentlemen, again, thank you very much, 
and we do have a panel following you, so we also have to apologize 
to them, but we do appreciate your response to our invitation. 

The next panel will consist of the Honorable Ann Veneman, the 
Deputy Secretary, U.S. Department of Agriculture; Mr. Larry T. 
McElvain, the Director of the Commodity Credit Corporation, Oper- 
ations Division of the United States Department of Agriculture; 
Mr. Alan C. Raul, General Counsel, U.S. Department of Agricul- 
ture; Mr. Kevin Broach, Deputy Assistant General Counsel, Office 
of the General Counsel of the United States Department of Agricul- 
ture; Mr. Leon Snead, who is the inspector general, U.S. Depart- 
ment of Agriculture, who is accompanied by Mr. Craig L. Beau- 
champ. I believe that is the way they pronounce what we say Beau- 
champ, assistant inspector general for investigations, U.S. Depart- 
ment of Agriculture. So if I have mispronounced your name, I hope 
I will be corrected. Let me express our gratitude and also our 
apologies. 

I noticed you were here through the whole morning, so unless 
one of the witnesses has a time problem, is there any objection to 
recognizing you in the order that I introduced you? u not, we will 
recognize Ms. Veneman. 

STATEMENT OF ANN M. VENEMAN, DEPUTY SECRETARY, U.S. 

DEPARTMENT OF AGRICULTURE 

Ms. Vrnsman. Thank you, Mr. Chairman. I am here today at the 
committee’s request to respond to questions regarding the issues we 
have been discussing this morning; that is, the extension of credit 
guarantees in connection with sales of U.S. agricultural commod- 
ities to Iraq during fiscal year 1990 and the Department’s adminis- 
trative review of that program. 

I think that in the statements, Under Secretary Crowder out- 
lined in some detail the involvement of the Department of Agricul- 
ture, and so my remarks will not go into that kind of detail and be 
repetitive. 

1 would note at the outset, however, Mr. Chairman, that I would 
like to reiterate Mr. Eagleburger’s remarks, that I do hope Mr. 
Broach, who is here with us today, does have the time to clarify 
some of the questions that I think were raised during the last 
panel discussion about both the report and the meeting that took 
place in October and the memo that was written thereafter. 

I served as Deputy Under Secretary of Agriculture for Interna- 
tional Affairs and Commodity Programs from June 1989 until June 
1991, working in that capacity directly for Under Secretary 
Oowder. As the Deputy Under Secretary in the international area, 
I regularly attended meetings with Under Secretary Crowder and 
the staff of the FAS, OGC, and so forth in which policy decisions 
regarding USDA’s various export programs and international 
issues were discussed. 

During the fall of 1989, I attended several meetings within the 
Department during which the topic of GSM allocations in connec- 
tion with sales to Iraq for fiscal year 1990 were discussed. My role 
was to provide support and policy input to Under Secretary 
Crowder. I recall that prior to the beginning of fiscal year 1990, 
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USDA concluded that approximately $1 billion in export credit 
guarantees should be made available in connection with sales to 
Iraq and made initial proposals for that amount at the staff level of 
the NAC. 

I also recall, then, in October 1989, after USDA had learned of 
allegations that might arise out of the investigation of the Atlanta 
agency of the BNL, USDA decided to alter its proposal to provide 
that credit guarantees should be made available in two tranches, 
with an initial allocation of $500 million and an additional $500 
million contingent upon the results of the investigation. 

I also attended a number of meetings within the Department 
concerning USDA’s internal inquiry with respect to issues that had 
been raised in the BNL investigation — an inquiry that concluded 
on May 21, 1990, when Under Secretary Crowder made public 
USDA’s report of its administrative review and after which it was 
announced that there would be no additional credit guarantees 
made available in connection with sales to Iraq. 

The work on the administrative review was conducted primarily 
by Kevin Broech, an attorney with USDA’s Office of the General 
Counsel, acting at the direction of Under Secretary Crowder. I at- 
tended several meetings within the Department in which Mr. 
Broech reported on various phases of that inquiry. We were also 
briefed on a regular basis about the progress of the BNL investiga- 
tions by Mr. Snead, the inspector general, and members of his im- 
mediate staff. 

In February 1990, 1 was asked to attend a NAC staff level meet- 
ing at which USDA had been requested to brief the interagency 
group on the status of our administrative review and on our under- 
standing of the status of the BNL investigation in Atlanta. I was 
accompanied by Mr. Raul, the General Counsel, and Mr. Broech, 
who responded to questions from the other agencies in attendance. 

I also attended the May 29, 1990, NAC Deputies meeting, which 
followed the Department’s release, on May 21 of its administrative 
review, at which meeting it was discussed that no additional line of 
credit guarantees would be made available. 

Mr. Chairman, that concludes my statement. I will, of course, be 
happy to respond to your questions and those of the committee. 

The Chairman. Thank you very much. 

[The prepared statement of Ms. Veneman can be found in the ap- 
pendix.] 

The Chairman. Mr. McElvain. 

STATEMENT OF LARRY T. McELVAIN, DIRECTOR, COMMODITY 

CREDIT CORPORATION (CCC), OPERATIONS DIVISION, U.S. DE- 
PARTMENT OF AGRICULTURE 

Mr. McElvain. Mr. Chairman, committee members, I am here 
today to appear before you as a member of this panel. As this com- 
mittee has requested, I will describe my role relative to the deci- 
sion to extend export credit guarantees in connection with sales of 
agriculture products to Iraq. I will also describe my participation in 
the USDA administrative review of certain transactions under the 
Commodity Credit Corporation’s credit guarantee programs. This 
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review was conducted as a result of allegations arising from the 
U.S. attorneys’ investigation of lending activities by BNL. 

Mr. Chairman, I am the Director of the CCC Operations Division 
in the Office of the General Sales Manager, Foreign Agricultural 
Service, Department of Agriculture. This was my position 1 held 
during the 1989 to 1990 period. 

In this capacity, Mr. Chairman, I am responsible for the day-to- 
day operation of the CCC credit guarantee programs. The availabil- 
ity of credit guarantees with respect to sales of any particular 
country is approved at the departmental level. The responsibilities 
of my division are primarily operational in nature. 

Although I was not involved in the process of presenting the De- 
partment’s proposals to the National Advisory Council, I participat- 
ed in a number of meetings in the late summer and fall of 1989 
with the general sales manager and other FAS and USDA program 
specialists and officials in which the 1990 allocation of credit guar- 
antees in connection with sales to Iraq was discussed. My presence 
at these meetings was based on my operational responsibilities for 
administering the credit guarantee programs. 

My role was to provide information about the specific commod- 
ities Iraq was likely to purchase, Iraq’s past repayment record, and 
similar operational issues. While I do not recall being asked to 
make a specific recommendation on a fiscal year 1990 allocation, 
the information that I provided supported the initial decision to 
continue a commercial export sales program to Iraq at a level 
equivalent to that of the previous 2 fiscal years. 

As Under Secretary Crowder pointed out in his statement, Iraq 
had maintained a solid repayment record to U.S. financial institu- 
tions since 1983 and had become an important and diverse market 
for U.S. agricultural products by 1989. At the time, the enormous 
growth in this market was very important to the exports, following 
the sharp decline in our exports from 1981 to 1986. 

I was also present in some of the consultations with Iraqi offi- 
cials in early October 1989 regarding their request for fiscal year 
1990 credit guarantees. Later, in mid-November, I accompanied Mr. 
Paul Dickerson, the general sales manager to Iraq, for further con- 
sultations in which Mr. Dickerson informed Iraqi officials of the 
USDA decision to proceed with $500 million in credit guarantees, 
with the second tranche dependent upon the outcome of the BNL 
investigation. 

My role in both of these consultations with the Iraqis was to 
answer technical questions on operational details of the program 
and not to make decisions or recommendations regarding the ex- 
tension of credits or the size of the program. 

With permission, Mr. Chairman, I will now describe my role in 
the USDA administrative review. I refer this committee to Under 
Secretary Crowder’s statement concerning the briefing at USDA by 
Mr. Art Wade of the Atlanta office of the USDA’s office of the in- 
spector general and Under Secretary Crowder’s subsequent deci- 
sion to send Mr. Kevin Brosch and me to Atlanta in mid-October to 
try and learn more about the BNL investigation. 

For the next few months after I returned, I was mainly occupied 
in operating the programs for which I am responsible, although I 
was present at a number of meetings involving discussions of 
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USDA’s continuing efforts to determine whether program viola- 
tions involving Iraq had occurred. 

In October through December 1989, as a precautionary step, our 
offices issued several notices and warnings to all exporters partici- 
pating in the GSM programs. These notices reminded exporters of 
the provisions in the regulations regarding after-sales services, 
their responsibilities to maintain adequate records and to provide 
access to these records, and the sanctions for false registrations and 
certifications. 

Our offices also notified exporters of a new policy, instituted by 
Under Secretary Crowder, requiring USDA price review of every 
transaction. In April 1990, I accompanied Mr. Dickerson, Mr. 
Broach, and an attorney from the State Department to Iraq to ex- 
amine Iraqi records. Again, in the interests of brevity, I will refer 
your attention to Under Secretary Crowder’s statement in which 
he outlines our findings. 

Under Secretary Crowder decided not to grant any further credit 
guarantees for sales to Iraq until the conclusion of the BNL investi- 
gation, and to request a thorough investigation by the inspector 
general into possible program abuses. 

I assisted in the preparation of the report on the USDA adminis- 
trative review which was released on May 21, 1990. That concludes 
my statement, Mr. Chairman. I will be glad to answer any ques- 
tions. 

The Chairman. Thank you very much. 

[The prepared statement of Mr. McElvain can be found in the ap- 
pendix.] 

The Chairman. Mr. Raul. 

STATEMENT OF ALAN C. RAUL, GENERAL COUNSEL, U.S. 

DEPARTMENT OF AGRICULTURE ' 

Mr. Raul. Mr. Chairman and members of the committee, I am 
pleased to respond to the request of the committee for testimony on 
issues related to the Department of Agriculture’s decision in No- 
vember 1989 to extend credit guarantees in connection with the 
sale of U.S. agricultural commodities to Iraq during fiscal year 
1990 and its administrative review of sales to Iraq. 

In September 1989, my staff was advised about a criminal inves- 
tigation of Banca Nazionale del Lavoro’s Atlanta agency involving 
allegedly fraudulent loans to Iraq. This was brought to my atten- 
tion because BNL held approximately $720 million in receivables 
assigned to it by U.S. agricultural exporters that had been guaran- 
teed by the Commodity Credit Corporation under its Export Credit 
Guarantee Programs, GSM-102 and GSM-103. 

I was later briefed on my staffs’ meetings with an investigator 
from USDA’s regional office of the inspector general in Atlanta re- 
garding BNL. Mr. Kevin Brosch in my office was assigned to follow 
up on the BNL investigation in Atlanta. Specifically, we were in- 
terested in any evidence produced in the Atlanta investigation that 
could be relevant to USDA’s consideration of a fiscal year 1990 
GSM Program for export sales to Iraq. 

I attended numerous meetings regarding these matters and 
talked often with Under Secretary Crowder, Mr. Brosch, USDA In- 
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spector General Leon Snead, and other USDA officials, as well as 
my counterparts at other agencies. My role was to provide legal 
counsel to USDA policymakers and to make sure that we obtained 
accurate and relevant information about the BNL situation, and 
that the information we received through our contacts with the in- 
spector general and his staff, the U.S. attorney's office, and 
through USDA’s own administrative review was quickly and 
widely disseminated and evaluated. 

As part of our due diligence on this matter, we sought to share 
our information and concerns as widely as possible with, and to 
learn as much as we could from, other interested agencies. To this 
end, I exchanged information with officials of the Departments of 
the Treasury, State, and Justice, the White House, the National Se- 
curity Council, the Office of Management and Budget, and the Fed- 
eral Reserve. 

In late October 1989, because of concern and uncertainty over 
the allegations, the Department decided to restrict the GSM Pro- 
gram for sales to Iraq. Instead of extending $1 billion in guaran- 
tees, USDA proposed a two-tranche plan in which only $500 million 
in guarantees would be made available up front. A second $500 
million tranche was contingent, it would be held back pending the 
results of further investigations. 

Indeed, USDA went forward with even the first tranche only 
after inquiring of the inspector general, whose investigators were 
working directly with the U.S. attorney's investigation in Atlanta, 
whether they had any evidence that would warrant not renewing 
the program. 

We were specifically advised orally and in writing that there was 
not any evidence that would warrant terminating the GSM Pro- 
gram for exports to Iraq. This was not a question that could be 
taken lightly because of the possible impact on U.S. farmers and 
exporters, on the one hand, and the serious nature of the allega- 
tions on the other. 

The two-tranche proposal was presented at a Deputies’ level 
meeting of the National Advisory Council on International Mone- 
tary and Financial Policies on November 8, 1989, which I attended. 
After a discussion that weighed the possible risks as well as the 
benefits, the two-tranche proposal received interagency support. 
Additionally, through its attorneys, BNL had provided assurances 
that it would not accept any exporter’s assignment of a CCC guar- 
antee issued in this tranche. 

USDA continued its inquiry into these matters after the Novem- 
ber 8 NAC meeting, and I was kept generally informed. In January 
1990, Mr. Brosch reported that his review of one exporter's records, 
^ntrade International, Ltd., indicated that Entraae had received 
unusually high prices from the importer for sales of sugar, rice, 
and corn during the period October 1985 to February 1987. 

It also appeared that Iraq had requested certain exporters to pro- 
vide after-sales services and to pay Iraqi stamp taxes. To the extent 
that exporters actually provided these payments or services, but 
did not deduct them from the sales prices registered with CCC, the 
exporters violated GSM program requirements. 

The high prices paid to Entrade seemed to mirror high prices 
paid by Iraq to other exporters during the same period. Because 



102 


these high prices and Iraq’s involvement were unexplained, USDA 
determined that a review of Iraq’s practices should be pursued, 
even before the results of the BNL cr iminal investigation would be 
available. 

Dr. Crowder and I agreed to try to arrange for an USDA team to 
visit Baghdad. I contacted the State Department’s Legal Advisor to 
seek his assistance in arranging the face-to-face inquiries in Bagh- 
dad. To ensure that our proposed inquiries in Baghdad would not 
jeopardize the ongoing criminal investigation in Atlanta, I also con- 
sulted with Justice Department officials and USDA’s inspector gen- 
eral. 

On April 16 through 23, 1990, Mr. Broach, Mr. McElvain, and the 
Director of the CCC Operations Division of the Foreign Agricultur- 
al Service, and FAS General Sales Manager, Paul Dickerson, ac- 
companied by a State Department lawyer, traveled to Baghdad to 
make inquiries of the relevant Iraqi officials and to review Iraqi 
records. 

After returning, the team prepared a report in which they identi- 
fied a number of GSM Program violations: The allocation of certain 
values between the price of the commodity and the price of freight, 
resulting in inflated registrations in several cases; the provision of 
after-sales services which appeared not to have been reported; and 
the failure to deduct from the registered sales value the amount of 
Iraq’s stamp taxes paid. 

Based on these violations, USDA determined not to make and 
did not make any additional credit guarantees available, subject to 
a full investigation to be completed by USDA’s office of the inspec- 
tor general and the conclusion of the BNL criminal investigation in 
Atlanta. 

Also during this time, I accompanied Dr. Crowder to brief the 
leadership of the House and Senate Agriculture Committees about 
the results of our administrative review. We advised them of 
USDA’s intention not to extend any further credit guarantees. We 
also informed other agencies and circulated USDA’s draft adminis- 
trative report. On May 21, we released the report to the public. 

That concludes my statement, Mr. Chairman. I would like to 
thank you for your civility and courtesy in these proceedings, and I 
would be happy to respond to any questions you or the committee 
may have. Thank you. 

The Chairman. Thank very much, Mr. Raul. 

[The prepared statement of Mr. Raul can be found in the appen- 
dix.] 

The Chairman. Mr. Broach. 

STATEMENT OF KEVIN BROSCH, DEPUTY ASSISTANT GENERAL 

COUNSEL, OFFICE OF GENERAL COUNSEL, U.S. DEPARTMENT 

OF AGRICULTURE 

Mr. Brosch. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I am here today 
in response to the committee’s request for information regarding 
the decision of the Department of Agriculture, in November 1989, 
to extend credit guarantees in connection with export sales of 
United States agricultural commodities to Iraq during fiscal year 
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1990, and with respect to the administrative review conducted be- 
tween October 1989 and May 1990 of sales to Iraq facilitated 
through these programs. 

In April 1989, 1 began serving as an attorney in the International 
Affairs and Commodity Programs Division of the USDA’s Office of 
General Counsel after 7V& years in private practice. 

I had a very limited role in the decision to extend fiscal year 
1990 credit guarantees in connection with y sales to Iraq. I did not 
participate in the formulation of USDA proposals, nor in any of the 
consultations between USDA and representatives of Iraq. My in- 
volvement was to attend a meeting of the staff group of the Nation- 
al Advisory Council on International Monetary and Financial Poli- 
cies on November 3, 1989. I was asked to attend in the event that 
other agencies asked questions regarding the investigation initiated 
in Atlanta in August 1989 by the U.S. attorney for the Northern 
District of Georgia into the allegedly fraudulent loan scheme being 
conducted by officials of the Atlanta agency of Banca Nazionale del 
Lavoro. I was also asked to prepare a detailed memorandum of 
issues arising from the BNL investigation for interagency circula- 
tion prior to the NAC meetings in November 1989. 

I was thoroughly involved, however, in the USDA inquiry into 
Iraq's participation in the GSM Program which resulted in publica- 
tion on May 21, 1990, of USDA’s report of its administrative 
review. I attended the initial meeting on September 6, 1989, be- 
tween USDA and BNL officials, in which BNL officials informed 
the Department of the investigation under way in Atlanta. I at- 
tended a number of meetings within the Department on this 
matter involving both program officials and representatives of 
USDA’s office of the inspector general. 

On October 5, 1989, Mr. McElvain, the Director of CCC Oper- 
ations, and I met with Mr. Art Wade, an investigator with USDA’s 
Atlanta regional office of the inspector general and received a 
briefing about the possible areas in which the Atlanta investigation 
might proceed. The details in that briefing are addressed in Under 
Secretary Crowder’s testimony. 

After the meeting with Mr. Wade, Under Secretary Crowder di- 
rected me to make additional inquiries into various issues relating 
to Iraq’s participation in the GSM Program. The purpose of this in- 
quiry was to determine whether there was any evidence to suggest 
involvement by Iraq or Iraqi officials in program violations that 
would alter our judgment about continuation of a Credit Guarantee 
Program for United States agricultural exports to Iraq. This ad- 
ministrative review was not a criminal investigation and, in fact, 
we had to take special care to ensure that nothing that we did 
interfered in any way with the criminal investigation being con- 
ducted in connection with the grand jury proceedings in Atlanta. 

In conducting this inquiry, I initially traveled to Atlanta on two 
occasions in October 1989 to meet with the assistant U.S. attorney 
in charge of the BNL investigation and with officials of USDA 
office of inspector general’s Atlanta regional office participating in 
that investigation. I also spent several days reviewing various bank 
records of past CCC transactions. 

Based on the initial information I gathered during October, I pro- 
ceeded in November and December 1989, to do a review of the 
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records of Entrade International, Ltd., a New York baaed exporter 
that appeared to be the target of the Atlanta investigation. I also 
reviewed CCC records of other COC-guaranteed transactions regis- 
tered by other exporters, the prices of those transactions, and 
USDA records regarding relevant market prices during that period. 

In January 1990, I presented a preliminary analysis to Under 
Secretary Crowder which indicated that Entrade had received 
higher than expected prices for sales of sugar, rice, and com during 
the period October 1985 through February 1987. The preliminary 
report also noted potential problems in such areas as after-sales 
services and stamp tax payments. 

During the week of April 16 to 28, 1990, again at Under Secre- 
tary Crowder’s direction, I traveled to Baghdad to review Iraqi files 
with Mr. McElvain and Mr. Paul Dickerson, the FAS general sales 
manager. We were accompanied by a State Department lawyer. 

After returning, I wrote a report of the inquiry and presented it 
to Under Secretary Crowder. This report concluded that Iraq h«d 
been complicitous in several violations of GSM Program require- 
ments. Those findings, and the basis for them, are set forth in the 
administrative review report, which has been a matter of public 
record since May 21, 1990, when the report was released. 

Dr. Crowder ultimately decided not to extend further credit guar- 
antees for sales to Iraq until the completion of the BNL investiga- 
tion in Atlanta and a further investigation into Iraqi participation 
in the GSM Program, which he requested the office of die inspector 
general to undertake. 

That concludes my statement, Mr. Chairman. I am prepared to 
respond to any questions you or the members may have. 

The Chairman. Thank you very much, sir. 

[The prepared statement of Mr. Broach can be found in the ap- 
pendix.] 

The Chairman. Mr. Snead. 

STATEMENT OF LEON SNEAD, INSPECTOR GENERAL, U.S. DE- 
PARTMENT OF AGRICULTURE; ACCOMPANIED BY CRAIG L. 

BEAUCHAMP, ASSISTANT INSPECTOR GENERAL FOR INVESTI- 
GATIONS, U.S. DEPARTMENT OF AGRICULTURE 

Mr. Snead. Thank you, Mr. Chairman. I too, am pleased to 
appear before you today to discuss our audits and investigative ac- 
tivities relating to USDA’s Export Credit Guarantee Program. 

In preparing for this hearing, Mr. Chairman, you expressed in- 
terest in three areas that I might comment on. First, a listing and 
summary of our audits and investigations related to Iraq; an over- 
view of the abuses uncovered related to Iraq; and an overview of 
our investigation of the BNL. With your permission, Mr. Chair- 
man, I would like to provide my statement for the record and sum- 
marize my remarks here now. 

The Chairman. Certainly, without objection. It so ordered, and I 
might advise the other witnesses that the same request is made in 
your case, your prepared text will be as you give it to us and it will 
appear after your oral statements, if you decide to sum up certain- 
ly, Mr. Snead. 
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Mr. Snxad. Since 1988, the office of inspector general has con- 
ducted four audits and several criminal investigations related to 
the Export Credit Guarantee Program administered by CCC. 

Our reviews, which included sales transactions to several coun- 
tries including Iraq, identified four significant areas where im- 
provements were needed in program controls and procedures. We 
found that commodities of foreign origin were exported under the 
program as United States goods; exporters received excessive credit 
guarantees by inflating sales prices on GSM commodities; after- 
sales services payments were made to Iraq; and CCC’s process for 
wasesfling the creditworthiness of foreign banks needed strengthen- 
ing. 

In September 1989, we completed an audit to determine whether 
FAS’s management controls were adequate to ensure that only 
commodities of U.S. domestic origin were included in exports guar- 
anteed under the program. We also reviewed the reasonableness of 
sales prices charged by exporters. 

Our audit disclosed that FAS controls did not prevent the sales 
of foreign origin commodities under the program. Exporters had in- 
cluded foreign products in 5 of the 11 commodities we reviewed, in- 
cluding planting seeds, soft drink concentrates, tobacco, and wood 
pulp. Most of the loans where we noted problems were for tobacco 
shipments which contained between 25 and 100 percent of foreign 
product. 


We also noted in our audit that exporters’ profits appeared to be 
excessive. For example, we noted profit margin ratings ranging 
from 28 percent on wood pulp to 420 percent on soft drink concen- 
trates. We were unable to compare these profit margins to the 
profit margins of other exporters* non-GSM sales because exporters 
refused us access to their records for the commercial transactions. 


We recommended that FAS not allow sales prices of commodities 
sold under the GSM Program to be greater than the prices of simi- 
lar commodities sold outside the GSM Program, and that it estab- 
lish a monitoring system for this process. FAS subsequently imple- 
mented a pricing system in early 1990. Also FAS has taken action 
to clarify the definitions of U.S. agriculture commodities, require 
certifications from the exporters as to commodity origin, strength 
compliance activities and require companies to grant auditors 
access to records of non-GSM transactions. 


In March 1991, we completed a second audit but continued the 
evaluation of GSM sales prices. We compared the contract prices 
for several commodities, as reported by exporters to the futures 
prices of prevailing world prices for the same commodities. All of 
the commodities included in our review, with the exception of one, 
were shipped to Iraq. 

Our audit disclosed 53 instances where the unit price reported by 
the exporters to FAS exceeded the world price futures price by as 
much as 15 percent more. For example, the differences were as 
high at 36 percent for sugar to 113 percent for rice. We concluded 
that the CCC loan guarantees for these sales could be inflated by as 
much as $78.6 million. 

We also found that exporters overstated port values or sales 
values in their applications to FAS, while including dollar amounts 
to cover after-sales services. These inflated amounts were guaran- 
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teed under the program. We determined that 11 companies made 
payments of cash or other goods totaling about $2 million, of which 
$1.9 million went to the benefit of the Iraqi Government. 

Our later investigations confirmed that $1.5 million of this 
amount related to after-sales services in sales of tobacco to Iraq. 
We determined that some of the after-sales services payments were 
for goods such as machinery parts, pickup trucks, forklifts, and 
other supplies. In other cases, we could not identify what was pur- 
chased with the payments. 

We recommended that FAS notify exporters who included after- 
sales services in their port values that they would be held liable for 
any losses in the case of loan default. We also recommended that 
FAS initiate suspension or debarment actions for those exporters 
who overstated port values. 

FAS officials agreed with our recommendations and stated that 
they would seek legal counsel in resolving these issues. 

In December 1990, we issued another audit dealing with the 
blended issue. This audit dealt exclusively with the problems relat- 
ing to tobacco exports to several countries, including Iraq. During 
this audit, we identified $147 million in GSM guarantees obtained 
by 14 firms that included foreign tobacco or after-sales services. We 
estimated losses to CCC of about $37 million due to Iraqi loans. 

We opened criminal investigation of six companies that shipped 
tobacco to Iraq. The investigation confirmed that the companies 
made false statements in their GSM applications and submitted 
false, inflated port values to CCC. The six companies subsequently 
pled guilty to these charges and were fined a total of $270,000 ana 
agreed to pay up to $1.1 million in restitution. 

In our fourth review completed in January 1990, we examined 
the process CCC used to assess the creditworthiness of the foreign 
banks that issue letters of credit to foreign buyers, and found areas 
where improvements were needed. Based on our findings, CCC offi- 
cials took immediate action to strength the approval process to a 
more in-depth financial analysis. 

The final issue, Mr. Chairman, you asked me to address concerns 
our investigation of the BNL. Since 1989, OIG has been involved in 
this investigation. We are part of a task force, which also includes 
the U.S. attorney’s office for the Northern District of Georgia, the 
FBI, the IRS, U.S. Customs Service, and the Federal Reserve 
Board. This task force investigation is ongoing and much of the evi- 
dence was gathered using the grand jury process. I am, therefore, 
precluded from making public many of the details related to this 
case. However, I can share some general information. 

The investigation began in August 1989, when the U.S. attor- 
ney’s office in Atlanta received allegations that BNL Atlanta was 
making unauthorized loans and keeping a secret book to document 
those transactions. When it was discovered that some of those un- 
authorized extensions of credit were guaranteed by the CCC, OIG 
joined the investigation. 

On February 28, 1991, a grand jury indicted three employees of 
BNL-Atlanta, The Rafidain Bank, four Iraqi officials, and a Turk- 
ish-owned corporation in New York along with its Turkish manag- 
er. Of the 10 defendants charged, two BNL-Atlanta officials and a 
Turkish corporation pled guilty and are awaiting sentencing. The 
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former BNL-Atlanta branch manager is scheduled for trial in June. 
The other defendants remain fugitives. 

One of the USDA-related abuses discovered during the BNL in- 
vestigation was the payment of after-sales services to the Iraqi Gov- 
ernment. We found a similar situation of which an exporter inflat- 
ed the value of commodities shipped to Iraq under CCC guarantees 
in order to generate after-sales services to BNL-Atlanta officials 
and others. 

Following the indictment, three other former employees of BNL- 
Atlanta also entered guilty pleas to offenses similar to those de- 
scribed in the indictment. The task force is continuing the investi- 
gation of persons and entities associated with BNL and Iraq. Some 
of these subjects were previously named as unindicted co-conspira- 
tors associated with the indictment. Other subjects surfaced based 
on the audit work performed outside of the task force by OIG’s 
auditors, and the remainder were identified using other means. It 
is likely, Mr. Chairman, that these new investigations will not be 
concluded for many months. 

That is my statement. I am available to answer any questions 
any members may have. 

The Chairman. Thank you very much. 

[The prepared statement of Mr. Snead can be found in the appen- 
dix.] 

The Chairman. Mr. Beauchamp. 

Mr. Beauchamp. I don’t have a statement. 

The Chairman. You don’t have a statement. OK. I was worried a 
little bit about the pronunciation, and if I pronounced your last 
name incorrectly, please correct me. Back home the name is well 
known and the folks there pronounce it Beauchamp, so that is the 
reason I introduced you as Mr. Beauchamp, and you didn’t seem to 
object so I guess I pronounced it right. 

Mr. Beauchamp. You have the correct pronunciation. I pro- 
nounce it Beauchamp. 

The Chairman. Mr. Snead, first let me say that I am sure I 
speak for every member of this committee; we are very grateful. 
My understanding is that you suspended or broke a commitment to 
travel to California in order to be here, and I am sure that this pro- 
longation of the hearings and having you here at the tail end com- 
plicated it. So we are very grateful to you and the other panelists 
because we appreciate what it takes, and it is very important, 
though. 

This is one in a series of hearings that began back in 1990, and 
at that time, we started out with some of the Georgia officials be- 
cause of the peculiar nature of this particular banking agency. I re- 
member or recall in one or two of the memos, Mr. McElvain, where 
apparently you were reported at one of the meetings as registering 
some doubt about whether or not the goods actually bargained for 
were not being diverted to Iraq and to some other destination. I be- 
lieve you are quoted as suspecting perhaps there was a chance that 
maybe it was Turkey destinations rather than Iraq. We know that 
the Turkish firm Entrade has been one of the defendants, and I be- 
lieve entered a plea bargaining type of agreement, if I am correct, 
Mr. Raul. Do you recall, Mr. McElvain, having expressed some 
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doubts as to whether or not these shipments were being diverted 
and, if so, what reason did you have to entertain that doubt? 

Mr. McElvain. First of all, Mr. Chairman, I believe you are re- 
ferring to the memo of October 13. Is that correct? 

The Chairman. I believe so, sir. 

Mr. McElvain. OK, I would like to point out, that I have never 
seen that memo, but I did read about the contents of the memo in 
the Congressional Record. And, Mr. Chairman, I can say that, no, I 
do not recall making any comments or having any thoughts during 
that meeting that there was a possibility of any of these commod- 
ities being diverted or bartered or whatever, for military equip- 
ment. I believe, in that way the memo mistated it 

In that memo, in my opinion, discussions of that meeting were 
misrepresented very badly. 

The Chairman. OK, sir. Well, that was the memo that was 
signed off on, and I believe it was said that Mr. Broech was 
present. 

Mr. Brosch. Yes, Mr. Chairman. The meeting was held in my 
office as a matter of fact. 

The Chairman. All right, sir. Mr. Snead reports that Entrade, as 
part of its plea bargain agreement is paying BNL fines. Is the De- 
partment seeking any fines from Entrade? And I guess that ques- 
tion would be more properly directed to counsel or deputy counsel? 
Am I correct? 

Mr. Raul. The plea agreement with Entrade was handed down 
very recently; it was May 13. As part of the plea agreement, there 
is — there are restitutionary amounts that Entrade will pay as well 
as a criminal penalty, and also Entrade enters, as part of the crimi- 
nal agreement, into a voluntary suspension and debarment from 
any further participation in U.S. Government programs. 

Whether any further action beyond that will be taken is some- 
thing that we will have to review. The plea agreement, as I said, is 
of very recent origin and must be studied, and whether any further 
action is either necessary or appropriate is something we would 
take a look at going forward. 

The Chairman. All right, sir. Mr. Snead indicates in his testimo- 
ny that the corporation agreed to pay a $1 million fine and $5 mil- 
lion in restitution to BNL in Rome, and that is the reason I was 
inquiring as to how the Department would be seeking some restitu- 
tion as well. 

You know, as I said at the outset, the processes that go to the 
heart of the policies that the Federal Reserve Board, as the mone- 
tary policy setting organization in our country, has a responsibility, 
cannot adequately and correctly gauge that policy if it doesn’t have 
the knowledge and the statistics that are necessary. 

There are several handicaps. We have a two-tiered or dual bank- 
ing system with 50 State regulatory commissions. Then, we have 
the Federal and the Federal regulatory authority, some of which 
overlap, some of which conflict, and we have a lot of premises 
there, as you well know. 

We have attempted in the last 3 years to try to target, and from 
our standpoint, offer the regulatory environment statutorily that 
would, in my mind, correct these deficiencies that I fear are very, 
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very real and present as a direct threat to the well-being of this 
Nation, financial and hanking, standard of living. 

These hearings are just part of a process that we begin almost 
immediately upon the assumption of the chairmanship. In Decem- 
ber 1988, and formerly on January 3, 1989, we, of course, had the 
first chore of the domestic. But all along, the combination of the 
fee t that a goodly percentage of the banking institutions in our 
country are not members of the Federal Reserve System and the 
added fact is that we have a contemporaneous problem of immense 
dimensions involving both domestic circulation of somewhere near 
or I guess $1 trillion in this kind of money which is reflected in the 
transactions of BNL and other similar institutions that operate in 
our country. 

We are the only industrial nation of any consequence that 
doesn't really have a screening or a regulatory oversight capacity 
to ensure that even as we are meeting here today, we don’t have 
other yet to be detected, dozens of BNLs and BCCIs. We are going 
to proceed as I indicated earlier, in a proclivity that is also, I be- 
lieve, a threat to the stability of our monetary system, and that is 
the offshore and the international, also speculative, transactions 
daily in the amount of about $1 trillion. That is actually external 
international flows. 

And in today’s time when you have instantaneous electronic 
c ommuni cation there is a real problem, and the Congress has not 
really answered the obvious need for reform and modernization 
since 1945. However, this committee has had great studies as early 
as 1969, for example, the Hunt Commission and its recommenda- 
tions. 

Last year, I introduced a bill at the beginning of the Congress on 
reforming the regulatory system and seeking a unified and respon- 
sible and independent body. But up to now and continuing to this 
day, these guaranteed aspects of credit are clearly within the 
domain of this committee. Under the rules and setting forth our ju- 
risdiction, we have total and complete jurisdiction on all credit is- 
suing and maintaining functions. That is why we have jurisdiction 
of Farmer Mac, for example, which the Department of Agriculture 
administers. 

Se with that, I want to ask one question having to do with 
whether or not at this time and prior to this time we nave had any 
changes, Mr. McElvain, because I think you are the proper admin- 
istrator to direct this question to. 

Have any changes been made in the CCC Program since the BNL 
disclosures in 1989 and the scandal? That is to say: One, country 
limitations as to the total credit allocation; two, the percentage of 
programs to be allocated to a country and that kind of reform? 

Mr. McElvain. There have been some changes made, Mr. Chair- 
man. I wouldn’t say that there have been changes made where we 
would specifically set limits at a certain percentage just to be allo- 
cated to a certain program. However, we nave set up what we refer 
to as the reconciliation committee, and I am a member of that com- 
mittee. It consists of a number of program managers, such as 
myself, the Treasurer of the Commodity Credit Corporation, some 
of our commodity division directors, and these matters are dis- 
cussed among ourselves from a fiscal standpoint as well as from a 
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market development standpoint before the proposed program is 
presented to the National Advisory Council for their views. So that 
is a new system that we have put into place. 

The Chairman. OK, sir. I will defer and maybe I will have to 
submit some of the questions in writing or we might have one or 
two later, but Mr. Leach. 

Mr. Leach. Well, I thank the Chair. Let me just say, I think the 
Chair’s interest in the investigation into a quasi-goveramental pro- 
gram that involves banking is very serious. There are clear viola- 
tions or apparent violations of the U.S. law with regard to a pri- 
vate bank that is foreign owned. There has also been revealed 
today some sincere criticism about misjudgments in the govern- 
ment, but I would like to ask each of you a question I asked earlier. 

From your perspective, Ms. Veneman, do you know of any 
wrongdoing within the Government of the United States? 

Ms. Veneman. Absolutely not. 

Mr. Leach. Mr. McElvain. 

Mr. McElvain. No, I do not. 

Mr. Leach. Mr. Raul. 

Mr. Raul. Absolutely not. 

Mr. Leach. Mr. Brosch. 

Mr. Brosch. No. 

Mr. Leach. Mr. Snead. 

Mr. Snead. No, sir. 

Mr. Leach. Mr. Beauchamp. 

Mr Beauchamp. No, sir. 

Mr. Leach. Mr. Chairman, I have no further questions. 

The Chairman. Mr. Vento. 

Mr. Vento. Mr. Chairman, thank you. 

Mr. Raul, you serve with the General Counsel of USDA. I under- 
stand, and we appreciate all of your testimony and patience today. 
It has been a — but I think it is necessary to go into some questions 
at this point. 

On May 16, 1990, Mr. Raul and Mr. Crowder, who testified earli- 
er, sent a memo transmitting the USDA administrative review to 
Timothy Deal, Special Assistant to the President at the White 
House and Senior Director of International Economic Affairs to the 
National Security Council. 

The transmittal memo says, “Attached for your review and clear- 
ance is a draft report of the USDA administrative review of certain 
transactions in connection with the GSM CCC Program for Iraq.” 

Why did this document have to be reviewed by tne National Se- 
curity Council, Mr. Raul? 

Mr. Raul. Yes, sir. It did not have to be reviewed by the Council. 
It was also sent, as you will note from the May 16 document to 
which you refer, to the State Department, to the Justice Depart- 
ment, and internally it was sent to our office of inspector general. 

The reason that we wanted to circulate this memorandum for 
comment and review is to ensure that it was — from the standpoint 
of information available to other parties — it was accurate, that — to 
the extent that there were agencies who were involved in the for- 
eign affairs of the United States that they would have an opportu- 
nity to see the document, to make any comments on it, from the 
standpoint of the Justice Department in particular, it was sent to 
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the— I believe the Assistant Attorney General, Mr. Ed Dennis, to' 
assure that there was nothing in the report that would compromise 
any ongoing criminal investigation, which was something about 
winch we were always extremely judicious. 

Mr. Vento. But still 

Mr. Raul. And I was advised by Mr. Dennis that the report 
was — that they had no objection to it, and similarly it was sent to 
the office of inspector general. So that there was nothing untoward 
about its being sent to the National Security Council or State De- 
partment or Justice. 

Mr. Vento. Well, do you send all such reports to the National 
Security Council, the State Department, the Justice Department? 

Mr. Raul. In point of fact, I try to circulate as much as I can to 
as many people as possible, because it has always been my philoso- 
phy that the more eyes and the more help that you get on a docu- 
ment or on any piece of work, the more likely it is you will get it 
right. So there is nothing — there was nothing odd about sending it 
to any of those parties. 

Mr. Vento. How many of these do you put out a year, this type 
of report? 

Mr. Raul. I am not aware of any other report like that at all. 

Mr. Vento. I thought maybe you would say it was unusual but it 
isn’t, I guess. So you send these reports to the National Security 
Council. Can you give me a list of reports or documents that you 
have sent to the National Security Council in the last couple of 
Tears? 

Mr. Raul. I don’t have any such list but — there is nothing odd 
about circulating — this is just an interagency review. 

Mr. Vento. I see. I would like to see such a list. I would like 
some examples, if I could have it. 

Mr. Raul. Well, some examples we could provide you, I suppose, 
although there is no list that exists of what is circulated. 

Mr. Vento. I would like a complete record of it. 

Mr. Raul. Of all documents over 

Mr. Vento. Yes, sent to the National Security Council. 

Mr. Raul. Well, I will see what we can provide on that. 

Committee Note : Mr. Raul attempted to mislead the Banking Committee during 
the hearing by stating that it was “normal practice” to communicate with the 
White House regarding decisions related to the CCC program. Mr. Raul was given 
the opp o rtunity to provide documentation supporting his assertion, but he could 
produce no evidence of such communications. In fact, it is highly unusual that the 
White House would become involved in a CCC program decision. Iraq was the excep- 
tion. 

Mr. Vento. Here I have a Miss Sandra Charles who works for 
the National Security Council. Is it your practice to receive a draft 
release for the release of such documents from the National Securi- 
ty Council? Are they serving as your public relations agent in this 
particular instance? 

Mr. Raul. Absolutely not. But, of course, the — not only did the 
abject of the report concern a matter that involved another coun- 
ty, but, in fact, involved a trip to another country. So with both 
the State Department and National Security Council, their inter- 
rets are in international relations of the United States, and the 
nport a ddr essed a matter involving another country and a trip to 
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another country. So I believe there is really nothing exceptional 
about it at all, and 

Mr. Vento. Let me just read the heading for you. 

It says: “Dear Dick, with this press release, the National Security 
Council has no objection to your releasing this report, suggest you 
coordinate with the State.” 

What are they talking about, no objection to releasing the report. 
Are they approving it? 

Mr. Raul. Mr. Vento, a “no objection” and “clearance” are two 
of the most basic and relatively low level statements of bureaucra- 
tese. 

Mr. Vknto. Of the National Security Council low level? Who is 
Sandra — who is Sandra Charles? What is her role there? 

Mr. Raul. I am not certain, Mr. Vento. I don’t believe I am fa- 
miliar with that individual. I may have met her at some point. 

Mr. Vento. Well, she is the Director of the Northeast and South 
Asian Affairs for the National Security Council. I don’t know if you 
came to the White House. You sent her numerous memos, I guess. 
You said you send a lot of memos to them all the time. 

Mr. Raul. There would be nothing awkward about that. I am 
sure that the National Security Council, the State Department, 
Justice Department, receive every day a complete array of docu- 
ments from lots of other agencies, just as we do. The Department of 
Agriculture receives 

Mr. Vento. Thanks for giving me that answer. 

Mr. Brosch, what was the role of the National Security Council 
in this document? 

Mr. Brosch. In what document? 

Mr. Vento. The administrative— the documents we have been 
talking about. You have been here at the table. The administrative 
review of the Iraq GSM-102 Program. 

Mr. Brosch. That is all I know. The 

Mr. Vento. That is automatic. You know about it? You don’t 
know anything about this? It seems to me your name is on one of 
these memos that I have here, on several of them. For instance, 
have you sent to — from Kevin J. Brosch to Sandra Charles, Direc- 
tor. You sent memos to her on this particular matter. You don’t 
know anything about this, these memos you have sent? And to 
someone by the name of Nicholas Rostow, who is also a General 
Counsel for the National Security Council? You don’t know — these 
are from you. I mean, you don’t know — you sent him a long memo. 

Mr. Brosch. Mr. Vento, if you would ask me a specific question 
about a specific document, I would be glad to answer it, but I really 
don’t know what you are talking about the way you are going on. 

Mr. Vento. I am not going on any way. I asked you what the 
role was of the National Security Council with regards to this docu- 
ment. That was my first question. You said, I don’t know anything 
about it other than the title of it. You know nothing more about it 
than the title of it? 

Mr. Wylie. Mr. Chairman, why doesn’t he identify the docu- 
ment? 

Mr. Vento. I did identify the document. 

Mr. Wylie. Show it to him, then. 
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Mr. Vknto. I read the title of the document. I think Mr. Broach 
is familiar with the document 

Mr. Raul. I believe there are different documents here. 

Mr. Vknto. I am not asking you a question now. 

Mr. Raul. Would you just identify the document? Because you 
provided other documents. The document that was sent to the Na- 
tional Security Council, the State Department the Justice Depart- 
ment and our office of inspector general which concern the admin- 
istrative review report ana draft press release was something circu- 
lated by Under Secretary Crowder and myself to those individuals. 

I received word back from the office of inspector general and 
from the Justice Department. As the document that you read re- 
ferred to from Ms. Charles, evidently she responded to Mr. 
Growder. Whether the State Department responded at all 

Mr. Vknto. Thank you. Thank you. The document I am referring 
to is an April 2 document, 1990, U.S. rice exports to Iraq, Agricul- 
ture Export Credit Guarantee Programs, GSM-102, memorandum 
to Sandra Charles from Kevin J. Broach. 

What was your purpose in sending this to the National Security 
Council, if you can recall, Mr. Broach? 

Mr. Brosch. You have got the documents mixed up. I never sent 
this document to the National Security Council, Mr. Vento. You 
have got your documents mixed up. 

Mr. Vknto. Ones that you have before you are not, they are not 
documents that you sent to the National Security Council? 

Mr. Brosch. The cover sheet is correct. That is my handwriting. 
That is my cover sheet. The attached document that you are refer- 
ring to is not the document that I sent to either Ms. Charles or 
Nicholas Rostow. 

Mr. Vknto. Did you have a role in the preparation of the admin- 
istrative review document of Iraq? 

Mr. Brosch. I wrote the administrative review. 

Mr. Vknto. And what is the — were there any modifications in 
this document after the date of exchange between Mr. Raul and 
die National Security Council? Were there changes in this docu- 
ment? 

Mr. Brosch. Not to my knowledge. 

Mr. Vknto. Mr. Brosch, why is the inconsistency between the 
language and the lack of interpretation of the Arabic and Turkish 
documents in here and the conclusions? How do you account for 
the differences between the statements of fact with regards to — not 
being able to make determinations based on the documents and the 
conclusions in this particular document? 

Mr. Brosch. I don't accept your premise, Mr. Vento, that there 
are inconsistencies. There are differences in language, but that is 
because the people that drafted the statement, the summary state- 
ment, summarized it the way they did. 

Mr. Vknto. Did you participate in the Department’s administra- 
tive review, which uncovered no evidence to suggest there had been 
diversion of commodities sold to Iraq? That is not your statement? 

Mr. Brosch. That is a correct statement, yes, sir. 

Mr. Vknto. You think it is correct. But you had not — in other 
words, in the series of questions to Mr. Crowder, we established 
that the documents were never interpreted. 
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Mr. Brosch. I don’t think you established that, Mr. Vento. That 
is not quite accurate. I think what Mr. Crowder said is the docu- 
ments that we had brought back have never been sent out for 
formal interpretation. 

But let me tell you, Mr. Vento, that while we were in Iraq and 
we were in Baghdad at those meetings, we had an interpreter from 
the Embassy. We sat down with the documents that were brought 
out. There were thousands of documents. We went through those 
and we confirmed with the people that were there interpreting at 
the time that those indeed appeared to be what they were repre- 
sented to be. 

Mr. Vento. Well, the thing is, we were looking obviously at 
Baghdad, we were also looking at the Gearbulk-led joint venture 
documents, and you said they offered to make these records avail- 
able, but you didn’t even receive the records. You don’t have the 
records there. 

Mr. Brosch. No, sir, they were in Amman, Jordan. 

Mr. Vento. You didn’t have them so, obviously, you didn’t close 
that particular loop. You didn’t close that loop. 

Mr. Brosch. We never looked at those records. 

Mr. Vento. That is right. So, obviously, you don’t know the 
answer to the question. So there is an open-ended 

Mr. Brosch. That is right, sir, we do not know the answer. 

Mr. Wylie. Obviously, if they didn’t see the documents, they 
don’t know the answer. 

Mr. Brosch. We know what we represented in the report, sir. 

Mr. Vento. In your office — you said the meeting took place in 
your office on October 13, 1989. A key sentence in that memo — 
which, apparently, you have not seen before; it was put in the Con- 
gressional Record — but it goes on to say that, likely, the CCC-guar- 
anteed funds and/or commodities may have been diverted from 
Iraq to third parties in exchange for military hardware. 

McElvain reported that although in the cases where adequate 
documentation exists, CCC commodities can be traced as far as 
Jordan and Turkey. In many cases, it is not clear that they ever 
reached Iraq. Where documents indicate shipments arrived in 
Baghdad, the timing appears improbable. Shipments arrive in 
Baghdad prior to arrival, arriving at interim posts. 

McElvain and the USD A IG are concerned that commodities 
were bartered in Jordan and Turkey for military hardware. BDLA 
paperwork is so sloppy at this point that it may be months, or 
never, that we can reach a firm conclusion on the diversion issue. 

Were you in that meeting? 

Mr. Brosch. I was in that meeting, sir. 

Mr. Vento. And what is your comment with regard to the veraci- 
ty of these notes? 

Mr. Brosch. These notes are totally misleading. They do not rep- 
resent the conversation that was had in that meeting on October 
13, in my view. 

Mr. Vento. Mr. Snead, you have not commented on this particu- 
lar aspect. It does suggest that you and the IG are concerned that 
commodities were bartered. Can you comment on this? 
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Mr. Snead. We do not have any evidence that items were divert- 
ed or anything like that, and I don’t think we have any evidence 
about anything being bartered. 

Hold on one second. We do not have any evidence that items 
were bartered. 

Mr. Vknto. Were you in this meeting? 

Mr. Snead. No, I was not. 

Mr. Vento. Mr. Brosch. 

Mr. Bbosch. Excuse me. If I could, I will explain what happened 
in that meeting, and perhaps that would illuminate the issue, if 
you would like. 

Mr. Vento. I don’t know if it will illuminate it, but it will help to 
have your explanation. 

Mr. Bbosch. I would be glad to, sir. This meeting occurred be- 
cause Ms. Veneman had gotten a call from the State Department, 
right after I had returned on my first trip to Atlanta, and with the 
request that they be able to send over somebody to get briefed on 
what was going on down in Atlanta. 

As I testified, I had been sent there by Dr. Crowder to try to 
figure out what was happening in that investigation, and we had 
arrived back on October 12. That was the following morning that a 
Mr. Lemay came over to my office and he met with me and Mr. 
McElvain and Mr. Bonner of my office and my Associate General 
Counsel, Mr. Conway. And I think you can see the participants are 
so listed in this memorandum. 

I do recall that meeting very well. One of the reasons I recall 
that, was that Mr. Lemay, who arrived, had never heard of the 
GSM Program before he arrived. He was not familiar with the 
BNL investigation. He was, he represented himself as a new kid on 
die beat. He had not been to Atlanta. 

We gave him the information that we were giving everyone else 
at the time: That there was an investigation going on; that there 
were a series of allegations going on; that the evidence had not 
been adduced at that point in time. We had a long discussion of 
thin, and then Mr. Lemay went back and, apparently, wrote this 
memorandum, which I had not seen. He never called me to ask me 
to review his memorandum for its accuracy or anything. I had not 
seen it until it appeared in the record. 

Today, we have a sort of reunion of sorts, Mr. Vento, of those 
five individuals in the meeting. Four are in this room right now; 
Mr. McElvain, myself, Mr. Conway, and Mr. Bonner. And I will tell 
you my recollection is that this is totally inaccurate of t h e 

Mr. Vento. It does mention USDA’s Brosch noted the U.S. attor- 
ney said there was some indication that diverted funds and possi- 
bly direct bank-lent funds were used to procure nuclear-related 
equipment. Noted in particular were a nuclear fuel compounder 
and nose cone. Here the evidence of CCC diversion was not fully 
developed. The case remains open. DOD is investigating this aspect 
of the problem. 

We have asked to have a lot of witnesses and material be sent by 
the President, and it hasn’t happened, so we are dealing with what 
we have. He seems to have your name spelled correctly. 

Mr. Bbosch. That he £ot, Mr. Vento. Beyond that, I am not too 
tore if he got anything right 
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But I will say, Mr. Vento, that I have had this conversation actu- 
ally before with Mr. Kane, of your committee staff, who called me 
and told me about this document several months ago. And I told 
Mr. Kane at the time that if the committee would just look at the 
record, you will see that there are documents contemporaneous in 
the record that were describing what we were explaining both to 
our superiors in the Department and to other people in the inter- 
agency process at the time, and it certainly is not what you find in 
Mr. Lemay’s memo. 

I would point your attention, Mr. Vento, to the documents that 
we submitted, which are numbered 319 to 325. You will see it is a 
memorandum that I wrote, it is a draft, on October 20, which is 
about a week after this meeting, to my superiors, Ms. Bollington, 
the assistant general counsel, and to Mr. Conway, describing what 
was the situation in Atlanta at the time. And you will see it is a 
very, very different account than what you have in the October 13 
memorandum. 

All I can say is I can’t account for why Mr. Lemay wrote this. He 
wrote it. You will have to ask him, but it is certainly not accurate, 
in my judgment. 

Mr. Vento. Well, Mr. McElvain already spoke to this issue, but I 
have read this statement. 

This is attributed to you in this memo, Mr. McElvain. Do you 
have any comment on this? You heard the statement where it said 
Baghdad — the real point is you haven’t demonstrated or evidenced 
that the shipments did arrive in Baghdad or did arrive in Iraq. 
This is the other issue that you are trying to demonstrate. 

But it says where documents indicate shipments arrived in Bagh- 
dad, the timing appears improbable. Shipments arrived in Baghdad 
prior to arriving at interim posts. 

Mr. McElvain. Mr. Congressman, I just don’t recall having that 
discussion with Mr. Lemay. 

Mr. Vento. But McElvain and the U.S. inspector general are 
concerned that commodities were bartered in Jordan. And, of 
course, this is the inspector general. 

Mr. Snead, you are the inspector general at this time, are you 
not? 

Mr. Snead. That is correct. 

Mr. Vento. That is why I wanted you to add your voice here to 
this. 

Mr. Snead. I was not in that meeting and I don’t know what 
went on and I am not familiar with the memorandum. Really, this 
is my first hearing of some of those details about it, and I didn’t 
contribute to any of that. 

Mr. Vento. I have just come here. I am not an expert. I have 
worked on a million things and I am just asking questions; if you 
knew anything about these documents. I understand there is a dif- 
ference, but I didn’t create that. I am trying to resolve it, and I 
want to, we want to get to the bottom of the issues. 

Mr. Chairman, you have been very generous with the time, and 
my apologies if I have disabused the witnesses; I didn’t intend to, 
and I appreciate my colleagues’ patience. 

The Chairman. Mr. Wylie. 
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Mr. Wylie. Mr. Chairman, I am sorry I had to leave for a while, 
but I want to commend this panel and commend the witnesses for 
what I have heard here. It has been a very grueling day, I would 
suggest to you, given the direction that some of the questioning has 
taken. 

But I would conclude by saying that at least while I was here, I 
learned that there might have been mistakes made, mistakes in 
policy, but the policy mistakes, if there were policy mistakes, were 
certainly bipartisan, and many Members of Congress also thought 
Saddam Hussein could be helpful to us, given the situation we 
found ourselves in with Iran several years ago. 

While I was here, I heard no evidence of any wrongdoing or no 
evidence of illegality. All of our witnesses have testified to that. Fi- 
nally, Mr. Chairman, I believe that these hearings have served a 
valid purpose from that standpoint, but, from what I have seen, I 
have not seen any evidence of wrongdoing that would suggest the 
appointment of a special prosecutor. 

I do want to compliment the witnesses for their forthcomingness 
and their willingness to come here and help us resolve this situa- 
tion. 

Thank you, sir. 

The Chairman. Certainly. Let me clarify that. 

You know, there is more than one committee. In fact, the Agri- 
culture Subcommittee has been on this for some period of time and 
they are joining the request, as well as members of the Judiciary 
Committee. So it isn’t anything that is necessarily unilaterally gen- 
erated here. 

There was just one thing I was going to follow through here, and 
iko the question I raised with respect to that memo note. Even 
though you find no evidence that there was a diversion of the deliv- 
eries, did you ever have proof that they were delivered as commit- 
ted to Iraq? 

Mr. Snead. No, we did not, Mr. Chairman. 

The Chairman. All right. 

Well, these questions, at least from my standpoint, are not being 
asked in order — -I have pointed out from time immemorial and at 
the outset of this hearing today, I said we were not invoking rule 
10 or 11 and a full investigatory panoply. It has been very difficult, 
and we had a hard time explaining to a lot of citizens and col- 
leagues why we were not doing something about Charles Keating 
in the case of the Lincoln S&L failure. 

We did invite him to testify and he did appear. He came. We 
summoned him, he took the fifth amendment, and it was his right, 
and we stayed within the rules. We have had very good, defined, 
and time-tested rules since the 1950’s governing the rights of wit- 
nesses that appear before us. But the main thing is that we have 
to, time and time again, explain that we have limited jurisdictions; 
that is, we are not a iudiciary body, we are not a prosecutorial 
tody, we are just simply a committee of the Congress that under 
°ne of its last remaining three fundamental constitutional powers, 
the right to know, is exercising that right. 

But in this case, there was not and could not be construed as any 
Preconceived notion that anybody was guilty of anything because 
*e were not placing the witnesses under oath. We simply are 
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grateful that you answered our invitation to appear. We are ex- 
tremely grateful. It does help the committee immensely and we are 
going to proceed and have other hearings with other witnesses sub- 
sequent to this. 

Yes, Mr. Brosch. 

Mr. Brosch. Mr. Chairman, out of fairness to Mr. Vento, in one 
of the questions he asked, I think I didn’t quite finish responding to 
an inquiry he had about the NSC fax document, and I would like, 
out of fairness, to tell you what that is about too, sir. 

When we were about to go to Iraq, we were coordinating the de- 
tails of arranging for that visit and making a request to the State 
Department, and I was coordinating that with a lawyer at the 
State Department. I sent him a copy of that. 

In a conversation that we had before, I sent him the copy of our 
request by fax. He asked me to fax a copy of that to Mr. Rostow 
and to Ms. Charles, and that is why you see those particular faxes 
in this. 

And, as a matter of fact, I have in my documents, which I have a 
copy of the ones I produced, I can show you where that document 
is and which documents are properly attached. 

Mr. Vento. I think, Mr. Chairman, for the record, we might 
want to get together with staff and have them go through the docu- 
ments so we get — apparently, the stapled sheets we had were the 
wrong cover sheets for the wrong documents. I just assumed they 
were correct. 

Mr. Brosch. I think you had made a fair question, Mr. Vento, 
and I wanted to give you a fair answer. 

Mr. Vento. Mr. Chairman, I had another question, too, on this 
National Security Council Directive No. 26. Were any of you in- 
formed of this particular directive? Were you involved in the appli- 
cation of it? 

Mr. Snead, did you discover the existence of this document 
before; were you aware of it? 

Mr. Snead. No. 

Mr. Vento. In terms of your report, it is reported, in one of the 
documents the chairman dealt with, the National Advisory Council 
deputies meeting of November 8, 1989. Obviously, Mr. Crowder was 
and others were aware of it, but it didn’t come up in any other 
types of reviews here. 

You were not made aware — Mr. Raul, were you aware of it? 

Mr. Raul. I was aware there was such a directive. I think it 
might have been mentioned at that November 8 meeting. I have 
not ever seen the document, but its existence is not a surprise to 
me. I think it did come up at the NAC meeting. If not there, some- 
where else. But, again, I have not seen it. 

Mr. Vento. Well, the obvious connection with the National Secu- 
rity Council and the fact they have directives and you are sending 
documentation back and forth with regards to Iraq, I think, is 
something that is of interest, obviously, to the committee, in the 
sense of the judgments and/or the influence in the judgments that 
were made. 

There is indication, Mr. Chairman, in terms of responding to 
Senator Leahy’s questions in the Senate, I am sure my chairman 
will recall, and others that have studied the documents, that Mr. 
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Crowder said that he was not under any unusual pressure in terms 
of making these decisions. 

Well, I think that as we looked at further documentation that we 
have from this, there was intense debate within the administra- 
tion. In fact, I can point out in the record here there was intense 
debate within the administration. One of the documents I have in- 
dicates there was intense debate here; that this was a big issue, a 
big policy issue. 

This was not just a regular issue in this. And trying to suggest or 
minimise it by saying we sent everything to the Security Council is 
not helpful to me. 

Mr. Raul. No, Mr. Vento, it was a big issue. There was a debate. 
There were, as others in the first panel discussed with you this 
morning, there was considerable discussion over the benefits and 
rides of going forward. It was a matter that was, as I said in my 
testimony, not taken lightly at all, because the risks were per- 
ceived; the benefits were also perceived. So there was considerable 
discussion over this matter. 

I think that I certainly have not intended to suggest that this 
was routine, nor do I believe anyone else testifying today has sug- 
gested that this was entirely routine. There were many consider- 
ations that were examined and discussed. 

Mr. Vknto. Were you aware of the communication between Sec- 
retary Baker and Yeutter at the Department in terms of this par- 
ticular issue, Mr. Raul? 

Mr. Raul. I was not at the time, no. [Clarified by Mr. Raul’s 
letter of May 21.] 

Mr. Vknto. And, of course, that has come up now. I think Mr. 
Crowder, in responding to Senator Leahy’s questions, said there 
were no political considerations. Everyone is entitled to their own 
political considerations and interpretations and questions, but, 
dearly, this went into, I think, quite high levels in terms of what 
decisions were made here. Obviously, it would be helpful to see the 
national security directive and the other materials. 

I appreciate the response of the witnesses, Mr. Chairman. Thank 
you. 

The Chairman. Thank you very much. And, gentlemen, and 
lady, thank you very much. The hour is late. You have been most 
patient. You have gone way beyond the call of duty. We are grate- 
ful. 

Mr. Brosch. Thank you, Mr. Chairman. 

The Chairman. I wanted to recognize the staff, Mr. Dennis Kane 
ind his very able associate, Ms. Debra Carr, who is also counsel. 
Also, they are both professional staffers, and want to acknowledge 
their great work. 

So thank you again very much, and the committee stands ad- 
journed until further call of the Chair. 

Mr. Brosch. Thank you, Mr. Chairman. 

Mr. Raul. Thank you, Mr. Chairman. 

[Whereupon, at 5:40 p.m., the hearing was adjourned, subject to 
the call of the Chair.] 
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APPENDIX 


May 21, 1992 


PLEASE N0TE1 

Additional appendix material can be found in Part 2 
of this heading . 
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Opening 8Ut««at of Hoary B. Qonsales, Chairman 
Committee oa Bonking, Finonoo and Urban Affairs 

Hoaring on tbo Motional Advisory Counoil (MAC) Dooision 
to Approve tho $1 billion FT 1990 Commodity crodit Corporation 
(CCC) Progran for Iraq and tho Department of Agriculture's (USDA's) 
Administrativo Review of tho BML Boandal 

May 21, 1992 

We meet today for the fourth time to hear testimony related to 
the Banking Committee's investigation of the Atlanta branch of the 
Banca Nazionale del Lavoro (BNL) . The Committee's investigation 
revolves around the over $4 billion in loans the Atlanta branch of 
BNL provided to Iraq beginning in 1985 through August 1989. The 
scope of the Committee's investigation includes Iraq's and BNL'm 
participation in Export-Import Bank and Commodity Credit 
Corporation (CCC) programs as well as the BNL role in funding 
Iraq's military technology procurement network. 

So far the Committee's investigation has uncovered that the 
system of regulating and supervising branches and agencies of 
foreign banks was wholly inadequate. Legislation that I introduced 
closed loopholes in the banking laws and also restructured the 
system of supervision governing foreign banks. 

The Committee's investigation has also revealed painful, 
scandalous details about the flawed U.S. policy towards Iraq 
including the Administration's misleading statements to the 
Congress . 

In the coming months, the BNL investigation will provide new 
details on the U.S. role in arming Iraq including information about 
BNL's role in funding the Iraqi military technology procurement 
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network, and tha role many U.S. companies played in arming Saddam 
Hussein. In addition the investigation will explore the Reagan and 
Boeh Administration's role in facilitating the arming of Iraq. 

As a result of this investigative effort, I recently 
introduced legislation that will force the U.S. to vote "SO" on IMP 
and multilateral development bank loans to countries that do not 
adhere to the nonproliferation regimes that thwart the spread of 
weapons of mass destruction. It also tightens regulations 
governing the activities of foreign banks operating in the U.S. 

As today's hearing will show, the Bush Administration's policy 
toward Iraq was seriously flawed. The Administration hoped to 
moderate Iraq's behavior by providing Saddam Bussein with billions 
of dollars in financial assistance and U.S. technology. I find it 
hard to understand how the behavior of the new Adolf Hitler, as 
President Bush has since referred to Saddam Hussein, oould have 
been modified or how close relations with Saddam Hussein would 
ultimately bring stability to the Middle East. But that was the 
policy that was pursued - it is history. 

The important thing to focus on at today's hearing is the 
government controls that were trampled on in order to further the 
Administration's policy toward Saddam Hussein. 

Today's hearing will show that the White House and State 
Department disregarded irrefutable evidence of massive Iraqi 
atrocities at the same time it was pressuring the MAC to approve 
the $1 billion CCC program for Iraq. These atrocities include the 
following: 
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Just a year before the NAC decision to approve the $1 billion 
ccc program, Iraq used poison gas to eradicate thousands of 
its own Kurdish citizens and horrified the whole world; 

Iraq was not considered creditworthy. Iraq repaid its debts 
selectively based solely on its ability to obtain larger and 
larger allocations of credit; 

Iraq provided financial support and a safe harbor to terrorist 
groups ; 

Over 50% of Iraq's GNP was dedicated to rebuilding Saddam's 
military machine; 

Iraq had one of the world's most repressive regimes. Iraq 
engaged in monumental human rights violations including 
torturing her children; 

the BNL scandal implicated the highest levels of the Iraq 
government including Saddam Hussein's son-in-law Hussein 
Kamil, Amer A1 Sadi, the head of Iraq's ballistic missile 
programs, and Safa A1 Habobi, the genius behind Iraq's secret 
military procurement network. 

Iraq was engaged in a program to smuggle U.S. technology to 
build nuclear, chemical, and biological weapons and ballistic 
missiles. 

It is in the context of these facts that the decision was made 
to put the taxpayer at risk for the $1 billion CCC program for 
Iraq. It was in this context that the Administration wanted to 
mollify Saddam Hussein. 

It is important to bring out the details of the National 
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Advisory Council process in the context of the Iraqi policy because 
the same mistakes are now being made with countries such as China, 
Iran, Syria, Jordan and the new Confederation of Independent States 
(CIS) . Syria and Iran support terrorism and yet export licensing 
restrictions have been relaxed. China is a chronic human rights 
abuser and possesses nuclear missiles that can hit the U.S. yet it 
is about to obtain most favored nation status. The new CIS states 
are not creditworthy, yet they receive ample CCC and Eximbank 
credits. Jordan is a sieve as far as the U.N. sanctions are 
concerned, yet the Administration is pushing for tens of millions 
of dollars in aid to the Iraqi sympathizers in Amman. 

The Committee is disappointed that Mr. Stephen Danzansky of 
the White House, and Mr. Richard Haass of the National Security 
Council (NSC) have failed to appear at today's hearing. These 
individuals are critically important to understanding the White 
House's and NSC's role in the decision to approve the CCC program 
for Iraq and the USDA's administrative review of the Iraqi program. 

The Committee has a legitimate right to receive testimony from 
the White House and NSC as well as to obtain documents from them. 
I have asked the President to provide BNL-related documents and to 
make various NSC and White House staff available for interviews, 
but we have received no reply. The Committee will not be 
steamrolled by the White House and if necessary, I will seek 
subpoena authority in order to obtain the information and persons 
that I am seeking. Meanwhile the invitation is open. 

I look forward to the testimony of our witnesses. 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING. "NANCE AMO UfttAM AFFAIKJ 
ONE MUNONEO SECONO CONGRESS 
2 1 21 AAVSuAN MOUSE OFFICE BUH-OiNG 
WASHINGTON OC 205 IS 




Hoy 20, 1992 

V1TKUI LIST 
HEARING ON 


•«■»—• imm*i ,i>». 
Mt 


TO NATIONAL ADVISORY COUNCIL ON INTERNATIONAL 
MONSTANT ANN FINANCIAL 90LICT (NAC) AND TEN DNVARTNNNT OF 
AORICULTURN'S (OS DA) ADMINISTRATIVB RSTIIW OF TO 
1AMCA HASIONALS DBL LA VO AO (BNL) SCANDAL 

mVUfaaU HAY 2Ii 1111 

9:20 A.N. IN ROOM 212S RAYBURN HOUSE OFFICE BUILDING 


Panel I - Examination of tte lBt«r-« 9 itoy Approval of tAo 
$1 blllloa FT 199# Oosm><lty cro4it Corperatiee program for Iraq 

Nr. John E. Robson, Dsputy Sscrstary, U.S. Dapartnant of tha 
Trsaaury 

Honorabla Lawrence S. Eagleburger, Dsputy Sscrstary, U.S. 
Dapartnant of Stats 

Hr. Richard N. Haass, Sanior Director for Near East and South 
Aslan Affairs, National Security Council 

Hr. Stephan I. Dansansky, Chief of Staff/Counsellor to tha 
Secretary, Dapartnant of Education (former Director, White 
House Office of Cabinet Affairs) 

Hr. Edward W. Kelley, Jr. , Board of Governors, Federal Reserve 
Board 

Hr. Richard T. Crowder, Under Secretary, International Affairs 
and Coanodity Progr a ms, u.S. Dapartnant of Agriculture 


Panel II - Examine tloa of the osDA's atelalstratlve review of the 
BNL s c andal 

Honorable Ann N. Venaman, Deputy Secretary, U.S. Dapartnant of 
Agriculture 
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Mr. Lurry T. McElvain, Director, Coaaodlty c rad it Corporation 
(CCC) Oparations Division, U.S. Dapartaant of Agricultura 

Mr. Alan C. Raul, Ganaral Counsal, U.S. Dapartaant of 
Agricultura 

Mr. Xavin Brosch, Daputy Assistant Ganaral Counsal, Of flea of 
Ganaral Counsal, U.S. Dapartaant of Agricultura 

Mr. Laon Snaad, Inapactor Ganaral, U.S. Dapartaant of 
Agricultura, to ba accoopa n lad by Mr. Craig L. Baauchaap, 
Assistant Inapactor Ganaral for Xnvaatigationa, U.S. 
Oapartaant of Agricultura 
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U.S. HOUSE OF REPRESENTATIVES 

couurrru on (amono. nNANCt amo uman wmh 
OMC HUNORCO HCOflO CONOMII 
21]t RAYtUHN HOUM OFFICE tULEHNO 
WAtMNQTON, OC 20# 1 MOM 

April 16 , 1992 



Honorable John E. Robson 
Deputy Secretary 
U.S. Department of Treasury 
Washington, D.C. 20220 

Dear Mr. Robson: 

The Committee on Banking, Finance and Urban Affairs will hold 
a hearing on the National Advisory Council on International 
Monetary and Financial Policy (NAC) and its role in approving the 
$1 billion FY 1990 U.S. Department of Agriculture (USDA) Commodity 
Credit Corporation (CCC) progras for Iraq. 

( As the Chairman of the Deputies Coes it tee of the NAC, the 

Committee respectfully requests that you testify at this hearing on 
May 21, 1992, at 9:30 a.i. in Room 2128, Rayburn House Office 

Building. 

The Committee would like you to address the following 
questions in your written testimony: 

1. ' Please explain the NAC process and the Treasury Departaent 's 

role in the process. 

2. How did foreign policy considerations affect the NAC's 

decision to grant Iraq CCC credits? 

3. How did creditworthiness concerns affect the NAC's decision to 
approve the FY 1988, FY 1989 and FY 1990 CCC prograas? 

4. How did Iraq's human rights record affect the NAC's decision 
to approve the CCC prograa for Iraq? 

5. What influence did the Banca Naxionale del Lavoro (BNL) 

scandal have on the NAC's consideration of the $1 billion FY 
1990 CCC prograa for Iraq? 

6. How many tlaes have the minutes of a NAC nesting been 

classified? Please list those occasions. 

Please feel free to subait any further consents that you nay 
have on the above topics. Banking Coanlttee rules require your 
written testimony be made available to Members of the Committee 
twenty- four hours in advance of a hearing. Accordingly, please 
deliver 200 copies of your written testimony to Room 2129 Rayburn 
House Office Building by 9:30 a. a.. May 20, 1992. 
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Hunk you for year tloo and ooooldorotloo of this roquoot. 
Am Oooolttoo looks forward to your tsot Loony. 

With boot wlshao. 
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Honorable Robert II . Miami tt 

Alba— dor to the Podaral Republic of Gersany 
Department of State 
Washington, D.C. 20S20 

Dear Ambassador Miami tt: 

The Committee on Banking, Pinanoe and Urban Affairs will hold 
a hearing on the Rational Advisory Council on International 
Monetary and Financial Policy (MAC) and its role in approving the 
PY 1990 $1 billion U.S. Department of Agriculture (US DA) Commodity 
Credit Corporation (CCC) program for Iraq. 

The Committee respectfully requests that you testify at this 
hearing on May 21, 1992, at 9:30 a.m. in Room 2120, Rayburn House 
Offioe Building. 

The Committee would like you to address the following 
questions in your written. testimony: 

1. Please explain the State Department's rationale, for supporting 
a $1 billion PY 1990 CCC program for Iraq. 

2. What role did National Security Directive 2# (M8D-2C) play in 
the State Department's decision to support the PY 1990 CCC 
program for Iraq? 

3. How did creditworthiness concerns affect the State 
Department's decision to support the PY 1990 CCC program for 
Iraq? 

4. How did Iraq's human rights record affect the State 
Department's decision to support the PY 1990 CCC program for 
Iraq? 

9. What influence did the Banca Rationale del Lavoro (BNL) 

scandal have on the State Department's position related to the 
PY 1990 CCC program for Iraq? 


Please feel free to add any additional comments that you may 
have on the above topics. 
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Banking Cowaittaa rulas raquira your vrittan tastiaony to ba 
mada aval lab la to Kanbara of tha Coaalttaa twanty-four hours in 
advanca of a hearing. Accordingly , plaasa deliver 200 copias of 
your vrittan tastiaony to Rooa 2129 Rayburn Houaa Offica Building 
by 9s 30 a. a . , Nay 20, 1992.. 

Thank you for your tine and conaidaration of this raquaat. 
Tha Conlttaa looks forward to your tastiaony. 

With bast vishas. 



HBGsdk 
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Honorable Idvird V. Kelley, Jr. 

Board of Govamora of tha 

Padaral Reserve System 

Washington, O.C. 20551 

Daar Nr. Kail ay: 

Tha Co— Ittaa on Banking, Pinanoa and Urban Affairs will hold 
a haaring on tha National Advisory Council on Zntamational 
Nonatary and financial Policy (MAC) and its rola in approving tha 
$1 billion PY 1990 U.8. Depart— nt of Agriculture (08 DA) Co— odlty 
Credit Corporation (CCC) progras for Iraq. 

As tha Padaral Rasarva representative at tha Deputies 
Co— ittaa level of the MAC, the Co— ittaa respectfully requests 
that you testify at this haaring on Nay 21, 1992, at 9:30 a.a. in 
Roon 2128, Rayburn House Office Building. 

The Co— ittee would like you to address tha following 
questions in your written test inonyx 

1. Please explain tha Padaral Reserve's role in tha MAC process. 

2. How did foreign policy considerations affect the federal 
Reserve's position related to the consideration of the PY 1990 
CCC prograa for Iraq? 

3. Now did Iraq's human rights record affect the Padaral 
Reserve's position related to the consideration of tha PY 1990 
CCC program for Iraq? 

4. How did creditworthiness concerns affect tha Padaral Reserve's 
position related to tha consideration of tha PY 1990 CCC 
program for Iraq? 

5. What influence did the Banoa Masionale del Lavoro (BtfL) 
scandal have on the federal Reserve's position related to the 
PY 1990 CCC program for Iraq? 

Please feel free to submit any further comments that you nay 
have on the above tqpics. 
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Bonking Cn— lttoo zilta rtquir* your vritton tMtiaony bo atdi 
mUatto to Nosbsrs of tho Coaolttoo tvmtyfour hours in advaneo 
of • hour log. hooordingly# plom dtlim too oopios of your 
vrittoa tastinony to Boon 2120 Bayburn nous# Offioo Building toy 
BOO «••• # Hoy 20# 1BB2« 

ftoonh yon for yoor tins and oonoidoration of this raguost. 
Tho Oosnittoa looks forward to yoor tost loony. 
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BOARD OP OOVCRNORS 
or TNI 

FEDERAL RESERVE SYSTEM 

WASHINGTON 


RECEIVED 


COWAN O W KCLLCY. JR. 
MCMSCN DC TMC BOARD 


APR 22 1992 April ax, 1992 




The Honorable Honry B. Gonzales 
Chairman 

Committee on Banking, Finance and 
Urban Affairs 
House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

Thank you for your letter of April 1C inviting ma to 
testify on the National Advisory Council on International 
Monetary and Financial Policy and its role in approving 
the 1990 U.8. Department of Agriculture CCC program for 
Iraq. 

I will be pleased to appear before the Committee on 
May 21. 

Sincerely, 
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Nr. Richard T. Crowder 
Under Secretary 

Intamat tonal Affairs and Commodity Programs 

U.S. Dapartaant of Agriculture 

14th Street and Independence Avenue, R.w. 

Washington, D.C. 20250 

Dear Nr. Crowder i 

The Committee on Banking, Pinanca and Urban Affairs will hold 
a hearing on the Rational Advisory Council on International 
Nonetary and Financial Policy (RAC) and its role in approving the 
fl billion FY IttO 0.8. Department of Agriculture (US DA) Commodity 
Credit Corporation (CCC) program for Iraq. 

Tha Committee respectfully requests that you testify at this 
hearing on Nay 21, 1992, at 9:30 a. a. in Room 212$, Rayburn House 
Office Building. The Committee would like you to address the 
following questions in your written testimony: 

1. Please explain the USDA's role in the RAC process. 

2. Row did foreign policy considerations affect the USDA's 
position related to the consideration of the FY 1990 CCC 
program for Iraq? 

3. How did creditworthiness concerns affect the USDA's position 
related to the consideration of the FY 1990 CCC program for 
Iraq? 

4. How did Iraq's human rights record affect the USDA's position 
related to the consideration of the FY 1990 CCC program for 
Iraq? 

5. What influence did the Banca Rationale del Lavoro (BNL) 
sca n dal have on the USDA's position related to the 
consideration of the $1 billion FY 1990 CCC program for Iraq? 

$• Please explain the Rational Security Council's (RSC's) role in 
the USDA's Administrative Review of the BRL scandal. 

7. Please explain the White House's and RSC's role in the USDA's 
decision making process related to the FY 1990 CCC program for 
Iraq. 
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PImm feel free to submit any furthar rnw nts that you nay 
haya on tha above topics. Banking Coaaittaa rulaa raquira your 
written testimony ba aada availabla to Nanbara of tha Coaaittaa 
twanty- four hours in advanca of a hearing. Accordingly, plaaaa 
dalivar 200 copies of your written testimony to Boom 2129 Rayburn 
House Office Building by 9:30 a. a. May 20, 1992. 

Thank you for your tine and consideration of this request. 
The Coaaittaa looks forward to your testimony. 

with bast wishes. 



HBOxdk 
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Honorable Edvard ft. Madigan 
S ecret ary of Agriculture 
Fourtee n th and Independence Ave. , s.tr. 

Washington, D.C. 20230 

Dear Secretary Madigan: 

The Committee on Banking, Finance and Urban Affairs will hold 
a hearing on several aspects of the Department of Agriculture's 
Iraq program. Panel one of the hearing will focus on the National 
Advisory Council on International Monetary and Financial Policy 
(MAC) and its role in approving the $1 billion FY -1990 U.S. 
Department of Agriculture (USDA) Commodity Credit Corporation (CCC) 
program for Iraq. Panel two will focus on the USDA's 
administrative rev lev of the BNL scandal. 

The Committee respectfully requests that the fol loving USDA 
persons testify at this hearing on May 21, 1992, at 9:30 a.m. in 
Boom 2121, Rayburn House Office Building. 

- Honorable Ann M. Veneman, Deputy Secretary, USDA (Panel 2) ; 

- Mr. F. Paul Dickerson, Associate Administrator General Sales 
Manager, Foreign Agricultural Service (Panel 2) 

- Mr. Larry T. McElvain, Director, Commodity Credit Corporation 
(CCC) Operations Division (Panel 2); 

- Nr. Alan C. Raul, General Counsel, USDA (Panel 1 & 2) 

- Mr. Kevin Broach, Deputy Assistant General Counsel, Office of 
General Counsel (Panel 2) 

- Ns. Kelly M. Ship, Director Office of Public Affairs and Press 
S e c re ta ry (Panel 2) 

Bach witness should submit in vriting a brief description of 
her/his responsibilities and the role they played in the decision 
to approve the FY 1990 CCC program for Iraq and/or their role in 
the USDA administrative review of the BNL scandal. 
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Banking Committee rulaa raquira your written testimony bo nado 
available to Motors of the Committee twenty- four hours in advance 
of a hearing. Accordingly, please deliver 200 copies of your 
written testimony to Room 2129 Rayburn House Office Building by 
9x30 a.n. Hay 20, 1992. 

Thank you for your ties and consideration of this request. 
The committee looks forward to your testimony. 

With best wishes. 


HBGxdk 
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Mr. Leon Snead 
Inspector General 
U.8. Department of Agrioultura 
14th and Indapandanca Ava. , N.N. 

Washington, D.C. 20250 

Daar Mr. Snaad: 

Tha Couittaa on Banking, Pinanca and Urban Affairs vill hold 
a haaring on savaral aspacts of tha Department of Agrioultura 's 
Iraq prograa. You ara invitad to testify at this haaring. 

In your written tastiaony, plaasa provida tha Coaaittaa with 
tha following: 

1) a list of US DA inspactor ganaral products (i.a. reports, 
spacial invast igat ions, ato.) ralatad to Iraq including a 
short suaaary of tha scopa and rasults of aach product; 

2) an overview of tha abusas uncovarad in US DA prograa for Iraq; 

3) a briaf overview of any I.G. examination of tha BNL scandal. 

Banking Coaaittaa rules require that your vrittan tastiaony be 
mads available to Maabers of tha Coaaittaa twenty- four hours in 
advance of a haaring. Accordingly, plaasa deliver 200 copies of 
your vrittan tastiaony to Room 2129 Rayburn House Office Building 
by 9:30 a. a. May 20, 1992. 

Thank you for your tine and consideration of this request. 
Tha Coaialttee looks forward to your testimony. 

With bast wishes. 



Chairman 
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White House Refuses to Testify 
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U.S. HOUSE OF REPRESENTATIVES 

COMMfTTH ON lAJNUML SNAMCI AMO OMAN A/fA*t8 
ONI NUNONEO SICONO CONOM99 
l«M NAYBUNN HOUM OmCt BMLOWf 
WASMNOTON. OCIMtMOU 

April 14, 1992 




Mr. Sttphtn Z. Oanunsky 

Chief of Stef f/Counsel lor to the Secretary 

Department of Education 

400 Maryland Avenue, 5.W. 

Washington, D.C. 20202 

Dear Mr. Dansansky: 

The Committee on Banking, Finance and Urban Affairs will hold 
a hearing on the National Advisory Council on International 
Monetary and Financial Policy (MAC) and its role in approving the 
$1 billion FT 1990 U.S. Departsent of Agriculture (USDA) Coesodity 
Credit Corporation (CCC) progras for Iraq. 

As the forser Director, Office of Cabinet Affairs, and as a 
former Deputy Assistant to the President, the Coesittee 
respectfully requests that you testify at this hearing on May 21, 
1992, at 9:30 a. a. in Room 2128, Rayburn Bouse Office Building. 

The Committee would like you to address the following 
questions in your written testimony: 

1. Please explain why the White House was Involved in the RAC's 
consideration of the $1 billion FY 1990 CCC progran for Iraq. 

2. Pursuant to what authority did the White Bouse become involved 
in the decision to grant Iraq $1 billion in CCC credits for FY 
1990? 

3* Please explain the White House's role in the USDA's internal 
consideration of the FY 1990 CCC progras for Iraq. 

4. How did foreign policy concerns affect the White Rouse's 
position concerning the FY 1990 CCC progras for Iraq? 

9. Please explain how Iraq's creditworthiness and human rights 
record affected the White House's position concerning the FY 
1990 CCC program for Iraq; 

8. What Influence did the BWL scandal have on the White House's 
position concerning the FY 1990 $1 billion CCC program for 


PImm feel free to eubnlt an y furthor on— n to that you nay 
havo on tho above topics. Banking Connlttoa rules require that 
your written testimony be made available to Members of tho 
CoMlttee twenty-four hours In advance of a hearing. Accordingly, 
please deliver 200 copies of your written testimony to Boon 2l2t 
Bayburn House Office Building by ts30 a.n., Nay 20, lt»2. 

Thank you for your tins and consideration of this r eq ue s t. 
The Committee looks forward to your testimony. 



Chal: 
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Stephen I. Danzansky 

MO* MMUNM IIMCT. N. W. 

WASHIMOrON, D. C. 20007 


April 30, 1992 


The Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance and 

Urban Affaire 

O.S. House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 205 15-8050 


RECEIVED 

MAY 4 1992 

Comma** on Banking. Finance 
8 Uban Affair* 


Dear Hr. Chairman: 

This will acknowledge receipt of your letter dated April 16, 
1992, requesting that I testify before the Committee on Hay 21, 
1992, concerning the Rational Advisory Council on International 
Monetary and Financial Policy and its role in approving a FY 1990 
QSOA Commodity Credit Corporation program for Iraq. 

Despite my somewhat limited knowledge of and Involvement in 
this natter, I am obliged to consult with White House officials 
concerning my appearance before your committee, because the events 
to which your letter referred occurred while I was serving as a 
■amber ^ of thm White Rouse staff as a commissioned officer and 
Daputy Assistant to the President. 

Immediately upon receipt thereof, I forwarded a copy of your 
latter-request to the White House, and t expect that the 
appropriate office will soon be in touch with you or your staff. 



Office: Department of Education 
(202) 401-1110 
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U.S. HOUSE OF REPRESENTATIVES 

COMftftTTIK ON BANUNO. FINANCE ANO URBAN AFT AMS 
ONK HUMORED SECOND CONGRESS 
212S RAYBURN HOUSE OFFICE SUIUNN O 
WAS imO T O N . DC 20B1S-B0B0 


Kay 1, 1992 




Mr. Richard K. Hubs 
Senior Director for Hoar East 
and South Asian Affairs 
National Sacurity Council 
Old Exacutiva Offica Building 
17th Straat 6 Pannsylvania Ava. , N.N. 

Washington, D.C. 20920 

Daar Mr. Ha ass: 

Tha Committee on Banking,. Financa and Urban Affairs will hold 
a haaring on tha National Advisory Council on Xntamational 
Monetary and Financial Policy (MAC) and its rola in approving tha 
FY 1990 $1 billion U.S. Department of Agriculture (US DA) Commodity 
Credit Corporation (CCC) progran for Iraq. 

Tha Comnittaa has docunants shoving that tha Near Bast and 
South Asian Affairs section of tha National Sacurity Council (NSC) 
was involved in tha decision to approve tha FY 1990 $1 billion CCC 
progran for Iraq as wall as tha Department of Agriculture's 
administrative review of the BNL scandal. Tha Comnittaa 

respectfully requests that you testify regarding these topics on 
May 21, 1992, at 9:30 a.m. in Room 212S, Rayburn House Offica 
Building. 

Tha Committee vould like you to address the following 

questions in your written testimony: 

1. Under what authority did the NSC staff become involved in the 
decision to grant CCC credits to Iraq? 

2. Under what authority did the NSC staff be c ome involved in the 
decision to grant CCC credits to Iraq? 

3. Please explain the NSC's rationale for supporting a $1 billion 
FY 1990 CCC program for Iraq. 

4. What role did National Security Directive 2S (MSD-26) play in 
the NSC's decision to support the FY 1990 CCC program for 
Iraq? 

5. How did creditworthiness concerns affect the NSC's decision to 

support the FY 1990 CCC program for. Iraq? « 
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6. Rov did Iraq's human rights rsoord affect tha NSC's decision 
to support tha FY 1990 CCC program for Iraq? 

7. What influancs did tha Banca Nasionala dal Lavoro (BNL) 
scandal hava on tha NSC's position ralatad to tha FY 1990 CCC 
program for Iraq? 

S. Plaasa explain tha NSC's involvamant in tha USD* 

admin istrativa review of tha BNL scandal. 

Flaasa faal fraa to add any additional comments that you say 
hava on tha above topics. 

Banking Committee rules require your vritten testimony to be 
made available to Members of tha Committee twenty- four hours in 
advance of a hearing. Accordingly, please deliver 200 copies of 
your vritten testimony to Boom 2129 Rayburn Bouse Office Building 
by 9sSO a.m. , May 20, 1992. 

Thank you for your time and consideration of this request. 
Tha ComnU.ttee looks forward to your testimony. 



HBG:dk 
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THE WHITE HOUSE 
WASHINGTON' 


May 4, 1992 



RECEIVED 

MAr 6 1992 

Dear Mr. Chairman: . * * *** » «U*» < M eO — m 

I am writing in connection with your recent letter to Stephen Danzansky, Chief of 
Staff to the Secretary of Education, requesting that he testify before your committee 
on May 21, 1992. 

In your letter, you request that Mr. Danzansky testify about matters occurring duriiy 
his tenure as Deputy Assistant to the President and Director of the Office of Cabinet 
Affairs. Due to longstanding tradition, and in accordance with the doctrine of 
separation of powers, members of the President's personal staff who participate in the 
deliberative process through which Executive policy is developed, traditionally have 
not testified before Congress. 

Thank you for your understanding in this matter. 

With best regards, 


i 


Sincerely, 





E. Calio 
Assistant to the President 
for Legislative Affairs 


The Honorable Henry B. Gonzalez 
Chair man 

Committee on Banking, Finance and Urban Affairs 
House of Representatives 
Washington, D.C. 20515 
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U.S. HOUSE OF REPRESENTATIVES 

COMMntn ON IAMOM. fWAMCt AMD MAM APFAM0 


1129 AAYKMN NOUN OtffCt aUHJNNQ 
WASNNSTO*. OC MI1M090 


May 15, 1992 




Mr. itopbsn Z. Duisusky 

Chlat of Staff /Counsel lor to tho Secratary 

DoKMurtaont of Education 

400 Maryland Avenua, 8.M. 

Washington, D.C. 20202 

Dear Nr. Dansanakyi 

I an In receipt of your latter of April 30, 1992 and the White 
House latter of May 4, 1992 related to the Banking Cosslttee'e 
request that you testify at a hearing on Nay 21, 1992. X as 
writing to inform you that the Banking Committee expects you to 
appear at the Nay 21 hearing. 

The purpose of the May 21, 1992 hearing is to determine the 
role that various persons in the executive branch played in the 
decision to approve the $1 billion FY 1990 Commodity Credit 
Corporation (CCC) program for Iraq. The Banking Committee has 
obtained numerous documents indicating that you were involved in 
the Department of Agriculture's (USDA) decision to approve the $1 
billion FY 1990 CCC program for Iraq. Nov that Iraq has defaulted 
,on its CCC debts, the decision to approve the FY 1990 CCC program 
for Iraq will cost U.S. taxpayers approximately $500 Billion. 

The fact that the President's personal staff vas directly 
involved in making program decisions at an executive branch agency 
raises a myriad of policy questions. For example, vas pressure 
inappropriately applied on the USDA by you or others acting in the 
nase of the President in order to vln approval for the CCC program 
for Iraq? These and other questions vlll be addressed at the May 
21, 1992 hearing. 

The May 4, 1992 White House letter states that longstanding 
tradition and the doctrine of separation of powers have 
traditionally precluded persons such as yourself, a former Deputy 
Assistant to the President and Director of the Office of Cabinet 
Affairs, froa testifying before the Congress. These attempts to 
block our inquiry by raising a form of executive privillge does not 
absolve you froa your responsibility to testify before the Banking 
Cnaalttoo. 
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There if aaplt precede n t of CongmsloMl rejection of • olila 
of executive privilege resulting in tho ttstiaony of a White House 
a Ido boforo Congress. In April of 1972, Pa tar M. Flanigan, a 
Presidential assistant, testified boforo tba Sonata Judiciary 
Committee rolatod to tho ITT antitrust scandal. His appearanoe was 
required by tho Conoittoo in spits of cl a iso of axocutlvo privllogo 
raised on Kr. Flanigan's bohalf by Prosldontlal counsol , John V. 
Doan ZXX. Nora recently, Robert Merer lane testified boforo tho 
M ous e Intel ligenea Conoittoo in 19S5 regarding tho Administration's 
violations of tho Boland ansndnont. Nr. McFarlano's claia of 
axocutlvo privilege also was rejected by the Conoittoo. 

Clearly the White House attoopt to block your appearance 
boforo tho Banking Conoittoo is an effort to conceal free tho 
American public tho Adoinistrat ion's faulty policy towards Iraq. 
Spurious claims of executive privllogo should not deny tho American 
people a public examination of that failed and tragic policy. 

Accordingly, tho Banking Committee insists that you appear at 
tho May 21, 1992 hearing on the USDA's decision to approve tho $1 
billion FY 1990 CCC program for Iraq. Your input is essential in 
order to understand tho tf.S. policy towards Iraq and tho reasons 
behind tho Administration's decision to approve tho PY 1990 COC 
program for Iraq. 

Henry B. Oonsalos 
Chairman 

HBG:dk 
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SlEFMBU I. DAXZAlTfKT 

. MCf COMUNOS STWCCT.M.m 

VAunrarai, D. C. 80007 


Hay 20, 1892 


Bonortblt Henry B. Consoles 
lainin 

'xmmittmm on Banking, Finance and 

Urban Affairs 

F.8. Houm of Representatives 
IU9 Rayburn Houaa Offioa Building 
Washington, D.c. 205 15-8050 


bar Xr. Chairman: 

I have sant to tha White House by FAX your latter of Hay 15 
feieh Z juat received yesterday. 1 have bean told that Mr. Calio* 
>ffice will be ooenunicatlng a response. 



% a 
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THE WHITE HOUSE 
WASHINGTON 


MAYtlfl# 


Nay 20, 1992 


Dur Nr. Chairman: 

This responds to your lsttars of Nay 1 to Richard Haass, Spocial 
Assistant to ths Pros i dan t for National Se cu rity Affairs, as mil 
as your most recant letter of Nay 15 to Stephen Dansansky, former 
Deputy Assistant to the President for Cabinet Affairs. As I 
indicated to you in my letter of Nay 4, it is the long-standing 
practice of the Executive Branch to decline requests for 
testimony by members of the President's personal staff. For that 
reason, I must decline your request for personal testimony by Dr. 
Haass and your renewed request for testimony by Nr. Dansansky. 

However, given the unusual circumstance presented here, the 
Administration is prepared to work with you to develop an 
alternative, mutually acceptable mechanism by which these 
officials can be made available to members of the subcommittee. 

We believe the Administration acted reasonably and properly 
during the period prior to the Persian Gulf conflict. We are 
anxious to ensure that the subcommittee has an accurate picture 
of Administration policy and actions. 



Nicholas I. Calio 
Assistant to the President 
for Legislative Affairs 


The Honorable Henry B. Gonsales 
Chairman 

U.8. Bouse of Representatives 

Committee on Banking, Finance and Urban Affairs 

Washington, DC 20515 
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8aepl« of White House end M8C staff Involved in Handling of 
BNL Scandal and the CCC Program for Iraq 


The current and former White House and National Security 
iuns«l staff involved in the decision to win approval for the CCC 
ogras for Iraq and/or the administrative review of the BNL 
randal include: 

General Brent Scovcroft, National Security Advisor; 

C. Boyden Gray, Counsel to the President; 

John P. Schmitz, Deputy Counsel to the President; 

Richard N. Haass, Senior Director, North East and South Asian 

Affairs, NSC; 

Clayton Yeutter, Special Assistant to the President and former 

Secretary of Agriculture; 

Stephen I. Danzansky, Director, Office of Cabinet Affairs; 

C - Nicholas Rostov, Legal Advisor, NSC; 

Ms. Sandra Charles, Director, North East and South Asian 

Affairs, NSC; 

Edith E. Holiday, former General Counsel, Treasury Department 

and the current Secretary of the Cabinet; 

Timothy E. Deal, Senior Director, International Economic 

Affairs, NSC. 

j 

Chairman Gonzalez has written to the President asking that he 
ike some of these staff persons available for interview, but he 
iv« received no reply. He also asked that several of these staff 
arsons be made available for testimony. Again, he has not 
•ceived a reply. He also asked for White House and NSC documents 
elated to the BNL scandal, the CCC program for Iraq and the USDA 
dministrative review, but again, received no a word from the 
resident. 
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United State* 
i(l AJ;] Department of 
AgocuMure 


Office of the 

General 

Counsel 


Washington, 

OC. 

20250*1400 


00C483 


May 16, 1990 


MEMORANDUM FOR RICHARD T. MCCORMACK 

UNDER SECRETARY OF STATE 

EDWARD S.G. DENNIS, JR. 

ASSISTANT ATTORNEY GENERAL 

TIMOTHY DEAL 
SPECIAL ASSISTANT 
TO THE PRESIDENT AND 
SENIOR DIRECTOR 
INTERNATIONAL ECONOMIC AFFAIRS 
NATIONAL SECURITY COUNCIL 


FROM: /y Richard T. Crowder 

if* Uoder Secretary 

International Affairs and 
Commodity Programs 

Alan Charles Raul/^g^ 

General Counsel 

SUBJECT: Report of Administrative Review of Iraq GSM 

Program 


Attached for your review and clearance is a draft report of USDA*s administrative 
review of certain transactions in connection with the GSM program for Iraq. We intend 
to release this document to the House and Senate Agriculture Committees, and make it 
available to the public, together with an executive summary and a press release. We 
believe it is essential to get these facts and conclusions out to the public as soon as 
possible. 

In essence, after interviewing Iraqi agriculture officials and certain U.S. exporters, 
and reviewing certain bank records, exporter records and Iraqi records, we have 
concluded that certain Iraq GSM transactions improperly included freight charges within 
the amounts that were registered with USDA In addition, the evidence suggests that a 
number of exporters provided Iraq with 'after sales services* in possible violation of the 
GSM regulations. 
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TO PHONE FAX NUMBER 
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\SnxdL — 

^ -VO^«-o a P *. , 

-Mm.. *4&C WjXus <vo 
^ U (p J/ " <^Mx^ax ax-^chH“- 

vSV 7 ^ ‘-OcKqW^vo^ s>y S'teto • 

DRAFT PRESS RELEASE 


00iI.CS 

Hay 18, 1990 





Washington, D.C., May _, 1990. Under Secretary of 

Agriculture Richard T. Crowder released today the results to date 
of the U.S. Department of 

agriculture's administrative review of the Export Credit 
Guarantee Program (GSM- 102) for Iraq. 

The administrative review has involved the examination ar.c 
analysis, over the past seven months, of certain records 
pertaining to GSM-guaranteed sales to Iraq, including Information 
submitted by exporters to the Commodity Credit Corporation iCCC) , 
bank records and exporter records. As part of the review, a USCA 
team travelled to Baghdad for discussion! with Iraqi officials, 
and review of Iraqi documents, on April 17-22, 1990. The Office 
of the General Counsel, the Foreign Agricultural Service, CCC and 
the Department of State were represented on the review team. 

The administrative review focused on four particular 
potential problem areas identified by USCA: unusually high 

commodity prices in GSM sales to Iraq during the period 1985- 
1987; Iraqi requests to exporters for "after sales services"; 
attempts by Iraq to impose certain taxes on GSM transactions; and 
questions regarding the arrival of commodities ir. Iraq. 

The U.S. government has r.ot incurred any i:sses as a result 
of GSM-guaranteed sales to Iraq. Iraq has participated in the 
CSrt program #i-»ce 1983 and has purchased more than $«i.5 billicn 
ir. U.S. agric -uni products. 
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NEWS 


United States 
Department ot 
Agriculture 

Otllce ot the 
Secretary 


Press Secretary 
Room 209- A 
Washington, 0.C 202: o 


Kelly Shipp (202) 447-4623 


ADMINISTRATIVE REVIEW OF IRAQ GSM-102 PROGRAM 

WASHINGTON, May 21-Under Secretary of Agriculture for International Affain 


and rvwn.w<w«iy Programs Richard T. Crowder released today the results to date of the U. 
S. Department of Agriculture's administrative review of the Export Credit Guarantee 
Program (GSM-102) for Iraq. 

Hie administrative review has involved the examination and analysis, over the past 
seven months, of certain records pertaining to GSM-guaranteed sales to Iraq, including 
information submitted by exporters to the Commodity Credit Corporation (CCQ, bank 
records and exporter records. As part of the review, a USDA team travelled to Baghdad 
for discussions with Iraqi officials, and review of Iraqi documents, on April 17-22, 1990. The 
Office of the General Counsel, the Foreign Agricultural Service, CCC and the Department 
of State were represented on the review team 

The administrative review focused on four particular potential problem areas 
identified by USDA: unusually high commodity prices in GSM sales to Iraq during the 
period 1985-1987; Iraqi requests to exporters for "after sales services’; attempts by Iraq to 
impose certain taxes on GSM transactions; and questions regarding the arrival of 
commodities in Iraq. • 

The US. government has not incurred any losses as a result of GSM-guaranteed sales 
to Iraq. Iraq has participated in the GSM program since 1963 and has purchased more than 
S43 billion in US. agricultural products. 
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W > MMQ i a n d o m 

April 2, 1990 


Hi 0. S. tics Export* to Iraq 

Agricultural Export Credit Guarantee Program (GSM- 10 2) 


Z. ACTION AtgOBSTIfi 

a. Tho rico indue try requests eongroaaiomal assistance 

la obtaining OSDA approval of a I SOO.O million GSM- 102 
export credit guarantee allooatlon for Iraq. Thla 
■mount represent* the balance of Zraq'a Ft 90 GSM-102 
allocation. The flrat $ 900.0 million vae approved 
la December 1999. virtually all of this amount has 
been contracted. 08DA haa vlthhald approval of the 
second allocation for the past several vaaka pending 
announcement of indictments by an Atlanta federal 
grand jury. If there are aubetantive reasons for 
cancelling the 98M-102 program to Iraq, 03DA should 
make an announcement aov. If there are not. then 
OSDA should proceed with the program's implementation 
as sooa as possible. Further delay vill have serious 
adverse consequences for the 0. 8. rice market. 

8. Key official! Mr. liehard Crovder, OSDA 
Onderaecratary for international Affalra and 
Conmmodity Programs. 

c. The rice Industry urges doreat n t teglslstivs afforta 
(e«g. Berman sanctlone amendment in the House) to 
mandate trade enactions against Iraq that lacluds 
daaial of agrieultural export credits sad crsdlt 
guarantsss. Agricultural embargoes are ineffective 
and damaging to our national lnteraata. It makee no 
eeaee to punleh the Iraqi people by denying thee 
credlte to purchase food. 


ZZ. XIAQ— 0. S. AOBXCaLTOHAX. KXPOBT MAIKBT 

A. For the past several years. Iraq has utilized 

annually about I 1.0 Milton out of total S S.O billion 
GSM- 102 program. 

I. To data, all O9M-102 paymanta dua have base made. 

Debt aarvlce is currant. Iraq haa been an exemplary 
GSM-102 customer. 

C. After Saudi Arabia. Iraq haa aecond largest knovn oil 
reaervea in the vprld. Dally oil exports are 
•v-»rr.ed to double In near future froe 3.0 to 6.0 
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0 , cvnwt iatimttoui d#bt > laevrnd u » rasuit of 
tho Iran/Iraq var. is cons Ida rad relatively short 
tarn bacauso of Irak's ability to repay, Oua to 
axtanslva oil locos#, high population growth rata, 
and anbltlous national rebuilding prograa, Iraq la 
■oat looratlv# market in tha Midale fast for 'a nuabar 
of oajor 0. 9. aconoalc aactora such as agrloultura, 
energy, manuf aoturlng , talacoauaunlcatlooa, aviation, 
and aarvicas. oanlai or export or#dlt gu#*#utaaa for 
plrebaaa of 0.* 9. agricultural cooooditiea could jeopardize 
ail atarkats for 0, 9. goods and aarvicas. 


B. IrU la tha 12th largost iaportar of 0. 9 

agricultural products and tha largost huyor of 0. 9* 

T . _ . » a . j . i _ a. aS 
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XII. AfLAHTA GBAUD JtJIT IHVtSTtOAttai 

A. In tha Uttar part o f 19M. a federal grand Jury was 
convened la Atlanta to Investigate allaged 
transactional irregularities committed by the Atlanta 
branch of an Italian bank (BML). Of tho 
approximately I 3.0 billion vorth of transaction* 
scrutinized, about $ 730.0 of gsk- 102 prograa monlee 
vara raportadly involved. 


B. Majority of tha grand Jury'* focus appear* to b* on 
banking lrragularltlaa. Initially, there vara 
reports* allegation* about problems with 03M-10J high 
valu* cosuaoditita. other than bob* technical and 
procedural laauaa. there do not appear to b* any 
significant problem vith procurement of bulk grain*. 


C- Bocauaa of the secret ive nature of tha grand jury 
process, it ha* bean virtually Impossible to 
dotoralno specific naturo of chargoo and to aoparato 
__ trtanrmwt — - - , , — 

D. It la axpoetod that indictaants vlll bo onnouncod la 
tho near future. Hovavar, this has boon an axpoetation 
for tho past four vooko. 

w« — , ./ 


XT* ASMS XXPOBT COMTXOL Mf VIOLATIONS 


A. Data raining violation# of tho Arm txport Control Act 
hy Iragi citizen* and othars vlll bo roaponoibtlity of 
tho 0. 9. court system. Our judicial system eon bo expected 
to handle the** cases just aa effectively and thoroughly 
aa it did caaas Involving other Middle testers 
countries for eoplonage (Israel) and Illegal arm* 
shipments (Iran and tgypt). 


B. Thasa judicial laauaa. vhlch are not germane to 0. S. 
agricultural export programs and pollclee. should bo 
separated from tbooo impacting on approval of tho GSM- 102 
program. 


v. o. s. eovxuoanrr urrxnaaracY positions 

A. During cbo fall of 10*9. there vas intense debate 
among aganelaa regarding approval of Iraq's request 
for an rt 90 G9M-102 allocation of $ 1.0 billion. 
State Dapartnant and National Security Council 
supported a decision favorablo to Iraq. 0MS and 
Treasury vers opposed due to Iraq's croditvorthlnots. 
tJSDA's position appeared to bo tomporod by tho 
Atlanta investigations . Sffort* or t>n State 
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one-half of Iraq'a requested allocation, or $ 300.0 

■iiiion. judge Softer'* group apparently determined 
that, while them were allegation# of irregularitlee. 
there wee no baeie to deny treq'a request. The 
balance of $ 500.0 million vae to be Addressed at a 
later date after review of event* in Atlanta. 

B. Present interagency position* regarding the coeond 
5 500.0 million have not ohangad since the fall of 
1999. Treasury is expected to bo eivsn more vehement 
in its opposition a* it tries to impose soma type of 
international management framework of Iraq's foreign 
debt. 


▼I. OSOA POSITION 

A. OSDA has statutory authority, with ASVXC8 of ether 
involved agencies, to implement or not Implement 
QSM-102 programs. The Department can ignore advice 
of other agencies if it so chooses. 

B. Regarding Iraq'a OSM-1 02 program. Nr. Crovder's position 
la that OSSA will not make any decision now because it 
is fearful of jeopardising Integrity of oxport credit 
guerentee programs. A decision vlll be made after results 
Qt tht grind jury's At lint « Investigation arm known. Therm 
la no tlmo frees given as to when this vin occur. 

C. Hr. Crowder's concerns ara baaloally two- fold* lagal 
mad political. Tbs lattar a sees to coaslot of 
congressional rapresantatlon* that appear to be 
anti-Iraqi in nature. Lagal issues appear to be 
cloudy from an outoldo perspective* 


VXZ. MCI XND08TBT POSITION 

A. Since 19?4. the llco Council. The Rica Killers' 

Associative, and Individual companies have expanded 
significant monies and man-hours to develop Iraq into 
the 0. S. rico industry’s premier rice market. 

to. 4ftt«i Us to. cooptmlvtii independent mine# and 

exporters hive received or acquired inventories of 
rough vice for futuro salts to Iraq. Strategic 
business decisions regarding future aalee suet be 
•ode ay Involve* eeaipeniee within the nest tvs 
weeks. They eaonot afford to sit end wait for ease 
undof inod period. 
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C. Liquidation at large rough rlca Inventories 

previously purchaood for sale to Iraq vould havo % 
diaaotroua impact on 1990 rough rlco prlcoa 
(especially during tho August-October harvest 
period), future* prices, and rico section of upcoming 
far* legislation. 

0. The rle* Industry needs a decision to be made MOW ao 
that it can get on with business. If U90A Is asere 
of any reason that vould adversely lapect on the 
03M-102 program for Iraq and necessitate 
cancellation, the Department should infora the ■ 
marketplace nev. On the ether hand, if teohnlcal 
irregularities exist, then 03DA should neve 
expeditiously, in cooperation vith Iraqi authorities, 
to resolve such prehlene administratively. 

E. Regarding the Atlanta grand Jury investigation, the Iraqi 
OSH-102 program, la principle, should not he judged 
guilty until proven innocent. He should mot penalise 
the entire program for the irregularities of a fev. 

He must remember that Iraq purchases 24 different 
commodities from the United States over a twelve 
month period. More than tventy-flve state agencies 
are involved in procurement of those items. 
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hehoranouh 


TO: 


FROM: 


Deputy Uqal Advisor 
Oepa 


ctment of State /] 

n Broach 

ce of the General Council — PACS 


Kevin 
Gf flee 

Department of Agriculture 


As X discussed with you last evening, we did not have an 
opportunity to review the letter sent to you by the Justice 
Department yesterday which requested meetings with Iraqi 
officials here in Washington. Apparently, Justice determined to 
redraft the proposal we had made without our review, and to 
present the letter to State on Its own, rather than as a joint 
proposal from Justlco and Agriculture. 

wa hava concerns with that letter, as Justice has drafted It. 

Our General Counsel has decided that it would be best for us to 
provide our own request letter, independent of that previously 
^ provided by Justice, which expresses Agriculture's specific need 
to meet with a competent and knowledgeable delegation with 
specific responsibility for Iraq's current policies and practices 
vla-a-vlq , the GSH-102 program. We will Inform Justice of our 
decision to proceed along this track. 

Attached is a copy of a draft letter the General Counsel has 
asked me to prepare. If this meets with your concurrence, we 
will have it cleared and provlda It to you with a cover letter 
from the General Counsel. 

Please let me have your reaction as soon as possible. 1 am 
providing a draft simultaneously to Hr. Rostov and Ms. Charles at 
R8C. 
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Kerch If, 1990 

Th« Honorable April Gillespie 
United States Ambassador to Iraq 
Baghdad, Iraq 

/OfKjii 16 - 

Dear Ambassador jJjJ4eSpi«: 

The United States Department ot Agriculture (U30A) and the 
Commodity Credit Corporation (CCC1 have been conducting a review 
of CCC's Export Credit Guarantee Program (GSH-102) with Iraq. As 
you know, this review arises In the context of a number of recent 
allegations of possible Impropriety that have surfaced as a 
result of the grand Jury Investigation being conducted by the 
Department ot Justice concerning the Atlanta agency of Sanca 
Nationals del Lavoro (BNL). We take note, and appreciate, that 
the Government ot Iraq has orv*4-epeeted-eee«s-fen* assured 
representatives of tho United States that It shares our concerns 
over this matter and wishes to cooperate with U.S. authorities in 
any Investigation. 

The USDA/CCC review is being conducted independent of the grand 
Jury Investigation of BNL In Atlanta pursuant to CCC's 
Independent regulatory authority. This review Is Important to 
our continuing oversight responsibilities regarding current and 
pending GSH export credit guarantees. At this point In the 
review, we have determined that it is essential that USDA 
personnel meet with competent and Informed representatives of the 
Government of Iraq to discuss our concerns about a number of 
Issues that have come to our attention as a result of our review. 
USDA would wish to discuss specific questions regarding past 
Iraqi practices with respect to GSH contract pricing, shipment, 
tendering practices, requests for additional services. Imposition 
of special taxed and other related Issues. 

we therefore respectfully request that the Government of Iraq 
appoint an* appropriate delegation to meet with officials of USDA 
In Washington, D.C. or at a mutually agreeable location on Kirch 
2$, 1990, or as soon thereafter as possible to discuss these 
matters. 


Sincerely, 
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FOR RELEASE ON DELIVERY 
E XP EC T ED AT 9:30 A.M. 
Nay 21, 1992 


fiTlTBnHT RY 

THE HONORABLE JOHN E. ROBSON 
DEPUTY SECRETARY OP THE TREASURY 
BEFORE THE 

CONNZTTBE ON BANKING, FINANCE AND URBAN AFFAIRS 
UNITED STATES HOUSE OF REPRESENTATIVES 
MAY 21, 1992 


Nr. Chairman and Members of tha Committee : 

I welcome this opportunity to discuss tha rola of tha National 
Advisory Council on International Monetary and Financial Polioies 
(MAC) concerning tha Commodity Credit Corporation's FY 199Q 
progras for Iraq. As tha Coaaittaa is aware, tha NAC recommended 
that tha 1990 CCC program for Iraq go forward. 

What I have to say is not complicated. I am going to outline for 
you how tha NAC undertook an orderly, deliberative assessment of 
the pros and cons of proceeding vith the proposed program, and 
how, vith our eyes open as to the uncertainties and possible 
risks, ve weighed the pros and cons, came to a decision, and 
established sons measures to help protect against those risks. 

Today, of course, in 1992, ve and the rest of the world know the 
events that took place subsequent to the NAC's recommendation in 
1989. And in retrospect, even vith that knowledge, I firmly 
believe that the NAC process leading to its recommendation was 
open, grounded in the facts then at our disposal, and 
responsible. 

Organisation and Functions of the MAC 

Before getting into the specifics of the NAC's consideration of 
the Iraq program, it may be useful background to discuss briefly 
the organisation and operations of the NAC. 

The NAC vas established in 1945 by the Bretton Moods Agreements 
Act, the same legislation which authorized the United States' 
membership in the World Bank and the International Monetary Fund. 
At present, the NAC's chief activities concern the loan and 
guarantee programs of the Export-Import Bank, the CCC's GSM-102 
and GSM-103 credit guarantee programs, and P.L. 480 debt 
reduction under the Enterprise for the Americas Initiative. 
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As its nm implies, tha MAC is an advisory body only* Zt cannot 
voto a transaction proposed by the Export-Inport Bank or USDA. 
Usually, consensus is reached among the membaMs regarding MAC 
positions on proposed transactions. The bulk of the work of the 
MAC is handled by its Staff Committee. However, any member has 
the right to request that a meeting be convened of 
representatives from the NAC member agencies at higher policy 
levels such as the NAC Alternates, an assistant secretary-level 
group, or at the deputy secretary or Cabinet level. 

Regarding the Committee's question about the classification of 
MAC minutes, my staff reviewed our records of NAC meetings and 
found that NAC minutes were classified on 25 occasions since the 
mid-1960s. 

MAC Consideration of CCC Programs for Iraq 

Zn early August of 1989, the Department of Agriculture presented 
to the NAC a proposal for a program for one billion dollars in 
CCC guarantees to Iraq for FY 1990. 

The NAC considered the proposed program in a series of meetings 
over roughly a two-month period. This debate culminated in early 
November 1989 at a meeting of the NAC at the deputy secretary 
level, which I chaired. 

— Zn an October 1989 meeting of the NAC Staff Committee, USDA 
requested NAC action on its FY 1990 program. Zn the course 
of the discussion, the Staff Committee suggested that USDA 
propose to the Iraqis a $400 million first tranche on a FY 
1990 CCC credit program. 

— A month later, the NAC Staff Committee held a meeting at 

which the Agriculture Department representative stated that 
Iraq regarded the $400 million program as insufficient for 
its needs. Accordingly, USDA reproposed a one billion 
dollar program for Iraq, but indicated that the guarantees 
would be made available in two equal tranches: the first 

$500 million to be granted currently and the remaining half 
to be contingent on satisfactory resolution of the Banca 
Nasionale del Lavoro (BNL) affair, which had come to light 
in late summer of 1989. In the course of the discussion, 
Treasury asked that the issue be referred to a higher level. 

Four issues were paramount in the MAC'S discussions throughout 
this series of meetings: Iraq's creditworthiness; the U.8. 
interest in maintaining our share of the Iraqi market for 
agricultural exports; possible wrongdoing by Iraqi officials with 
respect to the CCC program arising out of the BNL affair; and 
U.8. foreign policy interests. Let me turn to the consideration 
of these issues. 
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Crodltwor thlneee . Concerns about Iraq's futurs repayment of its 
guaranteed credits vara basad on raports of Iraq's failing to 
make schadulad payments to craditors in othar countrias and high 
ailitary expenditures which raisad quastions about tha futura 
availability of funds to sarvica its debts. Iraq had not 
undertaken to raschadula its ovarall official dabt through tha 
Paris Club aachanisa and had attaaptad to work out raschaduling 
agraaaants with various craditors on a bilataral basis. 

Iraq was not in arrsars on dabt to tha U.s. at that tiaa and 
Iraq's racord in sarvicing its U.S. -guaranteed dabt was 
axcallant. Moreover, Iraq's larga oil rasarvas vara an apparant 
long-tarn sourca of foraign axchanga to sarvica its obligations. 

Trada . Tha possibility that U.S. faraars and agricultural 
axportars could naka or losa substantial salas in Iraq was a 
nattar of concarn. Tha Unitad Status had alraady lost salas 
thars, and Iraq would ba making its buying dacisions soon. A 
numbs r of U.S. agricultural exporters had valid contracts with 
Iraq and vara waiting to register with tha CCC. 

BNL . Tha BNL affair involvad tha Atlanta branch of BNL, which 
had allagadly financed larga amounts of exports to Iraq and had 
hidden this fact from federal regulators as vail as BHL's head 
office. A portion of this financing was guaranteed by tha CCC 
under its GSM-102 program. 

Tha Department of Justice first uncovered the apparent 
irregularities and immediately began a criminal investigation. A 
number of other agencies, including USDA and the Federal Reserve, 
also initiated their own investigations. The Treasury Department 
supplemented this information through contacts between its legal 
staff and tha U.S. Attorney's office in Atlanta. 

In evaluating proposals for additional CCC guarantees for Iraq, 
concerns vara raisad about tha possible effects of tha BNL affair 
on tha CCC program, including tha possibility that Iraqi 
officials had illegally used cradits extended by BNL and 
guaranteed by CCC to benefit themselves or tha Government of 
Iraq. 

One possibility considered was to delay action on tha proposal 
for the FY 1990 program for Iraq pending clarification of the BNL 
situation. There vara rumors but no firm evidence of Iraqi 
official involvement or complicity in improprieties in connection 
with the CCC program. Moreover, it was observed that it might 
taka many months before tha BNL situation was clarified. 

Foreign Policy . Deputy Secretary Eagleburger will cover in 
detail tha U.S. foraign policy context of tha Iraqi CCC program. 
Let me simply say that tha State Department was consistent and 
firm in its view of tha Iraqi relationship's foraign policy 
significance to tha Unitad States and tha importance of tha CCC 
program to tha maintenance of that relationship. 
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m* Baaaahaz iMi wac atn utl— . noting 

An HAC deputy secretary-level Mating (at which tha Stata 
Department was raprasantad by its Under Sacratary for Political 
Affairs) was convanad on November 8, 1989 to review tha U8DA 
proposal for tha ona billion dollar CCC program in two $500 
million tranchas. My approach to tha maating was that tha 
proposad program should ba avaluatad first on tha basis of 
whathar it was rasponsibla from a programmatic standpoint, and 
sacond that our dalibarativa procass in raaching our dacision 
considarad all ralavant issues. 

We wara to dacida whathar or not tha CCC should proeaad with tha 
FY 1990 Iraqi program. And tha path to that dacision required us 
to axamina and weigh Iraq's creditworthiness, tha possible 
involvement of Iraqi officialdom in tha BNL affair, 

U.8. trade and agricultural export interests, and foreign policy 
considerations. This wa proceeded to do. 

As to tha BNL affair, tha Department of Agriculture submitted a 
report which concluded that tha evidence which had bean developed 
at that tiM by tha investigations of BNL's activities did not 
indicate Iraqi wrongdoing with respect to the CCC program. 

8om voiced concerns that tha full scope of tha BNL situation had 
not yet bean investigated and might ultimately reveal Iraqi 
involvement in improprieties involving tha CCC program. However, 
it was recognized that to delay tha dacision until tha conclusion 
of tha full BNL probe would mean tha loss of this round of 
agricultural export sales to Iraq, which wanted tha products 
inaediately and would buy from alternate sources. All agreed 
that tha trenching tha guarantees into two segments offered, from 
this point of view, a degree of protection against future 
revelations. 

On tha creditworthiness issue, it was pointed out that Iraq was 
not in arrears in its repayments to the CCC and Eximbank, and 
that Iraq had substantial oil reserves as a source of future 
revenue to service its debt. But Iraq's record with respect to 
the handling of its financial relations with other creditors was 
cause for concern. 

We also reviewed the foreign policy considerations. These 
discussions centered on the importance of the CCC guarantees to 
the maintenance of U.S. relations with Iraq and the harm that 
terminating the CCC program would cause to that relationship and 
to the prospects for achieving our foreign policy objectives in 
areas where we sought Iraq's cooperation. 

Finally we discussed the importance of the Iraq CCC program for 
U.S. agricultural exports. It was pointed out that Iraq was the 
tenth largest export market for U.S. agricultural commodities; 
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aiiong other things, it accounted for 20 percent of all U.S. rice 
exports. What was at stake here was the possible loss of one 
billion dollars in exports if the United States did not provide 
the proposed credit guarantees. Iraq was ready to move and third 
countries were willing to fill the orders at the expense of U.S. 
exporters. 

After a thorough discussion and balancing of the pros and cons of 
the various aspects of the proposal — creditworthiness, the 
uncertainties of the BNL situation, and U.S. foreign policy and 
agricultural export interests — the consensus of the meeting was 
to recommend that the CCC's proposed FY 1990 program for Iraq go 
forward. 

In order to provide some degree of risk protection, the deputies 
confirmed the two-tranche delivery of the guarantees and also 
agreed to a number of other conditions for the program including: 

Senior USDA officials would closely monitor the program. 

— The program would be suspended under certain conditions and 
USDA would ensure that the Government of Iraq would 
cooperate fully in investigating any wrongdoing in 
connection with the program. 

USDA's review of the existing GSM program had already 
resulted in installing additional controls to tighten the 
monitoring and enforcement of its guarantee programs and to 
raise the probability that any irregularities would be 
detected at an early stage. 

For the NAC record, the Departments of State and Agriculture 
would provide letters confirming the trade, agricultural, 
and foreign policy reasons which made it important to 
proceed with the 1990 CCC program for Iraq. 

— Before committing to a second tranche under the program, 
USDA would send a written report to the NAC detailing (1) 
the safeguards and controls that it had established in 
connection with the Iraq program in particular and the 
export guarantee programs in general and (2) developments in 
the investigations of the BNL situation. 

In addition, USDA committed itself to report to the NAC any 
significant developments with respect to the BNL affair which 
sight have ramifications for the Iraq program as soon as they 
became known. 

The NAC revisited the CCC program for Iraq early in 1990. The 
NAC Alternates met in February to review what had happened since 
the Deputies meeting and to discuss the release of the second 
tranche under the program. 
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The Agriculture Department representative reported that of the 
$500 million in guarantee authority allocated for the first 
tranche of the Iraq program, $484 million had been committed as 
of that date. The group was also informed that Iraq had made a 
request for release of the second tranche, but no action had yet 
been taken. It was noted that, per the agreement reached in the 
November Deputies meeting, US DA was committed to returning to the 
MAC before proceeding with any further guarantees for Iraq. 

As the Committee is aware, Mr. Chairman, the second tranche of 
the 1990 CCC guarantee was never released. 

Regarding the BNL affair, there was discussion of the various 
investigations that U.S. Government agencies were conducting. It 
was reported that, although indictments in the case were thought 
to be imminent, no evidence of wrongdoing on the part of the 
Iraqis with respect to the program had yet been found. 

Conclusion 

Mr. Chairman, I would like to conclude by repeating my firm view 
that the MAC reviewed the FY 1990 CCC guarantee program for Iraq 
in a responsible, orderly manner. 

One can play the role of Monday morning quarterback and second 
guess the NAC recommendation in light of what has transpired 
since November, 1989. But, as is often the case in policy- 
making, by the executive and legislative branches, decisions are 
made on the basis of imperfect information and without the 
ability to predict the future. The agencies involved in the NAC 
recommendation were diligent in presenting the facts and 
arguments. So we weighed the pros and cons, provided some extra 
measures of protection for our interests, and made our decision. 

I hope that my presentation has helped you to understand better 
the NAC process and how the NAC dealt with the CCC program for 
Iraq. 

I would welcome any questions you may have. 
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STATEMENT OF 

THE HONORABLE LAURENCE S. EAGLEBURGER 
DEPUTY SECRETARY OF STATE 
BEFORE 

THE HOUSE COMMITTEE ON BANKING, 
FINANCE AND URBAN AFFAIRS 
MAY 21, 1992 


Mr. Chairman and Members of the Committee: 

I plan this morning to do my best to set the record 
straight on the U.S. Government's policy toward Iraq during the 
latter half of the 1980s and in 1990, and to place in context 
the role of the Commodity Credit Corporation (CCC) program. I 
intend to make clear that the Administration followed a prudent 
policy toward Iraq at the time — including the management of 
the CCC program — even though we, and other governments, were 
ultimately unable to restrain Saddam Hussein. 

In explaining U.S. policy, I also plan to address many of 
the factual and legal misstatements currently being put forth 
by Members of this Committee. Quite frankly, the selective 
disclosure — out of context — of classified documents has led 
— knowingly or otherwise — to distortions of the record, half 
truths, and outright falsehoods, all combined into spurious 
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conspiracy theories and chafes of a "cover up." For those 
interested in the truth, let me make the following ten points 


• First , neither the Agriculture Department's 
investigation of the Commodity Credit Corporation (CCC 
program, nor the U.S. Attorney's investigation of 
BNL-Atlanta, has, to date, established diversion to 
third countries of commodities sold to Iraq or Iraqi 
misuse of the CCC program to purchase military weapons 

• Second , we have found no indication that the State 
Department had in November 1989, or has today, specif i 
evidence that such diversions occurred. 

• Third , neither the criminal indictment handed down in 
Atlanta in February 1991, nor the May 1992 plea 
agreement of a U.S. exporter to Iraq, contain evidence 
of or allegations that CCC-guaranteed commodities for 
Iraq were diverted to other countries or used for 
military purposes. 

• Fourth , approximately 90 percent of the $5 billion in 
credit guarantees extended to Iraq between 1983 and 19 
for the purchase of U.S. agricultural exports was 
provided prior to Fiscal Year 1990 and received broad 
support among Members of Congress and by American 
farmers and commodity groups. 

• Fifth/ CCC extended only one tranche of $500 million i 
credit guarantees to Iraq in Fiscal Year 1990. Of thi 
$500 million, over 20 percent of it did not become 
effective because of the Gulf War. Moreover, the 
remaining $392 million represents an official liabilit 
of the Government of Iraq. U.N. Security Council 
Resolution 687 provides that Iraq's repudiation of its 
foreign debts is null and void, and demands that Iraq 
adhere to all of its obligations. The Administration 
intends to assert claims against Iraq for any amounts 
that the U.S. Government is required to pay on CCC 
guarantees. 

• Sixth , shortly after the U.S. Attorney's office in 
Atlanta initiated its investigation of Banca Nazionale 
del Lavoro ( BNL ) , Agriculture reached an agreement wit 
BNL that BNL would not participate in the CCC program 
for Fiscal Year 1990. Accordingly, BNL was not assign 
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any of the $392 million in CCC credit guarantees 
extended for agricultural exports to Iraq in Fiscal Year 
1990 , and will not receive one cent in U.S. taxpayer 
money for the payment of claims against those guarantees. 

• Seventh , during the period that the CCC extended the 
$392 million in credit guarantees, Iraq actually made 
hard currency payments of approximately $847 million. 
Thus, despite concerns about Iraq's creditworthiness, 
there was a net reduction in CCC's exposure with regard 
to Iraq of about $455 million. 

• Eighth , the October 13, 1989 memorandum, to which 
Members of this Committee have repeatedly referred in 
making certain charges, merely speculates about 
allegations on Iraq's use of CCC guarantees. Most of 
the allegations in that memorandum have not, to date, 
been established. 

• Ninth , the suggestion that the Administration has sought 
to "cover up" its policy toward Iraq is simply not 
true. Few U.S. government policies have been so 
carefully and so extensively examined by the Congress 
and by the media as this one. To this Committee alone, 
the State Department has provided over 4,000 pages of 
documents at a cost of over $100,000 in employee hours. 
Other agencies have provided large quantities of 
documents as well. 

• Finally , the State Department has been prepared to turn 
over additional documents. However, in light of the 
knowing and unauthorized disclosure of classified 
materials by Members of this Committee, the 
Administration determined last week, in accordance with 
its obligations under Executive Order 12356, not to 
permit further release of documents until it receives 
appropriate assurances from this Committee regarding the 
storage and protection of such materials. Failing such 
assurances from the Chairman, the Administration is 
prepared to make available appropriate documents to the 
Speaker of the House or to members or committees that he 
might designate. 

Joel 1 9 sew tats al y bneii I v• ** ^Jitp . • 

I will now turn to a discussion of U.S. policy toward Iraq, 
the role of the CCC program, and the specific questions posed 
by this Committee. 
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I. U.S. Poli cy Toward Iraq 

During Iraq's eight-year conflict with Iran, there was 
broad bipartisan consensus in this country that an Iraqi defeat 
at the hands of an extremist Iran would be disastrous for our 
interests in the region. Many of our allies, as well as the 
Gulf states themselves, shared this view. Although U.S. policy 
on the war was neutral, there was a subtle leaning toward Iraq, 
in public statements as well as in selected other actions, but 
without any provision of weapons or weapons systems to the 
Iraqi government. 

With the end of the Iran-Iraq War in the summer of 1988, 
and by the time President Bush took office, Iraq had emerged as 
the preeminent military power in the Persian Gulf. The 
Administration promptly undertook an extensive review of U.S. 
policy in that region, including U.S. policy toward Iraq. The 
key issue was whether U.S. interests in the Persian Gulf 
remained vital in view of the changed strategic environment 
there, and, if so, whether the existing investamnt of American 
power and diplomatic influence in the region reflected that 
importance. We concluded that access to Persian Gulf oil and 
the security of key friendly states in the area were, in fact, 
vital to U.S. national security, and that we were committed to 
defending those interests, hopefully with the support and 
participation of our friends in the region. Western allies, ana 
Japan. 
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With regard to Iraq, the Administration recognised the 
difficulty of developing a clear cut policy. On the one hand, 
it appeared that Iraq had made a conscious decision to moderate 
its behavior since we had normalized relations in 1984. Iraq 
had, for example, reduced its support for terrorist groups and 
had, in fact, expelled the Abu Nidal Organization from its 
soil. Moreover, Iraq possessed significant oil reserves, was a 
major oil producer, and was increasing its supply of oil to 
this country. Post-war Iraq also appeared seriously interested 
in economic reconstruction and in expanding commercial ties 
with* the west. 

On the other hand, we fully recognized that there were 
still important issues that stood in the way of close 
relatione. These included Iraq's human rights abuses, its 
chemical weapons program, our suspicions that Iraq might be 
developing biological and nuclear weapons, Iraq's efforts to 
build long-range missiles, and its involvement in Lebanon. 

Still, Iraqi me m bership in the Arab Cooperation Council, 
alongside close Aamrican friends such as Egypt and Jordan, 
appeared to offer the prospect of moderating Iraqi behavior. 

Me also hoped that Iraq could play a helpful role — or at 
least not play an unhelpful role — in the Middle East peace 


process . 



Recognizing these competing concerns/ the Administration 
considered three major options in dealing with a post-war 
Iraq. First, we could expand our relations and try to embrace 
the Iraqis. Second, we could maintain our slow and steady 
course, seeking to probe, test, and encourage the Iraqis while 
being wary of their intentions. Or third, we could seek to 
isolate the Iraqis by punishing them for behavior we did not 
condone . 

Given the unpredictability of Saddam's behavior and the 
uncertainty about his regional aspirations, we rejected the 
first option of expanding relations rapidly. We also 
recognized that we could not effectively isolate Iraq by acting 
unilaterally and that there would be no support from either our 
European allies or our friends in the Arab world for 
confrontation with Iraq. The third option, therefore, offered 
us little leverage over Iraqi behavior while potentially 
undercutting our broader interests in the Persian Gulf. We 
thus determined that these broader interests — including 
continued access to the region's oil, stability of friendly 
area states, and deterrence of Soviet intervention and 
influence — required a policy that sought, if possible, to 
engage Iraq and to offer the Iraqis a mix of incentives and 
disincentives, but without any illusions. 
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In adopting this policy, we decided to make clear to the 
Iraqi leadership that any use 'of chemical or biological 
weapons, or violations of IAEA nuclear safeguards, would lead 
to economic and political sanctions, for which we would seek 
the broadest possible support from our allies and friends. We 
also agreed that Iraq's human rights record and its meddling in 
internal affairs of others would continue to weigh heavily on 
our policy. At the same time, we would encourage Iraq to play 
a constructive role in the peace process, and we agreed to 
support the efforts of American companies to participate in 
Iraq's economic reconstruction and in the development of its 
energy sector. 

In short, the Administration concluded that the evolution 
of normal relations with Iraq — something that would require 
more constructive Iraqi behavior in a number of areas — was in 
the U . S . national interest. Toward this end, we determined 
that it was worth trying to build on our successful diplomatic 
cooperation with Iraq during its war with Iran, and attempting 
to develop a modest economic relationship. However, our policy 
also included maintaining a capable military presence nearby, 
providing arms and other support to friendly states in the 
region, and expanding our dialogue with the Soviet Union. 

For a period of time, we saw some movement by Iraq in the 
right direction on several matters. For example, Kurds 
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ware allowed to farm again and they received compensation for 
seised property; Iraq agreed to pay personal injury claims 
relating to the crew of the USS Stark : FAA advice on airport 
security was welcomed by Baghdad airport; a first ever DEA 
visit to Iraq led to agreement to cooperate against narcotics 
trafficking; and we had opened a new cultural center in Baghdad 
that was successfully reaching out to ordinary Iraqis. 

Moreover, at a time when Iraq was forcing other Western 
creditors to accept bilateral debt rescheduling, it continued 
to repay U.S. -guaranteed loans. 

Soon, however, a number of Iraqi statements and actions 
demonstrated that Iraq was not prepared to adopt a more 
responsible approach to relations with its neighbors or 
ourselves. As a result, we began to adjust even our modest 
efforts downwards. We heavily criticized Iraq's human rights 
record before the U.N. Human Rights Commission and in the State 
Department's Human Rights Country Report. We also expelled an 
Iraqi U.N. diplomat for involvement in a murder plot. In March 
1990, U.S. Customs, working with the British, successfully 
interdicted an attempt to smuggle capacitors with possible 
missile and nuclear applications into Iraq. We also consulted 
with the British about the confiscation of materials for Iraq's 
development of the so-called "super gun." And we continued 
against Iraq a strict policy of denial for sales of weapons and 
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weapons systems, and intensified our efforts with other 
countries to tighten existing 'export controls, focusing on 
proliferation concerns. 

What little remained of the U.S. -Iraqi relationship came to 
an abrupt end with Iraq's brutal invasion and occupation of 
Kuwait in August 1990. As it turned out, the fact that the 
United States had followed a measured policy toward Iraq rather 
than having sought unilaterally to isolate the Iraqis proved to 
be a critical factor in our ability to assemble a coalition — 
which included Arab countries — to expel Saddam from Kuwait 
and, ultimately, to devastate his military capabilities. 

II. The CCC Program for Iraq 

The Commodity Credit Corporation (CCC) of the Department 
of Agriculture had first made available credit guarantees in 
connection with export sales to Iraq in 1983, shortly before we 
resumed diplomatic relations with the Iraqis in 1984. As Under 
Secretary Crowder will explain in greater detail, the CCC 
program is designed to assist U.S. agricultural exporters and 
producers by developing foreign markets for U.S. commodities. 

It is, in the first instance, an export promotion and market 
development program. The CCC guarantee covers the risk of 
non-payment by a foreign bank under a letter of credit opened 
to finance the purchase of U.S. agricultural exports. Iraq was 
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one of more than 40 countries participating in this program, 
which served to provide benefits for over 80 different types of 
U.S. agricultural commodities. 

In many respects, our trade balance with Iraq during the 
latter half of the 1980s was governed by the level of 
U.S. -guaranteed financing available to Iraq. As U.S. imports 
of Iraqi oil rapidly expanded toward an estimated $2.5 billion 
by 1990, the CCC program helped lessen a growing trade deficit 
with Iraq. Throughout the period in question and despite its 
economic difficulties, Iraq maintained a record of consistently- 
and fully meeting financial obligations incurred under the CCC 
program. 

Iraq requested $1.03 billion in CCC credit guarantees for 
Fiscal Year 1990. As the Administration began to consider this 
request, it learned that the U.S. Attorney in Atlanta was 
investigating the Atlanta branch of Banca Nazionale del Lavoro 
(BNL) for allegedly conducting a clandestine "greybook” loan 
operation to Iraq. While much of the money involved in BNL* s 
loan operation was not directly related to the CCC program, 
approximately $720 million of BNL-Atlanta's loan portfolio 
consisted of assigned obligations that were backed by CCC 
export credit guarantees. Accordingly, as Under Secretary 
Crowder will explain, investigators with Agriculture's Office 
of the Inspector General began assisting the U.S. Attorney's 
investigation in early September 1989. 
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The Administration took tbo BML allegations seriously, even 
though at the tine no wrongdoing on the part o£ Iraq had been 
established. Because of the allegations, the Administration 
initially postponed any decision on Iraq's request for CCC 
guarantees for Fiscal Tear 1990. Moreover, in Secretary . 
Baker's October 6 meeting with then Iraqi Foreign Minister 
Tariq Axis, the Secretary raised the BML issue, emphasising the 
iaportance of Iraqi cooperation with this investigation, and 
seeking assurances from the Government of Iraq that it would 
assist in the investigation. Axis gave these assurances and 
Iraq 'did cooperate when a team from the Department of 
Agriculture travelled to Baghdad several months later. 

In Hovambar 1989, the National Advisory Council on 
International Monetary and Financial Policies (NAC) met ht a 
senior levml to consider Iraq's CCC request. As Deputy 
Secretary Robson will describe further, there was a full 
exchange on all relevant points regarding the CCC program for 
Iraq. The Deputy Secretary of Agriculture specifically 
reported that the BML investigation had only resulted, to date, 
in allegations of violations. He further reported that 
Agriculture's Office of the Inspector General had stated in 
writing that there was no evidentiary basis for withholding 
approval of new CCC guarantees for Iraq. 



In addition to discussion of the BML investigation, 
representatives at the MAC Meeting also discussed Iraq's 
creditworthiness, the iMportance of Iraq as an agricultural 
export market, and the Administration's efforts to improve the 
bilateral relationship. I might note as well that at this tinm 
Members of Congress, along with various agricultural trade 
interests, were urging the Administration to provide the full 
amount of credit guarantees requested by Iraq. 

After a careful balancing of the risks and benefits, the 
NAC supported the Agriculture Department's recommendation to 
establish a tiered approach to the CCC program rather than to 
grant Iraq's request outright. Under this approach. 

Agriculture decided to extend a first tranche of $500 million 
in credit guarantees, with additional guarantees for the year 
to depend on the results of Agriculture's own administrative 
review as well as the investigations by its Office of the 
Inspector General and the U.S. Attorney in Atlanta. The 
Administration indicated to the Iraqis that the CCC program 
would be terminated if abuses were discovered. 

The Agriculture Department continued to monitor the BNL 
investigation and consistently received word from its Office of 
the Inspector General that there was no reason to recommend 
that the CCC program not go forward. At the same time. 
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After the Agriculture Department had released its report, 
the Administration chose not to proceed with the second tranche 
of CCC credit guarantees for Iraq. Indeed, the Administration 
never granted any further credit guarantees to Iraq beyond 
those announced in November 1989. 

When the United States imposed sanctions against Iraq in 
August 1990, there were approximately $1.9 billion in 
outstanding credit guarantees. Of course, the major portion of 
those obligations had accumulated during the 1980s. In that 
regard, it is worth noting that all sanctions legislation 
against Iraq that the Congress had proposed in the first half 
of 1990, except for the Inouye-lCasten bill, exempted the CCC 
program from whatever sanctions might be imposed. 

It should also be noted that, of the $500 million in CCC 
credit guarantees authorized for Fiscal Tear 1990, only about 
$392 million actually became effective prior to the imposition 
of sanctions. Moreover, during the same period, Iraq actually 
made hard currency payments under the CCC program of 
approximately $847 million. Thus, despite concerns about 
Iraq's creditworthiness, there was a net reduction in CCC's 
exposure of about $455 million. In light of the affirmation in 
U.N. Security Council Resolution 687 of Iraq's continued 
liability for outstanding debts, as well as our own freezing of 
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Iraqi assets, the Administration intends to assert claims 
against Iraq for debts owed to the United States. 

III. The Committee's Questions 

Within this context, let me turn to the Committee's 
questions on the Fiscal Year 1990 CCC program. As noted above, 
the State Department, acting in accordance with Administration 
policy, viewed the CCC program as one of the positive elements 
in our effort to develop a constructive bilateral relationship 
with Iraq. The State Department believed in November 1989 that 
continuation of CCC-supported trade offered the possibility of 
expanding and improving that bilateral relationship. This 
would hopefully have had the additional benefit of moderating 
Iraq's conduct in areas of concern to us, such as human 
rights. By April 1990, however, the State Department no longer 
supported additional CCC credit guarantees for Iraq. 

On the issue of creditworthiness, the State Department 
viewed Iraq's record of repayment of CCC obligations as 
excellent, even though there were minor delays from time to 
time. Indeed, during the period in question, Iraq actually 
made payments to CCC of more than twice the amount it received 
in new guarantees. 

As for the BNL scandal, that issue, of course, had 
considerable influence on the course of events. It contributed 
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to the initial delay in considering Iraq's request for $1.03 
billion in CCC credit guarantees. It led Secretary Baker to 
request of Poreign Minister Aziz that Iraq cooperate in the 
investigation. And it contributed to the decision to apply a 
tiered approach to Iraq's CCC request, granting only a first 
tranche of $500 million while the investigation proceeded. 

Pinally, the Administration remained highly critical of 
Iraq's human rights record, even though consideration of that 
record did not specifically affect the State Department's views 
on the CCC program. 


Mr. Chairman, that is the end of my remarks in response to 
the questions that you posed. However, I feel compelled in 
conclusion to comment on the nature of this inquiry. As I 
prepared for this hearing, I could not but reflect on how the 
conduct of our government has changed since I began my career 
with the State Department more than 30 years ago. Me now seem 
to work in an environment of distrust rather than trust, of 
confrontation rather than cooperation, of accusation rather 
than fair inquiry. What has been done by the selective 
disclosure — out of context — of classified documents, by the 
distortions of ttuth, and by the raising of innuendoes where no 
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facts exist to support them is to make exceedingly difficult 
our ability to engage in the deliberative process necessary to 
formulate policy. No longer can responsible officials voice 
differences of opinion, provide candid advice to their 
superiors, or engage in open discussion and debate on an issue 
without the constant worry that at some point in the future 
someone will seek to condemn and vilify them for having done no 
more than perform their duties honestly and to the best of 
their abilities. I submit that such a situation is in no one's 
interest and is a disservice to the good governance of this 


nation 
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I a* plutad to appear today to comment on tha Federal 
Reserve' a participation in the deliberations by the National 
Advisory Council on International Monetary and Financial 
Policies (MAC) of the FY 1990 Cosnodity Credit Corporation 
(CCC) program for Iraq. 

As you know, the NAC has been assigned by Congress the 
responsibility to assist in foraulating U.S. positions in 
various international financial institutions and to evaluate 
the policies and practices of U.S. government agencies that 
make, or participate in making, foreign loans, or provide 
various forms of credit guarantees as part of U.S. foreign 
lending programs. The Federal Reserve was designated a member 
of the NAC under the Bretton Moods Agreements Act of 1945 and 
has participated in its deliberations since. 

The NAC is an advisory body. The principal function 
of the seven members of the NAC is to review proposed 
transactions, programs, and policy issues related to those 
institutions — both national and multilateral in which the 
United States is a member — that are involved in making 
foreign loans. 

The diversity of interests, perspectives, and 
expertise represented by the member agencies of the NAC allows 
a thorough airing of divergent views on issues that come before 
the NAC. In most cases, a unanimity of views among NAC member 
agencies is attained. On those occasions when no consensus is 
reached, it may indicate a fundamental difference on a 
particular aspect of the lending program under consideration, 
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often reflecting the particular vantage point and institutional 
focus of the member agencies of the NAC. 

In evaluating lending proposals and programs presented 
to the NAC, the Federal Reserve draws upon its financial 
perspective and expertise. The Federal Reserve's principal 
contributions to the NAC process over time have been its 
ability to assess objectively the financial and economic 
soundness of proposals brought before the NAC and to share this 
expertise with other member agencies. 

In light of this specialized focus of the Federal 
Reserve in NAC deliberations, for those proposals that involve 
major considerations other than economic and financial issues 
where the Federal Reserve has special expertise (e.g., where 
foreign policy or human rights issues are of overriding 
importance) , the practice of the Federal Reserve in NAC 
deliberations is not to take a position on these matters and to 
abstain in the formal NAC decisionmaking process. 

With regard to the Federal Reserve's position 
concerning the extension of CCC export credit sales guarantees 
for Iraq, even prior to the FY 1990 request for such 
guarantees, the Federal Reserve had become concerned about 
Iraq's creditworthiness and about the size of the CCC export 
credit sales guarantee programs that were being proposed for 
Iraq by the U.S. Department of Agriculture. The Federal 
Reserve, therefore, was only willing to consider favorably 
considerably scaled-down programs of such credit guarantees to 
Iraq. 
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In considering the request for $1 billion in 
additional CCC export credit sales guarantees for Iraq for 
FY 1990, Federal Reserve reservations were based on continued 
concerns about Iraq's creditworthiness at that time. The 
growing external indebtedness of Iraq and questions about 
Iraq's ability and willingness to service this debt led to a 
growing Federal Reserve uneasiness in approving large, new CCC 
export credit sales guarantees for Iraq. The Federal Reserve 
also noted Iraq's spotty debt-servicing record with other 
bilateral official creditors, including incidents of unilateral 
and selective reschedulings. Finally, the Federal Reserve 
questioned the appropriateness of allocating one-fifth of the 
CCC's FY 1990 budget to one country, and of the CCC's having 
such a disproportionate share of total CCC credits outstanding 
to one country. 

The unfolding Banca Nazionale del Lavoro (BNL) case in 
the summer of 1989 reinforced the Federal Reserve's reserva- 
tions and opposition about approving additional CCC export 
credit sales guarantees for Iraq. The revelations of the BNL 
case, in fact, led the NAC to postpone a scheduled 
consideration of the FY 1990 program of CCC export credit sales 
guarantees for Iraq. Only limited details concerning 
allegations concerning the connection between the BNL case and 
the CCC program to Iraq were known at the time that the NAC was 
considering the proposal for additional export credit sales 
guarantees to Iraq. However, given the Federal Reserve's 
ongoing and growing concern about Iraq '6 creditworthiness, even 
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the limited allegations of linkages between the BNL case and 
the CCC export credit sales guarantee program provided in our 
view an additional reason to be cautious about further 
extensions of such guarantees to Iraq. 

The Federal Reserve's reservations and opposition 
related to the FY 1990 CCC program for Iraq, therefore, were 
based on its evaluation of Iraq's creditworthiness, which was 
reinforced by the unfolding BNL case. 
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Mr. Chairman and members' of the Committee; I appreciate the 

opportunity to appear before you today to discuss the 

factors and process that led to the allocation in November 1989 

of fiscal year (FY) 1990 credit guarantees in connection with 

sales of U.S. agricultural commodities to Iraq, as well as events 

and decisions which resulted in our subsequent decision, in May 
✓ 

1990, to deny any additional GSM credit guarantees for that 
purpose. I will discuss the impact on those decisions of the 
investigation launched in August 1989 by the United States 
Attorney for the Northern District of Georgia into alleged 
fraudulent lending by several employees of the Atlanta agency of 
the Banca Nazionale del Lavoro (BNL) . As you know, other USDA 
officials and I have testified before Congress on these issues a 
number of times and I welcome the opportunity to do so again. 

Mr. Chairman, I fir'st assumed my current position as Under 
Secretary of Agriculture in April 1989 and so do not have 
personal knowledge about events or decisions made prior to that 
time. However, I was directly involved in the events and 
decisions surrounding the allocations of GSM credit guarantees 
for FY 1990, as I will describe in my statement today. At the 
conclusion of this statement, I will be happy to answer any 
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questions that you or members of the Committee may have regarding 
events during my tenure. 

The Export Credit Guarantee (GSM- 102) and Intermediate 
Export Credit Guarantee (GSM- 103) programs administered by the 
Commodity Credit Corporation (CCC) of the Department of 
Agriculture are intended to build and maintain commercial markets 
abroad for U.S. agricultural products. under these programs, CCC 
issues a credit guarantee to a U.S. exporter who has made a sale 
of agricultural commodities to a purchaser in a designated 
market. The purchaser must arrange for a letter of credit to 
effect payment. The CCC guarantee protects the exporter or his 
assignee against a default by the bank in the foreign country 
issuing the letter of credit. 

The issuance of a credit guarantee does not require any 
initial expenditure by the government; rather, the guarantee 
represents a promise to the U.S. exporter by CCC that, in the 
event that the exporter is not paid under the letter of credit, 
CCC will pay the exporter .and will be subrogated to the 
exporter's right to collect payment from the defaulting foreign 
bank. Under the new credit reform procedures, USDA does report 
the estimated subsidy cost of the programs which is treated as a 
current expenditure for budget purposes. 
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CCC issues its credit guarantee to a U.8. agricultural 
exporter. The guarantee enables the exporter to assign its 
rights under the letter of credit to a financial institution 
located in the united States which agrees to finance the sales 
transaction on deferred payment terms. It is important to note 
first, that CCC assumes no financial risk with respect to a bank 
such as BNL that takes assignment of a CCC guarantee; and, second 
that CCC has no programmatic relationship with U.S. financial 
institutions that take assignment of the guarantees, nor does it 
have any authority to serve as a bank regulator. The CCC credit 
guarantee is, in essence, commercial paper which can be sold by 
the exporter to the U.S. a financial institution. 

The GSM- 102 program, under which guarantees are issued in 
connection with sales having payment terms not to exceed three 
years, is the largest single export program for U.S. agricultural 
products, stimulating bank financing for more than 10,000 
cosnercial shipments per year. Since 1980, approximately $37.8 
billion in U.S. agricultural products have been exported to 44 
countries through GSM- 1$2 -guaranteed sales. GSM- 103, under which 
guarantees are issued in connection with sales having payment 
terms of over three and up to ten years, is a smaller ($1.4 
billion) but still important program. In both the 1985 and 1990 
farm legislation. Congress mandated levels for the GSM- 102 and 
G8M-103 programs. For FY 1990, the year we will be discussing . 
today. Congress mandated that CCC make available a 0 f $5 
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billion in GSM- 102 credit guarantees and a maximum of $1 billion 
in GSN-103 export guarantees. 

Although, as I mentioned earlier in my remarks, I mas not 
present at the Department of Agriculture in the early 1980's when 
credit guarantees were first made available in connection with 
sales to Iraq, I believe that the history and record of the 
program in this regard are well known. In your Congress ional 
Record statement of February 4, 1991, Mr. Chairman, you inserted 
a chart showing the increase in GSM program allocations in 
connection with sales to Iraq from an initial $364 million in 
guarantees announced in 1983 to more than $1 billion annually for 
1988 and 1989. This chart accurately reflects the increases in 
GSM- guaranteed sales over that period. As your list indicates, 
Mr. Chairman, total GSM- guaranteed sales to Iraq for the 1983- 
1990 period exceeded $5 billion. 

The support of members of Congress and American farmers and 
comnodity groups demonstrate that the development of the Iraqi 
market under the GSM programs during the 1980' s was very 
important to the U.S. agricultural economy, including high value 
commodities. Iraq ultimately became the second largest 
participant in the GSM program, exceeded only by Mexico. Iraq/ 
became the twelfth largest market for U.S. agricultural exports, 
and the single largest export market for U.S. rice. 
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My initial involvement in the issues regarding GSM 
allocations with respect to Iraq came in the late summer of 1989. 
As you may know. Nr. Chairman, because the new fiscal year, begins 
in October, it is customary for CCC to finalize its plans for 
allocating available GSM guarantees among the various participant 
countries in late summer. As a part of this process, we often 
engage in consultations and negotiations with potential 
participant countries. In the case of Iraq, which engaged in 
central government purchasing, this was regularly done. 

In August 1989, we were considering an FY 1990 allocation of 
credit guarantees in connection with sales to Iraq at the same 
level as the two prior years -- approximately $1 billion. CCC's 
total exposure at that time in connection with previously issued 
credit guarantees for sales to Iraq was approximately $2.26 
billion. While this was a substantial amount*, in our judgment a 
sizeable program could be justified. Because of its substantial 
food import needs and dependence on outside sources for 
approximately 65-70% of its food and feedstuffs, Iraq presented 
excellent long-term mar^cet "potential . Iraq had maintained a 
solid payment record without default since 1983 and had 
repayments of $1 billion scheduled in FY 1990. Information 
suggested that it had adequate resources to pay its CCC- 
guaranteed debt, and, indeed, it had always treated this as 
preferred debt. 
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It was about this time, on August 4, 1989, that tba Federal 
Bureau of Investigation, working in conjunction with the United 
States Attorney for the Northern District of Georgia, served its 
initial search warrant on the Atlanta agency of Banca Nasionale 
del Lavoro, launching what has become known as the BKL 
investigation . 

lie were not initially informed of this investigation and did 
not become aware of its potential implications for CCC until 
early September 1989. Our records indicate that USDA's Regional 
Office of the Inspector General (OIG) in Atlanta was asked to 
participate in the investigation at the end of August. Their 
notice of case opening on August 31, 1989, cane to the attention 
of Washington program officials several days later. 

At this same time, USDA received a request for a meeting 
from officials and lawyers representing Banca Nasionale del 
Lavoro, and this meeting was set for September 6, 1989. Although 
I did not personally attend the meeting, it was later reported to 
me that BNL representatives’ met with officials of both the CCC 
and our Office of the General Counsel to inform USDA that the 
investigation was underway. USDA officials were told that the 
investigation involved alleged fraud on the bank resulting from 
unauthorised loans made by rogue bank officials; that BNL' s 
headquarters in Rosie had replaced prior Atlanta management with 
officials from BNL ' a Rome and New York offices; and that BNL 
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Mnted to confirm from CCC's records the precise amount of the 
guarantees which U.S. agricultural exporters had assigned to BNL 
as part of the new management ' s reconciliation exercise. CCC's 
records indicated that, at that time, BNL held about $720 million 
in assigned guarantees. 

I would note, Mr. Chairman, that BNL took no further 
assignments of CCC- guaranteed obligations after August 1989. 
Because of the uncertainties surrounding the BNL investigation, 
representatives of BNL agreed with Department officials in 
October 1989 not to accept any further assignments and, in fact, 
never have done so. Thus, BNL took no assignments in connection 
with the guarantees allocated for FY 1990. 

Several days after that meeting, about September 8, 1989, 
USDA's wood products division received written complaint from two 
exporters of wood products that Iraqi purchasers were allegedly 
pressuring exporters to provide additional services or goods at 
no charge to the purchaser. These allegations concerning "after - 
sales services” were promptly related to USDA's OIO which was 
working with the U.S. Attorney in Atlanta. 

we subsequently made inquiries with the 016 about the BNL 
investigation, and were informed that 016 investigators working 
on the case in Atlanta were operating under grand jury rules and 
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that the investigation was at a very preliminary stage. However, 
we were told that an investigator from Atlanta would come to 
Washington in early October and would provide a briefing on 
developments there. 

By the end of September, USDA had completed its preparation 
for the overall PY 1990 GSM program. This involved a process by 
which CCC developed a list of participant countries based on 
information obtained through the trade, from attaches of the 
Foreign Agricultural Service (FAS) posted abroad, and from our 
trading partners interested in the program. Using country- risk 
analysis, market information, and USDA assessment of long term 
market potential, CCC allocated available guarantees for the 
fiscal year among specified participant countries and established 
commodity- specific lines of credit guarantees. In September 
1989, CCC contemplated an allocation of credit guarantees for FY 
1990 in connection with sales to Iraq at the $1 billion level. 

On October 3, 1989, USDA made a presentation at a staff 
level meeting of the National Advisory Council on International 
Monetary and Financial Policies (NAC) recommending the $1 billion 
allocation. USDA is not a NAC member, but USDA representatives 
regularly attend NAC meetings to discuss proposed export 
initiatives under our export credit guarantee programs (GSM- 102 
and GSM- 103), and our foreign concessional sales programs under 
Title I of Public Law 480. 



205 


The NAC Is a seven -member interagency review group chaired 
by the Department o£ the Treasury. Other members include the 
State Department, the Commerce Department, the Pederal Reserve, 
the Office of the U.S. Trade Representative, the Export - Import 
Bank, and the Agency for International Development. As the name 
implies, the NAC is an advisory group, and its review and 
recommendations are not binding on USDA's decision making. 
Nevertheless, we take NAC advice very seriously and consider the 
MAC process to be an important and complementary process to our 
own internal analyses. 

✓ 

At the October 3, 1989 meeting, USDA's proposal to continue 
the program allocation in connection with sales to Iraq program 
at the $1 billion level met with opposition from other agencies, 
including the Treasury Department, which suggested a $400 million 
level. USDA took this under advisement and did not announce any 
program allocation in connection with sales to Iraq pending 
further consultation. However, it was USDA's view at that time, 
based on our own market development and risk assessments, that am 
overall $1 billion allocation for Iraq was merited. 

Taking into account the input from the NAC, and the risk 
exposure advantages to CCC of tramching any additional 
allocation, we subsequently made am initial offer to Iraq of am 
allocation of $400 million. Iraq rejected this offer. 
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On October 5, Mr. Art Wade, an investigator with the Atlanta 
office of USDA's Office of the Inspector General, arrived in 
Washington. Mr. Wade met first with CCC program officials, anri 
subsequently with me, to provide seme information about the 
nature of the investigation in Atlanta. Mr. Wfcde was constrained 
by grand jury rules from disclosing particulars of the Atlanta 
investigation, but confirmed that the investigation centered 
around an alleged "grey book” loan scheme perpetrated by former 
BNL-Atlanta officials. Mr. Wade told USDA officials that the 
investigation was at a very early stage and that only preliminary 
evidence had been developed. He indicated that the investigation 
might expand to other issues, including possible BNL loans to 
Iraq for military supplies, the possibility of bribes to Iraqi 
officials, and the possibility, in the case of agricultural 
sales, that shipments might have been diverted to other countries 
and sold or bartered for other goods. When asked about the 
diversion issue, Mr. Wade indicated that, although there was no * 
specific evidence to support this suggestion of "diversion," it 
was an area that the investigation would explore. I would note, 
Mr. Chairman, that to opr knowledge, after more than two and a 
half years of intensive' investigation in the BNL matter there has 
been no hard evidence to date of diversion of U.S. commodities or 
of any linking of CCC sales to military goods or supplies. When 
specifically asked whether he had any information indicating that 
USDA should not proceed to extend FY 1990 credit guarantees in 
connection with sales to Iraq, Mr. Wade said "no.” 
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These Initial conversation* with Nr. Wade suggested a number 
of potential theories that might be investigated but revealed 
that no evidence had been developed to support any of these 
theories that might be investigated. It was this lack of clarity 
that caused me to institute our own inquiry into the situation, a 
review which involved several stages and that took several months 
to complete and which eventually resulted in the publication of 
USDA's report on May 21, 1990. 

Initially, I decided that we needed to know more about the 
nature of the investigation so that I could have a basis to 
determine the level at which to extend further export credit 
guarantees in connection with sales to Iraq. I want to be clear 
with you, Mr. Chairman, about what the administrative review was 
intended to accomplish. Our purpose in pursuing this inquiry was 
to determine whether there was any evidence to suggest 
involvement by Iraq or Iraqi officials in program violations that 
would alter our judgment about continuation of the availability 
of export credit guarantees in connection with the sale of U.S . 
agricultural commodities to'Iraq. It was not a criminal 
investigation. The process of criminal investigation and 
potential prosecution was already underway in Atlanta and was 
being conducted by the United States Attorney and USDA's Office 
of the Inspector General, agencies with jurisdiction over 
criminal investigation armed with the attendant authority to 
issue subpoenas and to compel testimony before the grand jury. 
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Our access to information was much more limited and our goal was 
much more specific. I also want to point out Mr. Chairman that 
our review was an evolving process and that, as we proceeded, we 
were constantly in touch with our 016. 

The situation we faced at that point is easy to 
describe. We had arrived at the beginning of the new fiscal year 
and had been requested by the Iraqis to continue extending GSM 
guarantees at the $1 billion level which had been in effect in 
each of the prior two fiscal years. Indeed, as have you pointed 
out, there was a strong expression of support for such a program, 
both from members of Congress and from various agricultural 
sectors. We did not want to abandon a $1 billion market that was 
important to the U.S. farmers and exporters . At the same time, 
USDA would not continue the program if there were program 
violations. 

After the meeting with Mr. Wade, I asked Larry McBlvain, the 
director of FAS, CCC Operations Division, and Kevin Brosch of our 
General Counsel's office to 4 go to Atlanta to pursue the matter 
further. Mr. McBlvain and Mr. Brosch travelled to Atlanta on 
October il-12, 1989 and met with Gale McKenzie, the Assistant 
United States Attorney in charge of the BNL investigation, as 
well as with three investigators from USDA/OIG- Atlanta who were 
working with her. They also had an opportunity to visit the bank 
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and to have a preliminary look at some of the bank records which 
concerned CCC - guaranteed transactions. 

When they returned from Atlanta, I met with Nr. McBlvain and 
Nr. Brosch and they reported to me that, insofar as CCC 
transactions were concerned, it appeared that the BNL 
investigation was going to focus on several issues: the alleged 

high prices of U.S. sales to Iraq; the possibility of diversion 
of goods; the possibility that U.S. exporters might have provided 
after-sales services to Iraq in connection with CCC- guaranteed 
sales; and the possibility that such sales might have been 
connected in some way with the provision of military supplies. 

Nr. McBlvain and Mr. Brosch also reported that the 
investigation into these issues a ppeared , at the time, to be 
based on hypotheses of the investigators rather than on any 
concrete evidence. For. example, Mr. McBlvain and Mr* Brosch had 
asked what evidence had been adduced which suggested "abnormally 
high prices.” The investigators were able to point to only one 
sale of vegetable oil. .'When that sale was reviewed, it appeared 
that the sale was not of bulk vegetable oil but rather of refined 
and tinned vegetable oil, and that the higher than usual price 
was associated with the substantial value added by the refining, 
tinning, and labeling process, as well as with the higher 
shipping costs. They also asked what evidence was available with 
respect to diversion of goods, and were told that the 
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investigation had uncovered no evidence of diversion or of any 
connection of CCC- guaranteed sales with military supplies thus 
far, but that these theories would be explored. 

During that meeting, Mr. Broach also reported that, although 
the investigators had suggested the possibility of higher than 
usual commodity prices, they did not appear to have made 
comparisons with any standard commodity price series or have used 
any market price information. He suggested that we obtain 
standard price series from USDA's commodity divisions and return 
to Atlanta to do a more thorough screening of the bank records. 

I instructed him to do so. 

On October 18-19, Mr. Broech returned to Atlanta with 
another USDA attorney and they spent two days reviewing files. 
When he returned to Washington, Nr. Brosch reported that he had 
been able to find ships' bills of lading in the files associated 
with the various OflM- guaranteed transactions; apparently, the 
bank kept separate files for the financing documents and the 
shipping documents, and; the ‘Investigators had previously only 
reviewed the financing files. He also reported that he had been 
able to do a preliminary review of the high price issue, and that 
several prices reviewed, appeared to be $10-$20 per ton more than 
would have been expected based on market price data for the 
period. The files revealed nothing with respect to the after- 
sales services or military issues. 
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Mr. Broach also reported that the somewhat higher prices 
that he had observed were connected with sales transactions by a 
U.S. -based exporter known as Bntrade International Ltd. 

(Bntrade) . Mr. Broach reported that Bntrade appeared to be a 
principal focus of the investigation, and that he had been told 
that a former executive assistant within BNL -Atlanta had, a year 
or so earlier, moved to New York to take an executive position 
within Bntrade. I directed Mr. Broach to do a further review of 
Bntrade transactions . Mr. Broach contacted attorneys for Bntrade 
in New York to make arrangesients to go to New York and riview the 
company's records. This had to be coordinated with the office of 
the U.S. Attorney in Atlanta because Bntrade was also the subject 
of a grand jury subpoena. Mr. Broach formally requested access 
to Bntrade' s records on October 23, 1989, in a letter to 
Bntrade 'a lawyers. However, because the grand jury investigation 
took precedence, Mr. Broach was unable to review those records 
until late November. 

Our early hope was that the BNL investigation in Atlanta 
would proceed quickly apd. that the uncertainties and hypotheses 
would be quickly resolved. During their first meeting in 
Atlanta, Mr. Broach and Mr. McBlvain were told that the united 
States Attorney hoped to have initial indictments returned by the 
grand jury by November 15, 1989. As you know, Mr. Chairman, that 
did not happen. The investigation, apparently much more complex 
than initially anticipated, did not result in any indictments 
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until February 28 , 1991, approximately sixteen months later. 

And, as you are no doubt aware from your own reading of the 
indictments, Mr. Chairman, even today there has been no formal 
allegation or apparent evidence adduced with respect to many of 
the rumors which began circulating in October 1989. For example, 
the indictments in the BNL investigation contain no allegations 
of diversion of commodities nor any allegations that CCC- 
guaranteed sales were in any way connected with the provision 
military supplies. 

On November 3, 1989, the NAC staff group met again to 
consider a modification of USDA's October 3 proposal. Rather 
than proposing to announce a $1 billion allocation of export 
credit guarantees, we proposed a two- tranche allocation for FY 
1990, with an initial $500 million to be announced immediately, 
and a second $500 million tranche to be held in reserve, with its 
release contingent upon a positive resolution of the BNL 
investigation in Atlanta. Because several agencies requested 
that the issue be raised at a higher policy -level, this proposal 
was made again at November .•& in a NAC Deputies Meeting, at which 
time other agencies indicated they could support the proposal . 

I believed then, and I continue to believe today, that this 
decision was both cautious and prudent for several reasons. 

First, as I have discussed, we simply did not have any 
information that substantiated any of the rumored allegations out 
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of the Atlanta investigation. We wanted to be certain, however, 
that there wasn't evidence being developed in the Atlanta 
investigation which we simply did not know about because of grand 
jury constraints. We met on several occasions with 
representatives of the 010 about this matter and asked whether 
they would recommend against our proceeding. We were always told 
■no.” On November 8 # 1989, prior to the NAG meeting of that day. 
Inspector General Leon Snead provided a memorandum to the Deputy 
Secretary in which he stated: 


On Friday we were contacted by 0MB concerning our 
investigation of the Bapca Nazionale Del Lavao [sic] 
y and the Department's impending decision to extend 

credit guarantees to Iraq. 0MB expressed concern over 
giving credit guarantees to Iraq while this 
investigation is in progress. We informed them that we 
have no evidence to date that would lead us to 
recommend that the Department should not extend the 
guarantees . 


In addition, we reasonably expected that the extension of 
$500 million in credit guarantees in connection with sales to 
Iraq should not result in any additional financial exposure on 
the part of the United States and, in fact would result in a net 
improvement in CCC's exposure. As I mentioned earlier, Mr. 
Chairman, CCC had extended credit guarantees in connection with 
*ales to Iraq beginning in 1983, and had allocated $1 billion in 
credit guarantees for sales to Iraq in FY 1988 and 1989. Iraq's 
scheduled repayments of previously undertaken obligations during 
FY 1990 was approximately $900 million. The extension of $500 
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million in nev credit guarantees would, therefore, be made during 
the period in which Iraq would be repaying substantially more 
than that amount. 

And, that is precisely what happened. Up until the time 
that Iraq invaded Kuwait on August 1, 1990, resulting in a 
collapse of its diplomatic and financial relationships with the 
West, Iraq paid back CCC guaranteed obligations totaling more 
than $847 million. Of the $500 million in guarantees, only $392 
million had become effective as of August 2, 1990. As a result, 
CCC' s net exposure in connection with Iraqi -related guarantees 
declined by approximately $455 million during fiscal year 1990. 

Mr. Chairman, this is an important point that has not been 
reported properly. We specifically took this likely reduction in 
net exposure into account when we made our determination to 
propose the initial $500 million tranche . 

On November 11-13, PAS General Sales Manager Paul Dickerson 
led a USDA team to Iraq for consultations. Mr. Dickerson 
reported to me that the; Iraqis were extremely upset with the USDA 
proposal, but we refused to do any more until there was better 
information. Ultimately, the parties were never able to reach 
agreement on anything more than the first $500 million tranche.; 

On November 15, USDA formally announced the availability of that 
$500 million tranche of credit guarantees. I should repeat here, 
Mr. Chairman, that BNL did not take assignment of any of these 
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PY 1990 guarantees. 

We understood, however, that eventually there would be 
renewed pressure Cor a second $500 million tranche. Indications 
that we were receiving from Atlanta were that the investigation 
was going more slowly than anticipated and that there might not 
be indictments by the time Iraq requested the additional line of 
credit guarantees. 

Beginning in the last week of November and concluding in the 
week before Christmas, Nr. Broach made several trips to New York 
to review Bntrade' s record*. In total, he and another USDA 
attorney spent twelve staff -days on this project. Mr. Broech 
conpleted a preliminary analysis of his findings in early January 
and reported to me. 

The Initial reason that we focused at that point on Bntrade, 
as I mentioned previously, was that Bntrade appeared to be a 
principal focus of the BNL investigation. However, Bntrade also 
provided us with a unique opportunity to get a better picture of 
the high prices issue. Bntrade was what is known in the trade as 
a "table- topper. ■ That means that Bntrade was a small exporter 
that held no inventory of its own, did not warehouse or hold 
commodities, and dealt only in paper. It engaged in what we call 
•back-to-back" transactions -- that is, Bntrade bought a specific 
amount of a commodity from a supplier in the United States on the 
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same day, or within several days, of selling that same supply to 
Iraq. Thus, we could directly compare Kntrade's sale price and 
its acquisition costs for each transaction with Iraq. This type 
of comparison is not possible with larger consodity traders which 
are constantly buying and selling commodities and whose 
acquisition costs cannot directly be linked to any particular 
sale. 


Bntrade had made approximately fifty- two GSM- guaranteed 
sales to Iraq during the period 1985-1989. Mr. Broech was able 
to locate and review cosqpany records regarding those sales. His 
analysis indicated that the approximate profits obtained by 
Bntrade in connection with GSM- guaranteed sales of wheat to Iraq 
were within a range which would be considered typical of the 
marketplace -- approximately $2-4 per ton. However, Bntrade' s 
approximate profits .during one period between' October 1985 and 
February 1987 in connection with sales of other conmodities were 
much higher than expected -- for corn, $16-20 per ton; for rice, 
$7-20 per ton; and for sugar, $15-40 per ton. In addition, Mr. 
Broach found several instances in which there had been a shift, 
after the time of sale, of the allocation of price between 
commodity and freight, indicating that Bntrade had obtained a CCC 
guarantee for a value higher than program regulations would 
allow. Telex traffic between Iraq and Bntrade indicated that the 
Iraqi purchasing authorities not only knew of this shift, but 
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were compile itous in it. After 1987, however, no such high 
profit transactions appear to have occurred. 

Although we initially suspected that the abnormally high 
prices obtained by Bntrade for its sales to Iraq of sugar, rice, 
and corn might have indicated some form of sweetheart deal 
between Bntrade and the Iraqi purchasing authorities, further 
analysis by Nr. Brosch suggested otherwise. CCC's records of 
sales prices registered by other exporters of the same 
commodities to Iraq during the same period that the prices 
obtained by Bntrade did not differ significantly from the prices 
obtained by those other exporters. 

Based upon the information we had been able to gather at 
that time, I decided not to proceed with any additional credit 
guarantees for Iraq until I was able to obtain some explanation 
for the high prices and for the apparent registration of several 
sales at values higher than regulations permitted. I told 
officials in FAS* to convey this to Iraq's representatives in 
Washington and to suggest .to them that we were interested in 
sending a team to Baghdad to conduct a further review of these 
setters . 

In that month we also received a complaint from an exporter 
that the Iraqi government was pressuring the exporter to pay the 
costs associated with a stamp tax. That tax, which involved a 
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relatively small payment, is an internal Iraqi tax required upon 
issuance of the letter of credit. Our principal concern was that 
such an expense should not be included in the coverage of the 
guarantee, me promptly dispatched a cable to Iraq to object to 
this practice. 

During late January and early February, we received 
increased industry and Congressional pressures to release the 
second tranche of credit guarantees, and in March I learned that 
the Iraqi embassy was orchestrating a pressure campaign on 
Capitol Hill for release of additional guarantees. On March 27, 
1990, I met with Iraq's ambassador, Mr. A1 - Masha t, in ay office 
and told him that such pressure tactics would not work, and 
renewed my demand for the visit by our administrative review team 
to Baghdad. 

Initially, the Iraqis rejected this demand. Ultimately, 

f 

however, when it became apparent that we meant what we said, the 
Iraqi government agreed to the review visit.* The trip occurred 
during the week of April 16-23, 1990. Mr. Broach, Mr. McBlvain, 
and Mr. Dickerson, FAS' General Sales Manager, represented U8DA 
on this visit. They were accompanied by a lawyer from the State 
Department's Office of the Legal Adviser. During their visit, 
USDA officials asked to review the files of a number of 
transactions and were provided with documents underlying Iraq's 
tendering, bid, and acquisition process as well as documents 
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relating to their overland transportation of commodities from 
Aqaba, Jordan, to Iraq. 

Upon its return, the administrative review team gave me a 
preliminary report. They reported that the high price levels 
obtained by sellers into the Iraqi market appeared to be the 
result of Iraq's highly inefficient and surprisingly 
unsophisticated tendering process. Documents in the Iraqi files 
indicated that Iraq appeared to have made little attempt to 
attract bidders to the market and that its practices of requiring 
local agents and attempting to renegotiate price after the close 
of the bid process probably discouraged companies from 
participation. As a result, Iraq apparently received 
surprisingly few bids in response to its tenders. The prices 
that we had seen, although significantly higher than 
representative market prices, nonetheless appeared to represent 
the low bids in this poorly conceived tendering process. 

Other conclusions reached by the administrative review team 
were more problematic. ; The* team was able to confirm that, on 
several occasions, an Iraqi purchaser had agreed to reallocate 
portions of a sales price between the commodity value (which 
could be covered under the regulations) and the freight value ; 
(which could not be covered for these particular transactions) , 
resulting in a higher value of the shipment being guaranteed by. 
CCC was permissible under the regulations. Iraq had no 
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adequate explanation for its participation in this scheme, and 
had aided Bntrade by causing letters of credit to be issued to 
support this reallocation. 

In addition, although Iraq had previously acknowledged that 
it had requested after-sales services from exporters, it refused 
to provide the administrative review team with a comprehensive 
list of instances in which such after-sales services were 
provided. Although Iraq pledged not to request either after- 
sales services or the payment of stamp taxes in the future, the 
administrative review team reported to me that the Iraqi 
government had been uncooperative in identifying past instances 
where these practices may have occurred. 

Finally, the administrative review team reported it had been 
unable to find evidence to indicate that commodities destined for 
Iraq had been diverted. As you are no doubt aware. Nr. Chairman, 
during the 1980s, Iraq was engaged in an eight -year ear with Iran 
and had no ocean port through which it could receive shipments. 
Commodities shipped fro?) the united States were landed at one of 
four ports (Iskenderun and Mersin, Turkey; Aqaba, Jordan; and 
Yenbu, Saudi Arabia) and carried overland on 25 or 50 ton trucks 
through the desert into Iraq. Thus, the transportation of a 
boatload of wheat -- perhaps, 25,000 metric tons ~ required 
overland transportation to Iraq by means of 500 to 1,000 
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truckloads . During this period, Iraq was receiving literally 
hundreds of such shiploads. 

The administrative review team asked to review shipment 
documents and was shown examples of individual truck manifests, 
entry registers, and warehouseman's logs. Por a given shipment 
of commodities, there were hundreds of individual manifests, and 
dozens of registers and logs, all recorded in Arabic. The team 
concluded that it simply did not have the resources or ability to 
conduct the extensive translation and audit of the thousands of 
documents that would be involved. 

✓ 

* 

I instructed the team to prepare a report and we met again 
on Kay 7, 1990. At that meeting, I determined that I would make 
a public announcement disclosing the results of the 
administrative review and my determination not to proceed on any 
further credit guarantees in connection with sales to Iraq until 
the conclusion of the BNL investigation. I instructed Mr. Brosch 
to complete the report and to prepare a memorandum for my 
signature to Inspector General Snead asking his office to 
"institute an investigation to determine whether there have been 
any program abuses and violations of GSM regulations” with regard 
to Iraq. Our proposed report (and announcement) was provided to 
the United States Attorney in Atlanta and to USDA's Office of the 
Inspector General and was circulated within the administration to 
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other Interested agencies. The final report was released on May 
21, 1990. 


In your statement before the House on February 4, 1991, Mr. 
Chairman, you made a concise and accurate statement of the 
results of the administrative review on whiclw I cannot improve. 
You stated: 


CCC investigated several irregularities which included: 

First, unusually high prices obtained by exporters in 
connection with 102 sales to Iraq involving BNL; 

Second, shifting of some freight and freight financing 
costs to CCC, thus lowering the amount of .guarantee 
authority under the 102 programs that could be used by 
others; 

Third, utilisation of after-sales services in violation 
of CCC regulations; 

Fourth, Iraq requiring exporters to pay a stamp tax, a 
policy that is supposed to be prohibited under the 102 
Program. 

Upon concluding its review, CCC asked USDA's Office of 
the Inspector General to conduct a thorough 
investigation of all CCC -guaranteed sales. CCC will 
take the appropriate administrative or civil action in 
the event that the OIG report discloses wrongful 
violation of program requirements. The CCC is also 
waiting for the results of the Justice Department's 
ongoing criminal investigation of BML when sore 
information will become available. 


What do we now know as a result of the investigations into 
the BNL matter that have continued since we concluded our 
administrative review, Mr. Chairman? The answer is little more* 
than we knew in May 1990 when I decided to shut Iraqi purchases 
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off from any further credit guarantees (although after November 
1969, no additional line of credit guarantees was made 
available) . The grand }ury in Atlanta issued a 347 count 
indictment on February 28, 1991. That indictment contains 
twenty-nine counts which are styled "Fraud on U8DA." A careful 
reading of the indictment, however, reveals that almost every 
count involves an allegation of wire fraud or mail fraud as part 
of a scheme by BNL officials to issue letters of credit in excess 
of the Atlanta branch's permitted lending limits. The indictment 
contains no allegations relating to diversion of commodities, 
after-sales services, or military aid. There is one allegation 
relating to unusually high commodity prices, and that allegation. 
Nr. Chairman, appears to be related to a corn shipment that was 
initially identified as part of our administrative review. 

Indeed, only a week ago, on Nay 13# the U.8. Attorney 
presented to the court a plea agreement concerning Bntrade. That 
plea describes transfers of money not to Iraqis but rather to the 
former manager of BNL'8 Atlanta agency, his tather, and the Turk 
in charge of Kntrade. Jo .the. extent there was an attempt to 
defraud CCC by improperly increasing the guaranteed commodity 
value in one corn transaction, the inflated value was nsid toy the 
purchaser. Consequently, CCC has no loss on this transaction./ 

In addition, Kntrade has represented that it did not sell or 
export any missiles or other military goods and that, to its 
knowledge, all CCC guaranteed exports were agricultural products. 



224 


28 

As I mentioned, I stnt a — orandii- on May 8, 1990, to our 
Inspector General ashing for a thorough invest lgat Ion of the Q8M 
program with Iraq. Subsequently, the OIG conducted an audit of 
more than $679 million of G8M- guaranteed sales and found after- 
sales services of approximately $379,000 -- appr oximately one- two 
hundredth of one percent of the total sales value. In addition, 
another audit of 00C- guaranteed tobacco sales has revealed that 
seven exporters paid after-sales services of $1.5 million to 
Iraq. The OIG report contains no evidence of diversion of goods. 
The OIG report also does not show any connection between GSM- 
guaranteed sales and military supplies to Iraq. 

The GSM program was also the subject of an investigation by 
the General Accounting Office. The GAO has already testified 
before Congress that it has no evidence to support allegations of 
diversions or of any connection between GSM guarantees and 
provision of military supplies to Iraq. I understand that the 
GAO was engaged in a further investigation of the after-sales 
services issue, hut has halted its investigation because it 
hasn't found anything. ; 

On this note, Mr. Chairman, I would like to conclude my 
formal testimony. I hope that today we have made it clear what 
decisions were involved in the granting of WY 1990 credit 
guarantees to Iraq and what led us to terminate that program in 
May 1990. We did not treat the situation as "business as usual.” 
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Our approach was instead cautious and prudent. We were 
frequently in contact with our 016, and through that office with 
the U.S. Attorney's office in Atlanta, regarding whether they had 
evidence to suggest that the program should not proceed, we 
initiated our own administrative review so that we did not have 
to await the outcome of the Atlanta investigation. I hope that 
we have explained why we instituted our administrative review, 
what that review was intended to accomplish, and what it did 
accomplish. We also implemented a number of program changes to 
improve the overall operation of the program. As you have 
pointed out, Mr. Chairman, "In the past several years. Congress 
and USDA have made changes to inprove the operation of the CCC 
program." Mr. Chairman, we are continually working to improve 
the operation of all of our programs and welcome input from 
Congress and others. Finally, Mr. Chairman, I hope that you and 
other members of the Committee appreciate that our approach 
enabled us to sell $392 million in U.S. agricultural commodities 
while the net exposure of CCC declined by more than $450 million 
during FT 1990. 

I remain convinced, Mr. Chairman, that the decisions taken 
by the Department of Agriculture were prudent, responsible and 
sensible . I will be glad to respond to any questions that you or 
members of the Committee may have. 
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8tatesmnt by 
Ann M. Veneman 

Deputy Secretary 
U.S. Department of Agriculture 
Before the 

House Committee on Banking , Finance and Urban Affairs 
May 21, 1992 


Nr. Chairman and members of the Committee: I am here today 

at the Committee's request to respond to questions regarding the 
extension of credit guarantees in connection with sales of U.8. 
agricultural commodities to Iraq during Fiscal Year (FY) 1990 ***** 
the Department's administrative review of the export credit 
guarantee programs (GSM- 102 and GSM- 103) with respect to sales to 
Iraq. 


I served as Deputy Under Secretary of Agriculture for 
International Affairs and Commodity Programs from Jhne 1989 to 
June 1991 working directly for Under Secretary Richard Crowder. 

As Deputy Under Secretary in the international affairs area, I 
regularly attended meetings with Under Secretary Crowder and 
staff of the Foreign Agricultural Service (FAS) in which policy 
decisions regarding USDA's various export programs and 
international issues were discussed. 

During the fall of 1989, I attended several meetings within 
the Department during which the topic of GSM allocations in 
connection with sales to Iraq for FY 1990 was discussed. My role 
was to provide support and policy input to under Secretary 
Crowder. I recall that prior to the beginning of FY 1990, USDA 
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concluded that approximately $1 billion in export credit 
guarantees should be made available in connection with sales to 
Iraq and made initial proposals for that amount at the staff 
level of the Rational Advisory Council on International Monetary 
and Financial Policies (RAC) . I also recall that in October 
1989, after USDA had learned of allegations that might arise out 
of the investigation of the Atlanta agency of the Banca Razionale 
del Lavoro (BRL) , USDA decided to alter its proposal to provide 
that credit guarantees should be made available in two tranches, 
with an initial allocation of $500 million and an additional $500 
million contingent upon the results of the BRL investigation. 

I also attended a number of meetings within the Department 
concerning USDA's internal inquiry with respect to issues that 
had been raised in the BRL investigation --an inquiry that 
concluded on May 21, 1990, when Under Secretary Crowder made 
public USDA's report of its administrative review and after which 
it was announced that there would be no additional credit 
guarantees made available in connection with sales to Iraq. The 
work on the administrative review was conducted primarily by 
Kevin Brosch, an attorney from USDA's Office of the General 
Counsel, acting at the direction of Under Secretary Crowder. I 
attended several meetings within the Department in which Mr. 
Brosch reported on various phases of that inquiry. Re were also 
briefed on a regular basis about the progress of the BRL 
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investigation* by Nr. Leon Snead, the Inspector General, and 
members of his staff. 

In February, 1990, I was asked to attend a MAC staff level 
meeting at which USDA had been requested to brief the interagency 
group on the status of our administrative review and on our 
understanding of the status of the BNL investigation in Atlanta. 

I was accompanied by Mr. Raul, USDA's General Counsel, and Nr. 
Brosch, who responded to questions from the other agencies in 
attendance. I also attended the May 29, 1990 MAC Deputies 
Meeting, which followed on the Department's release, on May 21. 
of its administrative review, at which meeting it was discussed 
that no additional line of credit guarantees would be made 
available. 

That concludes my statement. I would be happy to respond to 
any questions that you or the members of the Committee may have. 
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Submitted by Under Secretary Crowder at the request of 
Rep. Charles Luken, 



DEPARTMENT OF AGRICULTURE 

omcc or THE SECRETARY 
WASHINGTON, D.C. S OS S O 


JUL 1 7 1992 


Honorable Char lee J. Luken 
U.S. House of Representatives 
1107 Longvorth House Office Building 
Washington, D.C. 20515-3501 

Dear Congressman Luken: 

I wel c o m ed the opportunity to appear as a witness before the 
House Banking, Finance and Urban Affairs Committee on Kay 21, and 
was pleased to have the opportunity to answer your questions 
regarding Iraq's participation in the Department of Agriculture's 
(USDA) export credit guarantee program. 

J we agreed, I am responding to your question with respect 
to timing of USDA's development of a $1 billion fiscal year 1990 
GSM- 102 export credit guarantee program for Iraq. In an effort 
to develop programs prior to the beginning of each fiscal year, 
USDA initiates early programming during the summer before the 
beginning of a new fiscal year. This early programming process 
is geared toward maximising global market opportunities. Factors 
considered during early programming include historical need and 
previous program use, our estimate of what program level is 
required to maintain and expand market share for U.S. 
agricultural commodities, creditworthiness, and individual 
country requests for coverage. 

Between fiscal years 1986 and 1989 the amount of credit 
guarantees made available to Iraq increased steadily from 
$500 million to $1.05 billion. On July 11, 1989, we reviewed 
global market development opportunities with respect to fiscal 
year 1990 export credit guarantee programs. As a result of this 
review, we agreed internally to propose that $1 billion in credit 
guarantees be made available in connection with sales to Iraq 
(see enclosed work sheet) . In August 1989 , the Government of 
Iraq requested $1.2 billion in GSM-102 coverage for fiscal year 
1990 (see enclosed cable) • In the enclosed August 10, 1989 
letter, USDA proposed to the National Advisory Council on 
International Monetary and Financial Policies (NAC) a $1 billion 
level during fiscal year 1990 in connection with sales to Iraq. 

On October 3, 1989, NAC reviewed this proposal and approved 
$400 million. 

The parallel development of Mexico's fiscal year 1990 
program is a useful comparison. Mexico's use of credit 
guarantees made available during fiscal years 1986 through 1989 
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Honorable Charles J. Lukan 2 


increased from $700 Billion to $1.14 billion. In July 1989, the 
Government of Mexico formally requested $1.9 billion in coverage 
for fiscal year 1990. On July 11, 1989, we agreed internally to 
propose a level of $1,225 billion for Mexico for fiscal year 
1990. On August 1, 1989, MAC reviewed our $1,225 billion 
proposal and approved the level as proposed. This was later 
increased twice by $150 million for a total of $1,525 billion. 


Richard T. Crowder 
Under Secretary for International 
Affairs and Commodity 
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HGISTRATIOS OF ADDITIOBAL QUASTI US OF ALREADT 
PURCHASED TROTH* COSCZSTRATES WSICS WILL BE t R IP PED 
ST DECEHSES 31, 1909. 

rases 
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Mr. Allen E. Claso 

National Advisory Council on International 
Monetary and Financial Policies 
Oepartaent of the Treasury 
Washington, O.C. 20220 

Dear Mr. Clapp: 

In early Octooer 1939, US3A officials will .meet with Iraqi Government 
representatives to discuss the Export Credit Guarantee Prograa (GSM-102) for 
sales of U.S. agriculture coonodltles to Iraq In fiscal year 1939. At the 
conclusion of these meetings we will promptly notify the MAC of the results of 
the discussions. 

We plan to offer uo to Sl.CCC.O all lion In 3SM-I02. The allocations for 
specific commodities will result fro* consultations with the Iraqi teas. 
Commodities likely to be discussed Include: cotton, feed grains, hides anc 

skins, leather, planting seeds, protein seal, protein concentrates, pulses, * 
rice, tel low, vegetable oils, wheat, solid wood products (lusher end plywood), 
wood pulp, wool, breeder livestock, protein concentrates and undesignated. 

The export credit guarantee program (GSM-102/3) have played a significant 
role In establishing markets for a wide-range of U.S. agricultural cossodltfes 
In Iraq. In fiscal year 1982, the year before the first GSM-102 program was 
announced, Iraq's agricultural 1 sports fros the United States totaled less 
than S135 allllon. By fiscal year 1988, the sixth year of the progras. 

1 sports of U.S. agricultural coasodltles had increased to approxisately 
$727 allllon. As of July 28, 1988, export sales totaling approxisately 
$910 allllon had been registered under the fiscal year 1989 progras. 

Iraq's payment record over the 7 years that Iraq has used GSM-102 credit 
guarantees has been good*. To date, Iraq Is current on Its payments under the 
progras, and has repaid In full. all Its obligations under the fiscal year 
1983, 1984 and 1985 GSM-102 credit guarantee programs. Iraq has also paid 
sore than two-thirds of Its $383.2 allllon fiscal year 1986 obligations 
($255.2 Billion) and sore than one-third of Its $567.4 allllon fiscal year 
1987 obligations ($189.1 allllon). Exporters have registered $200.5 allllon 
In sales under GSM-103 since the progras began operating for Iraq In fiscal 
year 1986. 

The level of GSM-102 being considered for fiscal year 1990 Is cosparable to 
that announced for fiscal year 1989. U.S. exporters are likely to face 
Increased competition from alternative supollers, and maintaining the current 
GSM-102 level Is essential to preserving U.S. gains In the Iraqi market for 
agricultural commodities. 
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Accordingly, USjA proooses the following allocation of GSM-102 credit 
guarantees: 

Acicunt: 

Purpose: 


Taras: 


Guarantor: 

Export Authorization Period: Through September 30 t 1990. 

Regarding commodity coverage, sene commodities being considered for coverage 
lit outsldm Chapters 1-24— cotton, hides and skins, leather, solid wood 
products (lumber and wood panel products) and wood pulp. We art considering 
limiting coverage to 12 months for wood panel products, to 720 days for 
leather , and three years for all ether co— odltles. 

We request the views of the National Advisory Council on International 
Monetary and Financial Policies. 


J1,0C0.0 million for FY 1989 

For credit guarantees covering crtdlt salts 
of U.S. agricultural commodities secured by 
foreign bank letters of credit. 

Up to thirty-six (36) eonth terms, except 
as Indlcatad/below. 

' Paf Ida In Bank and/or other eligible banks. 


Sincerely, 


Kerry E. Reynolds 
Director 

Program Devel op m en t Division 


FAS:EC:PDO:AME: JR< 
cc: ^Reynolds, 



Chwenlng Nunn 
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Statareat by 
U to m T. McBlvaln 
Director, OOC Oporatioos Division 
Foreign Agricultural Service 
0.5. Depertrent of Agriculture 
Before the 

Boom Corel t too re Bonking, FI nonce and Drbon Affaire 
May 21, 1992 


Mr. Chairaan, nanbora of the Corel t tee, I re hare today to appear 
before you as a aaaber of this panel. As this Corel ttre has 
requested, I vlll describe my role relative to the decision to retend 
export credit guarantees in connection with sales of U.S. agricultural 
products to Iraq during fiscal year (FT) 1990. I will also describe 
ay participation in the USDA administrative review of certain 
transactions under the C oanodity Credit Corporation's (CCC) export 
credit guarantee progress (GSM-102 and GSM-103). This review was 
conducted as the result of allegations arising froa the U.S. 

Attorney's investigation of lending activities by the Atlanta office 
of the Banes Nasionale del Lavoro (BNL). 

I re the director pf the (CCC) Operations Division in the Office 

4 % : * 

of the General Sales Manager, Foreign Agricultural Service (FAS), U.S. 
Department of Agriculture. This was also the position I held during 
the 1989-1990 period. 
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In this capacity. Hr. Chairman, I am responsible for the 
day-to-day operation of the CCC credit guarantee programs. The 
availability of credit guarantees with respect to sales to any 
particular country is approved at the departmental level. The 
responsibilities of ay division are primarily operational in nature. 

Although I was not involved in the process of presenting the 
Department's proposals to the National Advisory Council on 
International Monetary and Financial Policies (NAC), I participated in 
a number of meetings in the late summer and fall of 1989 vith the 
General Sales Manager and other FAS and USDA program specialists and 
officials in which the FT 1990 allocation of credit guarantees in 
connection with sales to Iraq vas discussed. My presence at these 
meetings vas based on my operational responsibilities for 
administering the credit guarantee programs. 

»* 

My role vas to provide information about the specific commodities 
Iraq vas likely to purchase, Iraq's past repayment record, and similar 
operational issues. While I do not recall being asked to make a 
specific recommendation on an FT 1990 allocation, the information that 

4 . 

I provided supported the initial decision to continue a commercial 
export sales program to Iraq at a level equivalent to that of the 
previous tvo fiscal years. 
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As Under Secretary Crowder pointed out in hie a tat— eat, Iraq had 
— intained a solid repay men t record to U.S. financial institutions 
since 1983 and had also b ec ome — import— t and diverse market for 
U.S. agricultural products by 1989. At the tine, the enormous growth 
in this market wa s very import— t to U.S. agricultural exports 
following the sharp decline in our exports from FT 1981 to 1986. 

I was also pres— t in so— of the consultations with Iraqi 
officials in Vashlngt— in early October 1989, regarding their request 
for FT 1990 credit guar— tees. Later, in aid -November, I a ccompani ed 
Nr. Paul Dickers—, the General Sal— Manager, to Iraq for further 
consultations, in which Mr. Dickers— informed Iraqi officials of the 
USDA decisl— to proceed with $300 nilllon in credit guar— te— , with 
a second tranche depend— t up— the outcome of the BRL inv— tigati— . 
My role in both of them consultations with the Iraqis vas to ansve r 
technical questions — operational details of the prograa, and — t to 
make decisions or recommendations regarding the — te— i— of credits 
or the sise of the progr— . 



Vith your pernlssion, Nr. Chairnan, I will nov describe ay rolo in 
tbo USD* adnlnis tmt ive review. I refer this Connittee to Undsr 
Sscrotsry Crovdor's statenent concorning tbs briefing at USD* by Nr. 
Art Vade of tba Atlanta Of flea of OSDA's Office of tha Inspector 
General, and Otadar Sacra tary Crovdor's subsequent decision to sand Hr. 
K^rln Broach and ns to Atlanta in aid-October to try to learn nora 
about tha ML investigation. 

For tha next fav nonths after I returned, I vas nainly occupied in 
operating the progress for which I an responsible, although 1 vas 
present in a nunber of nestings Involving discussions of USDA's 
continuing efforts to deternlne vhether progran violations involving 
Iraq had occurred. 

In October through Decenber of 1989, as a precautionary step, our 

offices issued several notices and warnings. to all U.S. exporters 

» 1 

participating in the GSM progran. These notices reninded exporters of 
the provisions in the regulations regarding after-sales services, 
tbelr responsibilities to naintain adeqAte records and provide access 
to these records, and' the sanctions for false registrations and 
certifications. Our offices also notified exporters of a new policy, 
Instituted by tfader Secretary Crowder, requiring USDA price review of 
every transaction. 
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In April 1990, I accompanied Nr. Dickerson, Nr. Broach and an 
attorney from the State Department to Iraq to examine Iraqi records. 
Again, in the interests of brevity, I vill refer your attention to 
Under Secretary Crowder's statement, in which he outlines our 
findings. 

Under Secretary Crowder decided not to grant any further credit 
guarantees for sales to Iraq until the conclusion of the BNL 
investigation, and to request a thorough investigation by the 
Inspector General into possible program abuses. I assisted in the 
preparation of the report on the USDA administrative review, which was 

4 

released on Nay 21, 1990. That concludes my statement, Nr. Chairman. 

I vill be glad to answer any questions. 
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Statement by 
Alan Charles Raul 
General Counsel 

U.S. Department of Agriculture 
before the 

Committee on Banking, Finance and Urban Affairs 
U.S. House of Representatives 
May 21, 1992 

“ z 4^-/4 vtJox^'uhY ' -.ocr . 

Mr. Chairman and Members of the Committee, I am pleased to 
respond to the request of the Committee for testimony on issues 
related to the Department of Agriculture's decision, in November 

1989, to extend credit guarantees in connection with the sale of 
U.S. agricultural commodities to Iraq during Fiscal Year (FY) 

1990, and its administrative review of sales to Iraq. 

Yiafehr has aew 4reJt vex BvimJmlalatLfx Ip: 

In September 1989, my staff was advised about a criminal 

investigation of Banca Nazionale del Lavoro's (BNL) Atlanta 
agency involving allegedly fraudulent loans to Iraq. This was 
brought to my attention because BNL held approximately $720 
million in receivables assigned to it by U.S. agricultural 

Ovw •jff « im Ha 1 i ST r . "TO a..if2£T. ’> * .. n - i' 

exporters that had been guaranteed by the Commodity Credit 
Corporation (CCC) under its export credit guarantee programs 
(GSM- 102 and GSM- 103 ) . I was later briefed on my staff's 
meetings with an investigator from USDA's Regional Office of the 
Inspector General in Atlanta regarding BNL. Mr. Kevin Broach in 
my office was assigned to follow up on the BNL investigation in 
Atlanta. Specifically, we were interested in any evidence 

produced in the Atlanta investigation that could be relevant to 

r . V * . 
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USDA's consideration of a FY 1990 GSM program for export sales to 
Iraq. 


I attended numerous meetings regarding these matters and 
talked often with Under Secretary Crowder , Mr. Brosch, USDA 
Inspector General Leon Snead, and other USDA officials as well as 
my counterparts at other agencies. My role was to provide legal 
counsel to USDA policymakers and to make sure that we obtained 
accurate and relevant information about the BNL situation and 
that the information we received through our contacts with the 
Inspector General and his staff, the U.S. Attorney's Office, and 
through USDA's own administrative review was quickly and widely 
disseminated and evaluated. As part of our due diligence on this 
matter, we sought to share our information and concerns as widely 
as possible with, and to learn as much as we could from, other 
interested agencies. To this end, I exchanged information with 
officials of the Departments of the Treasury, State and justice, 
the White House, the National Security Council, the Office of 
Management and Budget, and the Federal Reserve. 

In late October 1989, because of concern and uncertainty 
over the allegations, the Department decided to restrict the GSM 
program for sales to Iraq. Instead of extending $1 billion in 
guarantees, USDA proposed a two- tranche plan in which only $500 
million in guarantees would be made available up front. A second 
$500 million tranche was contingent; it would be held back 
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prid in g the results of further investigations. Indeed, USDA went 
forward with even the first tranche only after inquiring of the 
Inspector General, whose investigators were working directly with 
the united States Attorney's investigation in Atlanta, whether 
they had evidence that would warrant not renewing the program, 
lie were specifically advised, orally and in writing, that there 
was not any evidence that would warrant terminating the GSM 
program for exports to Iraq. This was not a question that could 
be taken lightly because 6f the possible impact on U.S. farmers 
and exporters, on the one hand, and the serious nature of the 
allegations, on the other. 

The two- tranche proposal was presented at a Deputies' level 
meeting of the National Advisory Council on International 
Monetary and Financial Policies (MAC) on November 8, 1989, which 
I attended. After a discussion that weighed the possible risks 
as well as the benefits, the two-tranche proposal received inter- 
agency support. Additionally, through its attorneys, BNL had 
provided assurances that it would not accept any exporter's 
assignment of a CCC guarantee issued in this tranche. 

USDA continued its inquiry into these matters after the 
November 8 MAC meeting, and I was kept generally informed. In 
January 1990, Mr. Brosch reported that his review of one 
exporter's records, Bntrade International Ltd., indicated that 
Intrade had received unusually high prices from the exporter for 
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sales of sugar, rice and corn during the period October 1985 to 
February 1987. 

It also appeared that Iraq had requested certain eaqporters 
to provide after sales services and to pay Iraqi stamp taxes. To 
the extent that exporters actually provided these payments or 
services, but did not deduct the value from the sales prices 
registered with CCC, the exporters violated GSM program 
requirements. (On May 13, 1992, Bntrade pleaded guilty to a 
scheme to defraud BNL and the united States, involving and 
furthered by payments to BNL and Bntrade employees and the making 
of false statements to CCC and other U.S. agencies.) 

The high prices paid to Bntrade seemed to mirror high prices 
paid by Iraq to other eaqporters during the same period. Because 
these high prices and Iraq's involvement were unexplained, U8DA 
determined that a review of Iraq's practices should be pursued 
even before the results of the BNL criminal investigation would 
be available. Dr. Crowder and I agreed to try to arrange for a 
USDA team to visit Baghdad. I contacted the State Department's 
Legal Adviser to seek his assistance in arranging the face-to- 
face inquiries in Baghdad. To ensure that our proposed inquiries 
in Baghdad would not jeopardize the on-going criminal 
investigation in Atlanta, I also consulted with Justice 
Department officials and USDA's Inspector General. 
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On April 16-23, 1990, Nr. Broach, Mr. McBlvain, thn Director 
of the CCC Operations Division of the Foreign Agricultural 
Service (FAS) , and FAS General Sales Manager Paul Dickerson, 
accompanied by a State Department lawyer, traveled to. Baghdad to 
■aka inquiries of the relevant Iraqi officials and to review 
Iraqi records. 

After returning, the teas prepared a report in which they 
identified a mxnber of GSM program violations: the allocation of 

certain values between the price of the commodity and the price 
of freight, resulting in inflated registrations in several cases; 
the provision of after-sales services which appeared not to have 
been reported; and the failure to deduct from the registered 
•ales value the amount of Iraqi stanp taxes paid. Based on these 
violations, U8DA determined not to make -- and did not 
■ake -- any additional credit guarantees available subject to a 
full investigation to be completed by USDA's Office of the 
Inspector General, and the conclusion of the BNL criminal 
investigation in Atlanta. 

Also during this time, I accompanied Dr. Crowder to brief 
the leadership of the House and 8enate Agriculture Cosmdttees 
about the results of our administrative review. Ms advised them 
of USDA's intention not to extend any further credit guarantees. 
Me also inf orm ed other agencies and circulated USDA's draft 



administrative report. On May 21, we released the report to the 
public. 

That concludes my statement, Mr. Chairman. Z would be happy 
to respond to any questions you or the Committee may have. 
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Statement by 
Kevin J. Broach 

Deputy Assistant General Couneel 
International Affaire 6 Commodity Programe 
Office of the General Couneel 
U.S. Department of Agriculture 
before the 

House Coranittee on Banking, Finance and Urban Affairs 
Nay 21, 1990 


Mr. Chairman and members of the Committee: I am here today 

in response to the Committee/ s request for information regarding 
the decision toy the Department of Agriculture in November 1989 to 
extend credit guarantees in connection with export sales of U.8. 
agricultural commodities to Iraq during Fiscal Year (FY) 1990, 
and with respect to the administrative review conducted between 
October 1989 and Nay 1990 of sales to Iraq facilitated through 
the export credit guarantee programs (GSM- 102 and GSM- 103) of the 
CossKxlity Credit Corporation (CCC) . 

In April 1989, I began serving as an attorney in the 
International Affairs and Commodity Programs Division of the USDA 
Office of the General Counsel after seven and a half years in 
private practice. 

I had a very limited role in the decision to extend FY 1990 
credit guarantees in connection with sales to Iraq. I did not 
participate in the formulation of USDA proposals nor in any of 
the consultations between USDA and representatives of Iraq. My 
involvement was to attend a meeting of the staff group of the 
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national Advisory Council on International Monetary and Financial 
Policies (HAC) on November 3 # 1989. I was asked to attend in the 
event that other agencies asked questions regarding the 
investigation initiated in Atlanta in August 1989 by the United 
States Attorney for the Northern District of Georgia into an 
allegedly fraudulent loan scheme being conducted by officials of 
the Atlanta agency of Banca Nazionale del Lavoro (BNL) . I was 
also asked to prepare a detailed memorandum of issues arising 
from the BNL investigation for interagency circulation prior to 
the NAC meetings in November 1989. 

I was thoroughly involved, however, in the U8DA inquiry into 
Iraq's participation in the GSM program which resulted in the 
publication on May 21, 1990 of USDA's report of its 
administrative review. I attended the initial meeting on 
September 6, 1989 between USDA and BNL officials in which BNL 
officials informed the Department of the investigation underway 
in Atlanta. I attended a number of meetings within the 
Department on this matter involving both program officials and 
representatives of USDA' s Office of the Inspector General (OIG) . 

On October 5, 1989, Mr. Larry NcBlvain, the director of the CCC 
Operations Division of the Foreign Agricultural Service (FAS) , 
and I met with Mr. Art Made, an investigator with USDA-OIG's 
Atlanta regional office and received a briefing about possible 
areas which the Atlanta investigation might explore. The details 
of that briefing are addressed in under Secretary Crowder's testimony. 
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After the meeting with Mr. Wade, under Secretary Crowder 
directed me to make additional inquiries into various issues 
relating to Iraq's participation in the GSM program. The purpose 
of this inquiry was to determine whether there was any evidence 
to suggest involvement by Iraq or Iraqi officials in program 
violations that would alter our judgment about continuation of a 
credit guarantee program for U.S. agricultural exports to Iraq. 
This administrative review was not a criminal investigation and, 
in fact, we had to take special care to insure that nothing we 
did interfered in any way with the criminal investigation being 
conducted in connection with the grand jury proceedings in 
Atlanta. 

In conducting this inquiry, I initially traveled to Atlanta 
on two occasions in October 1989 to meet with the Assistant U.8. 
Attorney in charge of the BNL investigation and with officials of 
U8DA-0IG' s Atlanta regional office participating in that 
investigation. I also spent several days reviewing various bulk 
records of past CCC- guaranteed transactions. Based on the 
initial information I gathered during October, I proceeded in 
Novemb e r and December, 1989 to do a review of the records of 
Butrade International Ltd. , a New York-based exporter that 
appeared to be a target of the Atlanta investigation. I also 
reviewed CCC records of other CCC-guaranteed transactions 
registered by other exporters, the prices of those transactions, 
and ORA records regarding relevant market prices. 
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In January 1990 , I presented a preliminary analysis to Under 
Secretary Crowder which indicated that Bn trade had received 
higher- than- expected prices for sales of sugar , rice and com 
during the period October 1985 through February 1987. The 
preliminary report also noted potential problems in such areas as 
after-sales services and stamp tax payments. 

During the week of April 16-23 , 1990, again at Under 
Secretary Crowder's direction, I travelled to Baghdad to review 
Iraqi files with Mr. McBlvain, Paul Dickerson, the PAS General 
Sales Manager, and a State Department lawyer. After returning, I 
wrote a report of the inquiry and presented it to Under Secretary 
Crowder. This report concluded that Iraq had been conplicitous 
in several violations of GSM program requirements. Those 
findings, and the basis for them, are set forth in the 
administrative review report, which has been a matter of public 
record since May 21, 1990, when the report was released. Dr. 
Crowder ultimately decided not to extend further credit 
guarantees for sales to Iraq until the congestion of the BNL 
investigation in Atlanta and a further investigation into Iraqi 
participation in the GSM program, which he requested the Office 
of the Inspector General to undertake. 

That concludes my written statement, Mr. Chairman, and I am 
prepared to respond to any questions you or the Committee may 
have regarding these matters. 
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GOOO MORNING, MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE. I AM LEON SNEAD, 
INSPECTOR GENERAL OF THE DEPARTMENT OF AGRICULTURE. I AM PLEASEO TO APPEAR 
BEFORE YOU TODAY TO DISCUSS OUR AUDIT AND INVESTIGATIVE ACTIVITIES RELATED TO 
CERTAIN ASPECTS OF USDA'S EXPORT CREDIT GUARANTEE PROGRAM. 

IN PREPARING FOR THIS HEARING, YOU EXPRESSED INTEREST IN THREE AREAS, AND 
ASKED THAT I PROVIDE YOU WITH (1) A LISTING AND SUMMARY OF OUR AUDITS ANO 
INVESTIGATIONS RELATED TO IRAQ, (2) AN OVERVIEW OF THE ABUSES UNCOVERED 
RELATED TO IRAQ, AND (3) AN OVERVIEW OF OUR INVESTIGATION OF THE BANCA 
NAZIONALE DEL LAVORO (BNL) . 

SINCE 1988, OIG HAS CONDUCTED FOUR AUDITS AND SEVERAL CRIMINAL INVESTIGATIONS 
RELATED TO THE EXPORT CREDIT GUARANTEE PROGRAM ADMINISTERED BY THE FOREIGN 
AGRICULTURAL SERVICE (FAS) AND THE COMMODITY CREDIT CORPORATION (CCC). 

OUR REVIEWS, WHICH INCLUDED SALES TRANSACTIONS TO SEVERAL COUNTRIES 
INCLUDING IRAQ, IDENTIFIED FOUR SIGNIFICANT AREAS WHERE IMPROVEMENTS WERE 
NEEDED IN PROGRAM CONTROLS AND PROCEDURES. SPECIFICALLY, WE FOUND THAT: 

(1) COMMODITIES OF FOREIGN ORIGIN WERE SHIPPED UNDER THE PROGRAM, 

(2) EXPORTERS RECEIVED EXCESSIVE CREDIT GUARANTEES BY INFLATING SALES PRICES 
FOR GSM COMMODITIES, (3) AFTER SALES SERVICES PAYMENTS WERE MADE TO IRAQ, AND 
(4) CCC'S PROCESS FOR ASSESSING THE CREDIT-WORTHINESS OF FOREIGN BANKS NEEDED 
STRENGTHENING. 

A SUMMARY OF OUR WORK IN THESE AREAS FOLLOWS: 

RUPlTJtEPPRT H Q. W 3L2UH1 EXPORTS Pf Efl BElflt CfftWPITIK 
UMBER CSH 192/10? 

IN SEPTEMBER 1989, WE ISSUED AN AUDIT REPORT ENTITLEO "EXPORTS OF FOREIGN 
COMMODITIES UNDER GSM 102/103.” THE OBJECTIVE OF THE AUOIT WAS TO DETERMINE 
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WHETHER FAS' MANAGEMENT CONTROLS WERE ADEQUATE TO ENSURE THAT ONLY CONMOOITIES 
OF U.S. DOMESTIC ORIGIN WERE INCLUDED IN EXPORTS GUARANTEED UNDER THE PROGRAM. 
WE ALSO REVIEWED THE REASONABLENESS OF SALES PRICES CHARGED BY EXPORTERS. OUR 
AUDIT INCLUDED A REVIEW OF TRANSACTIONS FOR FISCAL YEARS 1986 THROUGH 1988. 

FOR FY 1988, CREDIT GUARANTEES FOR EXPORTS TO IRAQ ACCOUNTED FOR APPROXIMATELY 
ONE-FIFTH OF THE $5.2 BILLION PROGRAM. 

OUR AUDIT DISCLOSED THAT FAS CONTROLS DID NOT PREVENT THE SALES OF FOREIGN 
ORIGIN COMMODITIES UNDER THE GSM 102/103 PROGRAMS. EXPORTERS HAD INCLUDED 
FOREIGN PROOUCT IN 5 OF THE 11 COMMODITIES REVIEWED: BEEF CATTLE, PLANTING 
SEEDS, SOn DRINK CONCENTRATES, TOBACCO AND WOOD PULP. OUT OF THE 
$1.1 BILLION OF GUARANTEED EXPORT SALES AUDITED FOR FY 1988, FAS HAD 
GUARANTEED LOANS OF $169.2 MILLION FOR SALES THAT CONTAINED FOREIGN 
AGRICULTURAL COMMODITIES. MOST OF THESE LOANS (VALUED AT $141 MILLION) WERE 
FOR TOBACCO SHIPMENTS WHICH CONTAINED FROM 25 TO 100 PERCENT FOREIGN TOBACCO. 

WE ALSO NOTED IN OUR AUDIT THAT EXPORTERS' PROFITS APPEARED TO BE EXCESSIVE. 
FOR EXAMPLE, WE NOTED PROFIT MARGINS OF 28 PERCENT ON WOOO PULP, 50 PERCENT 
ON SUNFLOWER OIL, 77 PERCENT ON SOYBEAN OIL, AND 420 PERCENT ON SOFT DRINK 
CONCENTRATES. WE WERE UNABLE TO COMPARE THESE PROFIT MARGINS TO THE PROFIT 
MARGINS ON THE EXPORTERS' NON-GSM SALES BECAUSE THE EXPORTERS REFUSED US 
ACCESS TO RECORDS FOR THEIR COMMERCIAL TRANSACTIONS. HOWEVER, EXCESSIVE 
PROFITS EXPOSED CCC TO A HIGHER LEVEL OF RISK THAN NECESSARY IN THE CASE OF 
DEFAULT. 

WE RECOMENDED THAT FAS NOT ALLOW SALES PRICES OF COMMODITIES SOLD UNDER THE 
GSM PROGRAM TO BE GREATER THAN PRICES OF SIMILAR COMMODITIES SOLD OUTSIDE THE 
GSM PROGRAM. WE FURTHER RECOMMENDED THAT FAS ESTABLISH A MONITORING SYSTEM 
FOR THIS PROCESS. FAS SUBSEQUENTLY IMPLEMENTED A PRICE REVIEW SYSTEM IN EARLY 
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1990. AL$0 v FAS AND THE CONGRESS HAVE TAKEN ACTION TO CLARIFY THE DEFINITION 
OF "U.S. AGRICULTURAL COMMODITIES," REQUIRE CERTIFICATION STATEMENTS FROM 
EXPORTERS AS TO COMMODITY ORIGIN, STRENGTHEN COMPLIANCE ACTIVITIES, AND 
REQUIRE COMPANIES TO GRANT AUDITORS ACCESS TO RECORDS OF NON-GSM TRANSACTIONS. 

AUDIT REPORT NO. 07001-2-HY: GENERAL SALES MANAGER PROGRAM 
COMMODITY PRICING REVIEW 

IN MARCH 1991, WE COMPLETED OUR SECONO AUDIT, WHICH CONTINUED OUR EVALUATION 
OF THE REASONABLENESS OF GSM SALES PRICES REPORTED BY EXPORTERS AND GUARANTEED 
UNDER THE PROGRAM. WE COMPARED THE CONTRACT PRICES FOR WOOD PULP, RICE, 

CORN, AND SUGAR, AS REPORTED BY EXPORTERS, TO THE COMMODITY FUTURES PRICES OR 
PREVAILING WORLD PRICES FOR THE SAME COMMODITIES. WE REVIEWED 64 SALES MADE 
IN FISCAL YEARS 1987 THROUGH 1989 BY 7 EXPORTERS. THIS REVIEW INCORPORATED A 
REQUEST BY UNDER SECRETARY RICHARD T. CROWDER TO EMPHASIZE SALES TO IRAQ. ALL 
SALES TRANSACTIONS INCLUDED IN OUR REVIEW OCCURRED BEFORE FAS IMPLEMENTED ITS 
PRICING REVIEW SYSTEM. 

OUR AUDIT REPORT CITED 53 INSTANCES WHERE THE UNIT PRICE THE EXPORTER REPORTED 
TO FAS EXCEEDED THE WORLD OR FUTURES PRICE BY MORE THAN 15 PERCENT. THE 
DIFFERENCES WERE AS HIGH AS 113 PERCENT FOR RICE, 50 PERCENT FOR CORN, 

37 PERCENT FOR WOOO PULP, AND 36 PERCENT FOR SUGAR. ALL RICE, SUGAR, AND WDOO 
PULP SHIPMENTS INCLUDED IN THIS REVIEW WERE EXPORTED TO IRAQ; THE CORN WAS 
EXPORTED TO MEXICO. WE CONCLUDED THAT THE CCC LOAN GUARANTEES FOR THESE SALES 
COULD BE INFLATED BY AS MUCH AS $78.6 MILLION. 

OUR AUDIT ALSO DISCLOSED THAT EXPORTERS OVERSTATED PORT VALUES (SALES PRICES) 
IN THEIR APPLICATIONS TO FAS BY INCLUDING DOLLAR AMOUNTS TO COVER AFTER 
SALES SERVICES. THESE INFLATED AMOUNTS WERE GUARANTEED UNDER THE PROGRAM. 
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SPECIFICALLY, WE FOUND THAT 11 COMPANIES MADE PAYMENTS OF $2 MILLION, OF WHICH 
$1.9 MILLION WENT TO THE IRAQI GOVERNMENT. THESE EXPORTERS TRANSFERRED SOME 
OF THE PAYMENTS TO FOREIGN CORPORATIONS, AS DIRECTED BY THE PURCHASER IN IRAQ. 
WE FOUND THAT SOME OF THE AFTER SALES SERVICES PAYMENTS WERE USED TO BUY 
MACHINERY PARTS, PICKUP TRUCKS, FORKLIFTS, AND OTHER SUPPLIES. IN SOME CASES, 
WE COULD NOT IDENTIFY WHAT WAS PURCHASED WITH THE PAYMENTS. 

WE RECOMMENDED THAT FAS NOTIFY EXPORTERS WHO INCLUDED AFTER SALES SERVICES IN 
THEIR PORT VALUES THAT THEY WOULD BE HELD LIABLE FOR ANY LOSSES IN THE CASE OF 
A LOAN DEFAULT. WE ALSO RECOMMENDED THAT FAS INITIATE SUSPENSION OR DEBARMENT 
ACTIONS FOR THOSE EXPORTERS WHO OVERSTATED PORT VALUES. 

FAS OFFICIALS AGREED WITH OUR RECOMMENDATIONS AND STATED THEY WOULD SEEK LEGAL 

✓ 

COUNSEL IN RESOLVING THESE ISSUES. THEY ALSO AGREED TO CLARIFY GUIDELINES ON 
ITEMS THAT SHOULD BE EXCLUDED FROM PORT VALUES AND TO INCLUDE ONSITE REVIEWS 
OF EXPORTERS IN THEIR COMPLIANCE PROGRAM. 

MPIT PE PQBI H»MBER .0 7P g9-2"AT; S SH 1 Q2/ 1Q3 PR OGRAM • TO B AC CO EXPOR T, S A LES 

IN DECEMBER 1990, WE ISSUED OUR THIRD AUDIT REPORT ON THE GSM 102/103 PROGRAM. 
THIS AUDIT DEALT SPECIFICALLY WITH PROBLEMS RELATED TO TOBACCO EXPORTS. THESE 
PROBLEMS WERE FIRST DISCOVERED IN AN EARLIER REVIEW CONDUCTED BY OIG IN 1988. 

DURING THIS AUDIT, WE REVIEWED THE RECORD OF 23 FIRMS, AND 43 OF THEIR 
AFFILIATES, THAT SHIPPED $212 MILLION WORTH OF TOBACCO DURING FY'S 1986 
THROUGH 1988. THESE ENTITIES RECEIVED $208 MILLION IN GSM GUARANTEES. OF 
THIS AMOUNT, WE IDENTIFIED $147 MILLION IN GUARANTEES, OBTAINED BY 14 FIRMS 
AND 17 AFFILIATES, WHICH INCLUDED FOREIGN TOBACCO OR AFTER SALES SERVICES. 
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WE ESTIMATED LOSSES TO CCC OF ABOUT $37.3 MILLION DUE TO DEFAULTED CREDIT 
GUARANTEES FOR IRAQ ON TOBACCO SALES CONTAINING FOREIGN TOBACCO OR AFTER SALES 
SERVICES. WE RECOMMENDED THAT FAS RECOVER THESE LOSSES FROM THE EXPORTERS. 

BASEO ON INFORMATION DEVELOPED IN OUR AUDIT, WE INITIATED CRIMINAL 
INVESTIGATIONS OF THE SIX COMPANIES LISTED BELOW THAT SHIPPED TOBACCO TO IRAQ. 

At-720-3 JAMES I. MILLER TOBACCO CO., ET AL. V WILSON, NC 
At-720-5 INTABEX USA, INC., ROCKY MOUNT, NC 
At-720-5 CARRINGTON AND MICHAUX TOBACCO CO., RICHMOND, VA 
At-720-6 CASALEE AMERICA CORPORATION, WINSTON SALEM, NC 
At-720-7 W.A. ADAMS TOBACCO COMPANY, INC., OXFORD, NC 
At-720-9 A.C. MONK AND COMPANY, INC., FARMVILLE, NC 

OUR INVESTIGATIONS FOUND THAT THESE COMPANIES FALSELY STATED IN THEIR GSM 
APPLICATIONS THAT THE TOBACCO THEY EXPORTED WAS OF U.S. ORIGIN, AND AS A 
RESULT RECEIVED GSM LOAN GUARANTEES. IN ADOITION, COMPANY OFFICIALS INFLATED 
THE PORT VALUE OF THE TOBACCO EXPORTED TO IRAQ TO COVER $1.5 MILLION IN AFTER 
SALES SERVICES FOR IRAQ. 

THE SIX COMPANIES SUBSEQUENTLY PLED GUILTY TO PROVIDING FALSE STATEMENTS TO 
CCC BY INCLUDING AFTER SALES SERVICES IN THEIR GSM GUARANTEES. THEY WERE 
FINED A TOTAL OF $270,000 AND AGREED TO PAY UP TO $1.1 MILLION IN RESTITUTION 
TO CCC. 

SL:7M:2 5WSEED. fiEHETIC?i INC, EI.AL,, HPLUSTBt..CA 

IN ANOTHER INVESTIGATION INVOLVING FOREIGN ORIGIN COMMODITIES, A SEED COMPANY 
IN CALIFORNIA AND THREE INDIVIDUALS PLED GUILTY TO VIOLATIONS RELATING TO 
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SHIPMENT OF FOREIGN ORIGIN SEEDS TO IRAQ UNDER GSM GUARANTEES. THE COMPANY 
OBTAINED THE LOAN GUARANTEES, NORTH $2.1 MILLION, BY SUBMITTING FALSE 
STATEMENTS THAT THE SEEDS HERE OF U.S. ORIGIN. SOME OF THE SEEDS HAD BEEN 
ILLEGALLY IMPORTED FROM SOUTH AFRICA IN VIOLATION OF THE ANTI -APARTHEID ACT. 
FALSE STATEMENTS HERE ALSO MADE TO THE U.S. CUSTOMS SERVICE. 

UL fflBEIfiH ML APPROVAL PROCESS 

IN OUR FOURTH REVIEH, HE EXAMINED THE PROCESS CCC USED TO ANALYZE AND APPROVE 
THE CREDIT-WORTHINESS OF THE FOREIGN BANKING INSTITUTIONS NHICH ISSUE LETTERS 
OF CREDIT TO FOREIGN BUYERS. IN JANUARY 1990, HE ISSUED OUR RECOMMENDATIONS 
TO CCC. HE FOUNO HEAKNESSES IN CCC'S PROCESS FOR APPROVING FOREIGN BANKS FOR 
PARTICIPATING IN THE GSM 102/103 PROGRAM. SPECIFICALLY, HE FOUND THAT CCC 
DID NOT USE FINANCIAL METHODS COMMONLY USED BY THE BANKING INOUSTRY TO REVIEH 
FOREIGN FINANCIAL INSTITUTIONS. FOR EXAMPLE, CCC ESTABLISHED CREDIT LIMITS 
FOR FOREIGN BANKS ONLY BY REVIEHING THE BANK'S FINANCIAL STATEMENTS. THIS 
TYPE OF ANALYSIS IS NOT A RELIABLE METHOD BECAUSE MANY FOREIGN BANKS 00 NOT 
FOLLOH FULL FINANCIAL DISCLOSURE PROCEDURES, CONTINGENT LIABILITIES ARE NOT 
FULLY DISCLOSED, AND THE QUALITY OF STATED ASSETS MAY BE QUESTIONABLE. IN 
COMPARISON, HE FOUND THAT THE FEDERAL RESERVE BANK, THE EXPORT- IMPORT BANK, 

AND FOUR COMMERCIAL CREDIT RATING FIRMS REVIEW FOREIGN INSTITUTIONS' OPERATING 
ENVIRONMENT, THE ROLE OF THE FINANCIAL SYSTEM OF THE FOREIGN COUNTRY, AND THE 
INSTITUTIONS' MANAGERIAL AND OPERATIONAL PROCEDURES. 

HE ALSO FOUND THAT HHEN CCC OFFICIALS WANTED TO INCREASE A FOREIGN BANK'S 
CREDIT LINE ABOVE WHAT THEY BELIEVED SECURE, THEY OFTEN REQUIRED CREDIT 
GUARANTEE ASSURANCES FROM FOREIGN GOVERNMENTS WHICH GUARANTEED REPAYMENTS 
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FROM THEIR BANKS SHOULD DEFAULTS OCCUR. AT THE TIME OF OUR REVIEW, CCC HAD 
APPROVED CREDIT THROUGH 28 FOREIGN BANKS THAT EXCEEDED CCC'S ESTABLISHED 
CREDIT LIMITS BY $3.5 BILLION. 

CCC ALSO ALLOWED FOREIGN BANKS TO EXCEED THEIR ESTABLISHED CREDIT LIMITS 
BY GRANTING WAIVERS. A WAIVER WAS A MEMORANDUM SIGNED BY THE GENERAL SALES 
MANAGER WHICH DOCUMENTED THE REASON FOR EXCEEDING THE CREDIT LINE. THE REASON 
CITED WAS USUALLY -MARKET DEVELOPMENT.” WE RECOMMENDED THAT CCC ESTABLISH 
PROCEDURES WHICH BETTER CONTROLLED THE WAIVER PROCESS AND BETTER PROTECTED 
CCC'S INTERESTS. 

BECAUSE OF CONCERNS OVER FINANCING SALES TO IRAQ, WE ATTEMPTED TO REVIEW CCC'S 
DOCUMENTATION FOR THE $514 MILLION CREDIT LINE ESTABLISHED FOR IRAQ'S RAFIDAIN 
BANK. AT THE TINE OF OUR REVIEW, CCC WAS UNABLE TO LOCATE ITS FILE ON 
THIS BANK. WE RECOMMENDED THAT CCC TAKE IMMEDIATE STEPS TO OBTAIN CURRENT 
FINANCIAL INFORMATION FOR RAFIDAIN BANK. IN RESPONSE, CCC DID OBTAIN AN 
UPDATED FINANCIAL STATEMENT FOR 1988. 

BASED ON OUR STUDY, CCC OFFICIALS TOOK IMMEDIATE STEPS TO ESTABLISH AN 
INTERAGENCY TASK FORCE TO REVIEW CCC'S CAPABILITY FOR MANAGING CREDIT 
RISKS. AS A RESULT OF THE TASK FORCE'S EFFORTS, THE TREASURER'S OFFICE WAS 
REORGANIZED TO BETTER FOCUS ON PROGRAM ACCOUNTING AND BANK RISK ASSESSMENTS. 
ALSO, THE GENERAL SALES MANAGER IMPLEMENTED A NEW DECISION-MAKING PROCESS 
TO ENABLE CCC MANAGEMENT TO BETTER EVALUATE THE CREDIT RISK INVOLVED WITH 
ALLOCATING EXPORT GUARANTEES. ALONG WITH THESE ACTIONS, CCC OFFICIALS AGREED 
TO DOCUMENT THEIR CREDIT RISK ANALYSIS OF FOREIGN BANKING INSTITUTIONS, 

TO PERFORM PERIOOIC ONSITE VISITS OF FOREIGN BANKS, AND TO PROVIDE BETTER 
TRAINING TO STAFF. WE HAVE SCHEDULED A FOLLOWUP REVIEW OF THIS PROCESS FOR 
THIS FISCAL YEAR. 
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BfflCA NAZ IPNAIE PEL LA YQRQ ( BWL) INYE STI6ATIQH 

SINCE 1989 , OIG HAS BEEN INVOLVED IN THE INVESTIGATION OF THE ATLANTA 
BRANCH OF THE BANCA NAZIONALE DEL LAVORO (BNL). HE ARE PART OF AN 
INVESTIGATIVE-PROSECUTIVE TASK FORCE WHOSE OTHER PARTICIPANTS ARE THE UNITED 
STATES ATTORNEY'S OFFICE FOR THE NORTHERN DISTRICT OF GEORGIA, THE FEDERAL 
BUREAU OF INVESTIGATION, THE INTERNAL REVENUE SERVICE, THE U.S. CUSTOMS 
SERVICE, AND THE FEDERAL RESERVE BOARD. 

THE TASK FORCE INVESTIGATION IS ONGOING, AND MUCH OF THE EVIDENCE WAS GATHERED 
USING THE GRAND JURY PROCESS. THIS PROHIBITS OUR DISCLOSURE OF DETAILS 
RELATED TO THE CASE. IN ADDITION, I AM PRECLUDED FROM MAKING PUBLIC MOST OF 
OUR EFFORTS BECAUSE TRIAL IS PENDING FOR SOME DEFENDANTS ALREADY INDICTED, 

AND BECAUSE ADDITIONAL PERSONS OR ENTITIES MAY BE PROSECUTED IN THE FUTURE. 
HOWEVER, I CAN PROVIDE THE FOLLOWING OVERVIEW OF THE BNL INVESTIGATION SINCE 
MOST OF THE INFORMATION HAS BEEN DISCLOSED IN OPEN PROCEEDINGS. 

THE INVESTIGATION BEGAN IN AUGUST 1989 WHEN THE UNITED STATES ATTORNEY'S 
OFFICE IN ATLANTA RECEIVED ALLEGATIONS THAT BNL -ATLANTA WAS MAKING 
UNAUTHORIZED LOANS AND KEEPING A SECRET SET OF "GRAY BOOKS" TO DOCUMENT 
THOSE TRANSACTIONS. WHEN IT WAS DISCOVERED THAT SOME OF THOSE UNAUTHORIZED 
EXTENSIONS OF CREDIT WERE GUARANTEED BY THE CCC, OIG JOINED THE INVESTIGATION. 

ON FEBRUARY 28, 1991, A GRAND JURY INDICTED THREE EMPLOYEES OF BNL-ATLANTA, 

THE RAFIDAIN BANK, FOUR IRAQI OFFICIALS, AND A TURKISH-OWNED CORPORATION IN 
NEW YORK ALONG WITH ITS TURKISH MANAGER. 
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THE 347 -COUNT INDICTMENT, IN SUMMARY, CHARGED THE DEFENDANTS WITH A SCHEME 
TO DEFRAUD BNL BY CAUSING THE BNL-ATLANTA OFFICE TO MAKE $4 BILLION IN SECRET 
UNAUTHORIZED LOANS AND EXTENSIONS OF CREDIT, PRINCIPALLY FOR THE BENEFIT OF 
IRAQ. ABOUT $1.9 BILLION OF THIS TOTAL INVOLVED CCC CREDIT GUARANTEES UNDER 
THE GSM PROGRAMS. OF THE APPROXIMATE $3.5 BILLION ACTUALLY DISBURSED, ABOUT 
$1.8 BILLION WAS OUTSTANDING WHEN THE INDICTMENT HAS RETURNED. THE INDICTMENT 
CHARGED THAT THE AGREEMENTS TO EXTEND CREDIT TO IRAQ WERE HIDDEN FROM BNL 
HEADQUARTERS IN ROME, AND THAT FALSE DOCUMENTS WERE SUPPLIED TO AUDITORS AND 
GOVERNMENT AGENCIES (INCLUDING USDA) TO CONCEAL THE UNAUTHORIZED FUNDING. OF 
THE TEN DEFENDANTS CHARGED ON FEBRUARY 28, TWO BNL-ATLANTA OFFICIALS AND THE 
TURKISH-OWNED CORPORATION PLED GUILTY AND ARE AWAITING SENTENCING. IN ITS 
PLEA AGREEMENT, THE CORPORATION AGREED TO PAY A $1 MILLION FINE AND PAY 
$5 MILLION IN RESTITUTION TO BNL IN ROME. THE FORMER BNL-ATLANTA BRANCH 
MANAGER IS SCHEDULED FOR TRIAL IN JUNE; THE OTHER DEFENDANTS REMAIN FUGITIVES. 

ONE OF THE USDA-RELATED ABUSES DISCOVERED DURING THE BNL INVESTIGATION HAS THE 
PAYMENT OF AFTER SALES SERVICES TO THE IRAQI GOVERNMENT, THE NET EFFECT BEING 
THAT USDA GUARANTEED PAYMENT FOR BOTH THE AGRICULTURAL COMMODITY AND THE 
KICKBACK. WE FOUNO A SIMILAR SITUATION IN WHICH AN EXPORTER INFLATED 
THE VALUE OF COMMODITIES SHIPPED TO IRAQ UNDER CCC GUARANTEES IN ORDER 
TO GENERATE KICKBACKS TO BNL-ATLANTA OFFICIALS AND OTHERS. ANOTHER ABUSE 
MAS BNL -ATLANTA'S ISSUANCE OF UNAUTHORIZED PERFORMANCE BONDS ANO LOANS FOR 
COMMODITY SHIPMENTS GUARANTEED BY USDA. SOME OF THE DEFENDANTS WERE ALSO 
CITED FOR FURNISHING FALSE INFORMATION TO AUDITORS FROM VARIOUS GOVERNMENTAL 
AGENCIES REGARDING COMMODITY SHIPMENTS AND EXTENSIONS OF CREDIT. 

FOLLOWING THE FEBRUARY 28 INDICTMENT, THREE OTHER FORMER EMPLOYEES OF 
BNL-ATLANTA ALSO ENTERED GUILTY PLEAS TO OFFENSES SIMILAR TO THOSE DESCRIBED 
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IN THE INDICTMENT. THEY TOO ARE AWAITING SENTENCING. ALL OF THOSE WHO 
PLED GUILTY HAVE AGREED TO COOPERATE WITH THE GOVERNMENT AND PROVIDE 
INFORMATION AND TESTIMONY REGARDING OTHER ACTUAL AND POTENTIAL DEFENDANTS. 

THE TASK FORCE IS CONTINUING TO INVESTIGATE PERSONS AND ENTITIES ASSOCIATED 
WITH BNL AND IRAQ. SOME OF THESE SUBJECTS WERE PREVIOUSLY NAMED AS UNINDICTED 
COCONSPIRATORS ASSOCIATED WITH THE FEBRUARY 28, 1991, INDICTMENT. OTHER 
SUBJECTS SURFACED BASED ON AUDIT WORK PERFORMED OUTSIDE OF THE TASK FORCE BY 
OIG AUDITORS, WHILE THE REMAINDER WERE IDENTIFIED USING OTHER MEANS. IT IS 
LIKELY THESE NEW INVESTIGATIONS WILL NOT BE CONCLUDED FOR MANY MONTHS. 

THIS CONCLUDES MY STATEMENT MR. CHAIRMAN. I WOULD BE HAPPY TO ANSWER ANY 
QUESTIONS. 
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APPENDIX a — FUNCTIONS, ORGANIZATION, AND OPERATIONS OP THE 
NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND FINANCIAL 
POLICIES 


Functions 

The National Advisory Council on Intamational Monetary and 
Financial Policies (NAC) is responsible for coordinating United 
States participation in the international financial institutions 
and the policies and practices of agencies of the U.S. Government 
that make, or participate in making, foreign, loans or that angage 
in foreign financial, exchange, or monetary transactions. 

The NAC was created by the Bxetton Moods Act of 194S. It 
was abolished, as a statutory entity in 1965, but was 
reestablished by Executive Order the following year with the same 
membership. However, one of its major functions, to instruct the 
representatives of the international financial organizations, 
was transferred to the Secretary of the Treasury. - 

In 1978, pursuant to a reorganization of U.S. development 
assistance programs, responsibility for reviewing the development 
aspects of proposed multilateral development bank loans and 
credits was transferred from the NAC to the Working Group on 
Multilateral Aid (WGMA) of the Subcommittee on Multilateral Aid 
of the Development Coordination Committee, then chaired by the 
Administrator of the Agency for International Development. The 
resulting division of responsibilities between the two groups is 
still in effect. 

In its current form, the NAC is an advisory body, 
authorized, inter alia, to raview proposed transactions, 
programs, and policy Issues to the extent necessary or desirable 
to coordinate U.S. policies. With regard to the international 
financial institutions, such as the World Bank, the Inter- 
American Development Bank, the Asian Development Bank, and the 
African Development Bank and Fund, the Council seeks to ensure 
that, to the maximum extent possible, their operations are 


*Tbe abolition of the MAC took place under the terms of 
Executive Reorganization plan No. 4 of 196S. It was 
reestablished pursuant to Executive Orders No. 11238 and Mo. 
11269. The texts of these executive orders as amended, together 
with relevant sections of the Bretton Woods Agreements Act and 
other legislation relating to the National Advisory Council, are 
reprinted in Appendix A to the Council's annual reports for 1985 
and years preceding. 


SOURCE: 1989 National Advisory Council Annual Report 
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conducted in a manner oons latent with O.S. pollelM and 
objectives and with tha landing and other foreign fi n anc i al 
activities of O.S. Covemnent agencies. 

The MAC formulates and reviews policies and programs for use 
by the O.S. representatives to these institutions and provides 
advice to the Secretary of the Treasury, as O.S. Governor of the 
respective international financial institutions, on the policies 
and selected proposed transactions of the institutions. The MAC 
advises the Secretary of the Treasury on proposed actions by 
these institutions requiring Onited states approval on such 
subjects as the flotation of securities, increases in quotas and 
subscriptions, and changes in their articles of agreement. The 
MAC also renders advice on probleas relating to the 
administration and management of the international financial 
institutions and provides the oversight required to ensure that 
these institutions are efficiently fulfilling their functions 
and making effective use of the resources made available to them. 


Organisation 

The members of the MAC, at the principals' level, as of 
September 30, 1989, were as follows: 

— ,The Secretary of the Treasury, Nicholas F. Brady, Chairman 

— The Secretary of State, Jamas A. Baker, 111 

— The 0.8. Trade Representative, Carla A. Hills 

— The Secretary of Coameroe, Robert A. N osbac h er 

— The Chairman of the Board of Governors of the rederal 
Reserve System, Alan Greenspan 

— The President and Chairman of the Board of Directors of the 
Export-Import Bank of the Onited States, John D. Maoonber 

— The Director of the International Development Cooperation 
Agency, Mark Sdlenan (acting) director: dr. ronald roskins 

The RAC also has a Committee of Alternates, composed of 
representatives of the member agencies at tha assistant sacretary 
level, who era empowered to act for their principals. Tha 
following were serving as RAC Alternates as of September 30, 

ISStx 


Charles R. Dellara, Assistant Secretary of the Treasury for 
International Affairs 
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— Bug ana NddlifUr, Assistant Secretary of Stats for Beonomic 
and Businsss Affairs 

— Don Phillips, Assistant U.S. Trads Jtaprassntativs 

Janas P. Moors, Jr. , Assistant Sscrstary of Commerce for 
Trads and Dsvslopnsnt 

— Edvard V. Rally, Jr. , Msnbsr, Board of Govsrnors of tbs 

Psdsral Rasarva Systan 

— John D. Macomber, Pr a aidant and Chairman of tha Board of 
Diractors of tha Export-Inport Bank of tha Unitad Statas 

— Richard E. Bissall, Assistant Administrator, Agancy for 
Intamational Davalopnant 

Tha day-to-day work of tha NAC is handlad by a Staff 
Connittaa, which is composad of aconomists and othar 
profassionals from tha NAC menbar agancias. Thay ara oftan 
joined by raprasantativas of othar agancias of tha U.S. 
Govaramant, such as tha dapartmants of Dafansa and Agricultura 
and tha Offica Management and Budgat. 

Tha U.S. raprasantativas to tha international financial 
institutions and members of their staffs also participate in tha 
work of tha NAC. Thay vara, at tha and of fiscal year 1989: 

— U.S. Executive Director of tha International Monetary Fund, 
Thomas C. Dawson, II (Charles 6. Warner, Alternate) 

— U.S. Executive Director of tha International Bank for 
Reconstruction and Development and of tha International 
Development Association and U.S. Director of tha 
International Finance Corporation, E. Patrick Coady (Mark T. 
Cox, IV, Alternate) 

U.S. Executive Director of tha Inter-American Development 
Bank, Larry K. Mellinger, (Alternate vacant) 

U.S. Director of tha Asian Development Bank, Victor H. 

Frank, Jr. (William R. Thomson, Alternate) 

— U.S. Director of tha African Development Bank and Fund, Mima 
Medal covych (Steven Donovan, Alternate) 

Tha offices of tha U.S. Director of tha Asian Development 
Bank and of tha U.S. Director of tha African Development Bank and 
Fund ara located in Manila, tha Philippines and in Abidjan, Cota 
d'Ivoire, respectively. 
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Operations 

The bulk of the work of tho MAC is handled by its Staff 
Coni t too, which Boots, os nocossory, on o vookly basis, taring 
its mootings, tho participants thoroughly discuss oach issuo 
that arisos for NAC roviov, bringing to boar tho perspectives and 
interests of thoir respective agencies. As appropriate, tho 
roprosontativos of tho NAC member agencies may bo polled at tho 
conclusion of discussion of an issuo to determine a Council 
position on it. 

In cases which require immediate NAC action, polls may be 
conducted by telephone. This procedure is also used during 
periods when a formal meeting of tho Staff Committee would not be 
justified because tho issues that have arisen that week are non- 
con trover s la 1. Regardless of tho procedure employed, however, it 
is assumed in all cases that the member agencies 1 representatives 
cast their votes on behalf of their principals to ensure that 
appropriate high-level attention is focused on the particular 
policy issues or proposals involved. 

NAC positions are determined by the votes of a majority of 
the NAC member agencies. Each position is recorded as an NAC 
"Action”, a formal document of the Council. During fiscal year 
1989, the NAC took 233 Actions. In addition, many subjects were 
reviewed which did not require the Council to take a position. 

Nhere possible, a unanimity of view among NAC member 
agencies is sought, and, in the majority of cases, achieved. 

When split voting does occur, it may indicate that fundamental 
differences exist on a particular aspect of U.8. policy. This 
may trigger a special review of the issue in question. 

The NAC Alternates meet infrequently, on an ad hoc basis. 
They may be convened to deal with significant Issues on which the 
members of the Staff Committee have been unable to agree. Or, a 
member agency may request a meeting of the Alternates to discuss 
an issue that it feels requires higher level attention. 

Normally, differences are resolved at this level by the 
development of a consensus position, rather than a formal poll. 

Responsibility for coordination of the NAC's operations lies 
with the Secretary of the NAC, who also serves as Chairman of 
the Staff Committee. The Secretary, with the assistance of a 
small staff, performs such functions as setting the agendas, 
distributing documents, and making the arrangements for meetings 
of the Staff Committee; presiding over Staff Committee meetings; 
conducting polls and preparing the resulting Actions; and 
coordinating the preparation of the NAC's annual reports to the 
President and to the Congress on the Council's activities. 
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Oaring FT 1999, Allan I. Clapp warn Stontuy of tba MAC and 
aditor of ‘this raport. Gavin Buckloy van Sacratary of tha MAC 
Staff Co— ittaa and NGKA and eoaditor of this raport. 
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Halana Walsh, Export-Iaport Bank 
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Special Order - March 2, 1992 
BHL. Iraq, and the CCC Proom. 

’X^SSSbeMhiJ 01 ^ COUncil (NAC) organizations and functions 

-The fiscal year 1990 decision 
-Intervention letters 
-The deputies meeting 
-Conclusion 
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do we do about trade policy? 
do we do about fiscal policy? 
t kinds of policies can we Initiate 


production of real Jobs? 
people say. “Well, but we*ve 55** 

‘ all them Jobs.** Who spree? 1 “J 


Is not reported on. This Is not news. It If we kma 818 Job and acquire a %U8i 
would be news If It were (Jennifer Job fllpplhf hamburgers, has thta 


produced anything very 
that Is what Is happep- 


Flowers holding it up. If It had some- country i 
thing more Interesting In it. but It Is much? 1 1 
not news b ecau s e all It talks shout Is tng. We are 
adding 83 trillion to an obl igati o n our bam leave thisVountry. and we are 
kids are going to have to pay, and It li seeing Uw growth of frying 
edding an obligation to ua that means ta \ 

we are net going to win In economic l have ihlMt hamburgers. 

oompeUtton If we cmbcec e this kind of Hamburgers are Juifc fine. But 
approach. M not long -term. 

Now the question of whether our ik«* m going to i 
children are going to have a future prorkle a future 
with Jobe, and opportunity and growth have 
la not a question of whether we em- 
brace the Republican approach or Uw 

Dem o cra t approach. I do not think g y, * strategy that we 
. Republicans are all wrong. I am a together. 

Democrat, but I do not think they are 

all wrong. 1 think they have got some ° 1M0 

good Ideas. I do not think Democrat! Ood forbid that 
are all right despite Uw fact w« have 
some good Ideas. I do not behove Uw si policy, but we are/ne of Uw few 
President Is solely to blame. coun tries In Uw wnpM that dom not 

But I win tell nymMimBr UW ■ no plan. If we 

“There Is a lot 
a lot wrong on 


■ work forea. bug 
. Educe us ha the 
r would not today If we 
i pl ace rKat sneourage 
w Uw right things and 


Uw rest of the 
Uw DBA- It urn 

bast you can get-V 
Uw Beeood World fir i 
when ws have a i 
get aatloi 

people. I suggest to 1 
dates that they adopt t 
‘ pur pos e to what 1 1 

■ hhA 

k that la h 
I I think It ta 
for us to ask of aO < 


statml Candida tea. “What Is i 
What do you want for thta i 
What would you do to put 


tuntty. If we give them the < 

i side, end a lot of we should Just take Uw Japenam plan. “ eeoaomy that Is gr ow ing. 

a Uw White Hoorn That ta probably good enough. The 

are goofy.** 1 Japanese certainly have a plan. They- 

What we ought decide to do ta gat knew what Uw priortUm are. If wep 
Uw best of what Vverybody hse to decide we cannot develop priorities] 1 
offer and start tawtafe* U sat tlwrs be maybe we ought to just take a look ad 

Iht n rt n rttl r a ot our amm! rnmnoli I 
know, we have a lot dthbp that ws tor and say. “Tea. them are Important] 

If Ye woul d start for a saanufacturtng-bamd « 

ta the But Uw mlnuU you mention 1 
i team We compete frith the Jap- trial policy, you know what I 

1 have mentioned a The administration, which ta deed set I 
couple of dome. When the Japanese oppose d to It says. "Oh. what you I 
eompeta In the prtvatofseetar, they want ta do ta develop a | 
compote as a team It If not Just Uw that picks winners and 1 
company that ta solllndb VCR In thta private sector. We ere against thaL*i 
seuntry. It ta that company. It to Uw They cmsttmtally say. ~Wt are i 
related supplier grad* of that oompe- theL We don't i ' 
mw. It ta Umt comp any's banker , and I 

called Uw klrmisu. The Japenam kh Be 1 1 
atau. that ta that srgsutaHles ef taler- dor 



R EPOR T ON BANKDfO COMMIT- 
TITS DtVBBTTOATION OP THX 
ATLANTA BRANCH BNL 
The SPEAKER pro tempo re (Mr. 
Bnaosl Under a pr evio u s order ef 


Mr. OONZAIA Mr. Speaker, today 
ta a cowtbmatton of a series of spectal 
t years I have 
of my 



tars principally the 
dal Levers IBNU. 
Uw aedvlttm ta Atlanta. OA. and the 



at 
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mu Ht ton’l U*dCT or» Uw comm t Am . uU« ol ftct. MnTwpmt. ^ L* 

KW^UUNOUait((ilMit thetlcally what I have said Mon to SmuT uSSSuS^^rnTm^M. 

M^^irsfSS: 

Utttwcf fidUtoKd through thb Ital- to it when I flntamta tha Coner— SfL nJStflSnT^ 7 tor *** ** 
tea line; tank In Atlanta to Iraq. about 30* yean no. I opud to sta? jg^ J J rrrt h | ni «. #. 

Aba the reason for It totaat we haao on It taeanaa It b our field of Interest 
a taaya h ad a very definite bgtabtlvo and alao b ecauaa I tort and toel that at 
puvpaaa. tttaa not boon our practice, tha bottom of everything. all through 71 

no mattorwhat temporarily high-pro- history. certainly to tha present day. ~ 

Iliad pubhetty a oartaln taua might but all through history at tha bottom SLSSm 

ptoa rim to, such aa t mn ag o tha of everything art auch things aa tank- C ^ nly 

SAL ** a,t,t ‘ u and tha aillolll— at Ina and finance. ***• Federal Reserve Board, which la 

some todhddueb thaf had boon promt* Today that la that h ** not °°* that haa prime responsibility 

affiSl oTtoSiScta ollr omb? f « International flow of funds. 

We Uvo In a world In which theae from war to peace, scxaltod. to oaZ ? d 212 ,t *?* n , ,iair - w . 

knafm are forgotten lean than 3 merctol and diplomatic Intercourse "• “fS ■?* 

montha after the event, or at beat with tha other nations that h not JbnWn* Act of 1373 thla leal year In 
they are not pursued. But that la not founded In aocne way on tanking or fl* ^*!?2** ^ P?^ 1 * "• 

our earn. Wo have very apectfte tea* nance. **S1 trying to eetabltah whether, aa 

aoew for flrat Informing my «*»rpm The hostage takta for at I So not think It waa. thoae are suffl* 

I promised I would do that the may tha bottom of the celebrated taking of **"■* "** “bquate aafecuarda to 
flrat day of the laat Concreea. at which the hoatatea waa financing. Invotvtat award the na tio n a l Interest, 
time I waa officially elected chairman $10 Nihon of one of our Mcceat tanka. I want to continue the report on the 
of the UJL Bourn of RapreaeaUttraa which had the power at tha that. And ^ and the extensive use of the UA 
ftammfttoe on Bank Inc Finance and I wfli go Into that later In s ub seq u e nt O ora m ma n t cuarantaad export pro- 
Urtaa Affaire and t prendaad than repocta becam e It haa never been re- " act i on procrams for Iraq. These are 
that I would do whet I had been doing ported to the Ooncrem or to the axport procrams that are baaed on 
threuch the years, even thouch at people, that Involved were about 1C taxpayers guarantees. Of course, the 

moat I had boon chairman of aevaral billion dollars' worth of thoos mansye taxpayer, at UUe point, b left holdinc 

il tinea, and that b relate to In thb particular tank In the United the bac with over $3 billion, Includlnc 
i and report thorn actiri* Stales. aoma $3M million of the Export- 

‘ d my purely para- Of eouraa. the rest b history bocaum Import Bank guarantees to Iraq, 
i In rapceaantlnc a It was Inextricably Unkad with the BML was by tor tha largest partld- 
: area or district af our faBon Bhah of Iran. Of eouraa. It b pant In the Commodity Credit Corpo- 
tragfc. but the fact remalna that It waa ration, a procram that helped to 0* 
Bo I fob It would bo more not untfl the Federal Reserve official nanoe the cab of over $$ billion In se- 

ta do so. It haa not boon dona before. In the Raders! Reserve Bank In Mow riculturml oomaaodltlm to Iraq. And It 
but there b nothing from the tnvestl* Tort pr ema d a button, tha same day waa tha second larged participant In 
ea tery hearings we had In IMS, INC. that President Reagan waa taking hb the Export- Import Bank that cuaran* 
and 199 L. not only with raapoct to oath of office, that by prinbm that taad-tbe tale of over $300 million la 
Bitf/a but auoh thlnca aa tha BOCI button and releasing ssveral bfllloa goo* to Iraq, 

and tha feat reported faithfully by dollars In London of that money to The conuntttosTi investigation of 

thb mesas In the Raoon» to my col- Iran, at that m o ment the h os t a ges BNU and 1st me point out at thb time, 
baguoe. After aU. I be ha ve that that were r eleas ed. the committee first begin hiring 

was Hihsrenlly understood to ta tha The seme thing happens with ovary* hearings In tact. It wffl be 1 years In 
hdsntlon of our committee system thine. I n cludi n g the Persian Ouif war. October. And we do not go around 
when our Oengrsm waa first organised. It sres the presenc e of some 390 b flfk m miking Mg news releases because wo 
after tha iliftlen af tha C o n sti tut ion doDarT worth of Kuwait! funds In our, am Interested la legislating. We am 
be 1790. Of oou su o, at that Urns the banka ham that greatly tone smart our hot eat to make waves, aa far aa pub* 
c o u n tr y was smalt the representation potteba And also the fact that things Betty b co ncern ed. That determination 
waa wnalfar in nuaotar. and we had a «t dona that I cannot aaa. even b gotag to bo made by the news db- 

vary dUfaaunC awuntry. radically dtf* though It b not strictly within the Jn* mmtnaring media anyway, 

f arena and tatatty u ntosa g to ad by ms* riadlcttoo of our committee, the Cbm* I cannot tall my ooDeagues that X 
toodtag ganarefla— . oven In the early n d tt as on Banking. Ftaanea and Urban know what will or will not make news, 
p or t ion of thb n injury. Affairs. Par InsUnea. how many of my Things that I thought did not. havoc 

Our objective b to obtain tor thb colleague*— maybe they da. maybe things that I thought would, have net. 
f tta yet to be formulated mgn* they know atom than I have up until Be from that standpoint, ocraakmally 
and s t ru c tu re lately. them win be a flash of Interest In thb. 

i to the nation Bow many of tha peopto out In my that, and tha other thing. But the 

Mstrict 1 know am not aware, even edl- point b that the overriding need at 
of thta kind of money that tom and newspaper reporters, that wa thb point tor the country b to have 
Bod tnUruubnal have encored into a 19-year treaty aoaaa. even minimal grasp of. say. tha 
i nerivtttoa In ear wtth thb country that we M tara tod. direct asset acqubltton by foreign to- 
sp-caflod Kuwait. It b a 19-year treaty tenets af our banking resources. 
n .... of defense. Wo know, tor instance, that at thb 

° uw Bow many of my c o tbag uo a realise point about 39 p e r ce n t plus ta Jape- 

what our stake attB b to pamanna L nose aequlmd. but If that sets Mem* 

r that the Jape- 
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Ha— wa IcwiMd anything? No. 


rtmUnf light oo United SUto-IriQ 
retatlo — l 


It owned by the Italian Oownu—g 


Why to Iran tmfliWnt to such a tie- 


beta* pumped op Uk* them i 


H 860 CONGRESSIONAL RECORD - HOUSE March tiffs 

no— tatar— ta and their direct erquid ed by the fear of Iranian dominance of We ba— victory %y wumt — » ««y 
tlooa of either direct tatereat or d ir ect the Middle Cut. hm a eerie— deaUMM— « otmrn. eauee 

ameta are about M percent of the Brit- There le another thing that to loet 

toh Investment In our country. We do right of . and I think la very little ap» lam going to repeat that: 

not hear much about that. That to predated In our country. Iran to anoo» We ta— victory bv 

aomcthlng else that to la 3 m Juried le- Arabic country. It to not an Arable he— a — ^ T*Z 
Uon of aomeono etaa. country. Iraq to. We must riniciatiw radon. At u— —tat h— totta tat— taeS 

Nevertheless. the Commi ttee on the dto f tact ion, becau— apparently pwtr. — m— to -tamim n —ft — ■ 
Banking. Flnanoe and Urban Affairs thorn that ha— gotten all the noted* * tanm* h —a tan ta Um — r ef ettrttftoa. 
hae a responsibility of foaming oo the ty. from Pre rid t n t Reagan to Colonel f — ttbo— <o— — — * holier 
nee d e d legislation, trying to reach a North and Security Advtoer McPar* ^ mO rmtHt le itoi i ri to— d 

level of conadousnem among the m*» lane, do not teem to realtoe that. They ** "■■da ei baa that 

Jority of our fellow 04 Members to played Into the hands of people and «•“«»* haunu— le — Mesa 
the Importance of It and try to draft nations that ha— been at war. and H * r * ** learnad anything? No. 
such legislation as to possible under still eontlntee In a state of war. and Today we ha— been Involved in nego 
our sort of compromise procedures as ha— been In a state of war rinoe IMS; tlatlone mootly to pay .beck some of 
will bo as near adequate as It to ho- this to. land and Iran. the money that t spoke of that bed 

manly possible to construct. Unless we know that this mvmh gone out of Iran and led to tha rriooot 

The committee's Investigation of East to complex, complicated, but like of the lest hostages. 

BNL participation In United States any other section of the country. If the Members think the rrtnrt of 
credit programs has led to a broader Middle Europe, or as they say tn Oer- the last hostages was juat 
look at the United Slat— policy many. Mitteieuropa. or the Par East, let dm assure them that It wee cao- 
toward Iraq becau— of the magnitude we seem to be totally either a— me or netted with our payment of murtliliq 
of the BNL scandal and the fact that unaware or unwilling to be aware of that had been demanded, and ootntt 
It touched upon nearly all the ale- the tremendo us corp us of history that dental with that, also the— to good 
monte of the United States policy to there, to our perception cannot be a re sac a to know that right new Iran la 
toward Iraq. The BNL scandal sheds a eorrect one. also being enabled to get some ^ 

—sling light oo United Statea-Iraq I ha— always said, e— n aloes then, through other countries for anas pee- 
retailor**. that had we had the co rr ect ntma. omn«L 

I also want to remind my colleagues Uen of the country we would not have Why to Iran fnifliM— to such a (ro- 
of what I said last week, that such loot HNO soktfers In Koran and mcnrtmtt point of an— a-kOttyf What 
banks — BNL. such banka — moat of MjOOd In Vietnam. But that to neither to Its goal In the uut 

the— that a— Involved la taternatlon- ho— nor there. The only connection we taw conquered Ira q and oo— Id— 
al Interests and transactions ta our the— to that we continue with the— tt a contlnal— enemy T Why to Iran 
country are gov ernmen t owned. BNL m to per oeptlone In the Middle EuL bring pumped up Iks the— me— ac- 
ta owned by the Italian Oo— mraenl If wo think that we are looked up— — leaU wo were dob— wtoh tha c— a 

So wo ha— very dell— ta additional — the aavtora. let a— asm— the Me—- of Iraq — that - ~ sriimt 
questions about national policy, not ben that In the Mi ddl e East the fixed. with ***» broad noMct end stral — t 

only our Natl— *a national policy but rootad pe r ception, whether It to tnse that I ha— kwt quoted te mtoAthe 

that other country** national policy er not to Immaterial, the rooted per- pokkymaken sought out a path to 
and how tha— IraUtutlo— fit In — did eapti— to that wo ha— stepped Into £5de— the— ri k Stoat the 5— T 
not Into those poMde a . the ahoasof tha two departed co ta ni a l trail— had a stated policy of prohibit- 

During last work's special ord— I P ••*** Wnaco and E ngl a n d. Bo that t— the sale of U hltad Sal- nStanr 
Um Eriatank proensa tm mnatj to In* U» 

>"* . „ . UMt . 1 -. r ? p<,rt “**?■» «■ mkbk to uri* Ira. to. ttattod. 

1 showed how the Eximbank w— to— led out ta a 1M4 memorandum ta ^ aA ni i — tr a il— to ^t 

contlnusJly pc— ood by the State Do- ttaa Vtoo President Bueh rotated ta --Zj MrtmrLJZZZi - " 

pa r t — t and c— n President Bush, at hto efforts to ha— the Prim hank A- *_ . « 

Indlcata later, e— n altar ha took hto prolocL 1 a— not going to road from It. nin . r(n . — 

S^^^Se^taimhi ^l^copyof ^- e r- dum 

w— stm p—hfcrr for Iraq's aid. whi ch I wQl p tace. together with all ewra m— m i 

O UN count this There ire two — as MNtfles gw the sfMal 

This to true, e— n though Extabank I quota: gg * * 221 jjLg g'i ™ 

to charged by law. and wo ha— Jurio- The w— ta— s ea Iraq — d b— ttreetty — — SS ^ 

dtaU— of the Eximbank that win — a attests ear —el tatar—a ta Us MM— 

reasonable assurance of repaying ■— . a— — tarty ta us P— tan OuK. ^ StaSni 2f2S 

the— debts. Therefore. I ha— ariud This to Vta> Praridant Bush. °* 

the OAO ta determine If the Extm- Our ehj— t- to te tat- the wer te a — ... . 

bank vlolatad tte charter by gT M *frg estlaasd s— ta wt—n n—r — —ir kfesoridartag wars te MU later— tie— I 
credit ta Iraq. 4— to s at a— the — reto-f el ta U to 

Today I wUl dtatt— the Co— taodRy mrnrnym. mmra. wvmsui tbs ^to sT. 

Credit Corporation's espoil pro— oti— Now, be to VI— President of a regtou p m— ■ wtu ear ope wsdtaL eta 

program for Iraq. I wm m—trata bow that ta tha os e— while to also dealing eas—ntfata ua seafM— « latheln— 

the Bueh admlntotratl— p l ace d toordl through tha so— Bed cUa— ataiaa, nr— . This ta turn essM si 

aata tonportan— — the COC program ev— though a o m o t to n— chant atal— eUer ss— —as te prt— —tar assist- 
for Iraq and how the BNL a rand al af- be— m e masters, such — Israel, with — > hi eeoersts daeMosuads— sf sup- 
fectad Unit— Btataa policy I toward Inn. a— therefore the big arandal part eesM earn preamre — Iraq. 

Iraq. that later erupted, and only a parti— I— ri n g Iraq's —am ta cradK aS- 

Aa October INI meeting bet w o— of that has be— teen, of the aid af law— hto la— Its people — borrowed 
Secretary of State Jam— Baker and an— to Iran. a— na y, th— Boa tow sear— foreign — - 

Iraqi Foreign Minister Ttriq Aria 111— - So we were fooltob enough ta thta k change, to purche— military hardware 
tret— that point. The mala f oo— of that wo could bo helping each one of ta fight the war agal—t Iran. 

Umt point turned out ta bo the BNL the ooasbalanra without the other re- As 1 said last weak, the 9**™**-\ 
«— ndal altotag K. It to abeurd. Of e—r— they w— repeatedly presumed by the Bute 

During the early 1—0*1 the Ml— knew. Therefore, no respect Dap—taa— t te op— He program — 

BUt— policy toward Iraq w— mo tlv— I w— as — tana, a— I quotas tong. On thr— separata o— ta— 


So we ha— very delicate additional — the aavtora. let me assure tha Ms— - 
questions about national policy, not bars that In the Middle East the fixed. 


The war tatw s m tieq a— Iran 4 


An October 11. If—. State Depart- 
sent cable shows the benefits of such 
a strategy, a— 1 quota: 
fr e sos Msttat wars te MU taUv— Us— I 
ceaAda— e le 1— *i ww—fc a— fine nelal 
Mum. — —suM gt— mrtous rhs— tit te ef- 
f— k— c r e— SL Hew u A ere— a. 
la — lil ia — h sur COC wed—. «— 
daa— rale Ok s— fldmw Is the Ir— f 
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JfJ* CCC proems for Ins vu rffo approved $1 MDIob h rruitt r M . 
with corruption. Prison ill for kkk* How could m* 
bocks and bribe* wrn. nM . ™ *• Oovonunoot ageoey 

“““* * rynt twdttte In* who. mo* Z 

ttUdtai thu * mile in) ra Mac 


for example, mail trad Oman- 
■went organizations that purehamd 
UolUd 8tatas acricultural «■**— ^rif- 
Itlca requested United States exporter! 
to pojr k i c kb ocko In order to win an 
<fder. Typically, those kickbocko in- 
cluded cosh, truck ports, ond mochln- 
ory. Whflo the Iraqis admitted to thto 
practice, the COC never punished Iraq 
for any violation of the CCC recule- 


Howerer. fire BNL-flnsnoed 
exporter! did plead (ullty In 1PP0 to 
vtoloUnt reculaUona of the CCC pro- 
pun by paying kickbacks to various 
Iraq entities totaling 11.027,341. and 
another scheme used by the Iraqis to 
extract money from United States ex- 
porters eras to levy a stamp tax on 
United flutes acricultural Imports. On 
several occas i o n s, the Iraqis were 
cauqht encased in that scheme, but es- 
caped without punishment 
A third scheme involved the use of 
foreicn-eouraes In 


Intervened on behalf of Iraq aodEx^ 
tanbonk. Luckily the Bxlmbank charter 
contained provtelone-Uut made It dif- 
ficulty to lend money to a nation Uke 
Iraq, so Its e xp so u rs to Iraq was limit- 
ed at the time Iraq invaded Kuwait 
but for no other reason. 

□ 1220 

The same cannot be said of the CCC 
procram. The CCC to a division of the 
U.& Department of Acriculture and 
Its Foreign Acricultural Service. The 
teal of the CCC procram Is to assist 
UA farmers to sell acricultural prod- 
ucts abroad, that la. by crantlnc credit 
to a nation that wants to purchase 
UA products. 

The usual terms of COC loans is 2. 

with some as lone as 7 yean. The CCC 
Is required by reculatlon to allocate 
tuaranteaa on the bails of the recelv- 
taf country's needs. Its market poten- 
tial, and the likelihood that the loans 
would be repaid. 

Despite these limitations. In IMS . ______ 

and IMP. a whopping 20 percent of [ ore jjk n '* ouro ®e commodftte c. In Bep- 
the total CCC procram was dedicated u "£ ir tobacco exporters pleaded 
to Iraq, Utmdnc the CCC procram as §25* W violating reculatlons of tbs 
a means of bolstering Iraqis ftasndsi ??? Procram by selUnc Iraq foreicn 
postttoa was a treat sums. Phr In- «lalmlnc 11 *“ American to- 

rianca. In IPU at a time when United ***** 00ttM not ten the 

States officials feared that between a cameL 

Hussein midst be overthrown >>t* f ^r rt » Documents obt a in ed by the commit- 
of food stsortacee caused by the Iran- {** u >»f COC procram for 

war. the United States sold tM4 ” t V M> * d *° ****** 

million In CCC-cuaranteed scrteultur- Macenm smonc various Oovam- 

•J Products to Iraq. The procniacxow scenciasabout the ability of Iraq 
steadily, and by 1PM COC-fuaranteod 6 * bu - ^ docu- 

sates of acricultural oocamodtttes to 22^ * how ^ b eclnn l nc In 1PM the 
Iraq reached a $1 blllloo annual dip. ^^•"^“•"•■oard. of all people. 
Obta reca nt times. tha COC procram Department, and tha 

was poorly menaced, and coctupUm |^Port-Impoct Bank voted at different 
by exporters and ImportlncnatteM Nralnat Increases In the COC 

wu not unusual. procram for Iraq. They feared that 

Tha OAO. our Government Account- aoi creditworthy and would 

Inc Office, and tha U8DA ins pect or *** ***** *• "W Um bills that It 

csna ral have dooa a doaan re- United States. 

Porte on various problems with the 
OCC pracraaaa. Many of them concern 

baa 

The f oOoartnc provides a dear exam- 
Ptesf tha maqnltoda of tha problaan 

the COC. In Baptem- 

. I mooth after Um BNL 


stiff ad? 

OJstet^y foreicn policy drove the 
CCC £T? c ! mm - ** **" ability to 

Illustrated by the fact that 
tbs CCC procram was over If times 
Jbsf of Um Bxlmbank procram. or at 
least for Iraq. 

Bemuse the CCC procram lacked 
touch standar d s for grantlim credit, 
the administration found It raster to 
use the COC procram for Iraq as a for- 
eten PoUcy tool at the expense of the 
United 8lates taxpayers. 

As stated earlier. Iraq's finances 
wore dearly not In cood shape. TO Il- 
lustrate Iraq's precarious financial po- 
sition. look at the comments in an Oc- 
tober I. 1PM. cable to the Bute De- 
portment from Ambassador April Ola- 

■Pte: 

tretal officers met Oc- 


tober S lo tad IM 

«■ Iraq* PUMS pr obtoam, Um sscurky 
g b rtfcu - Um BNL affair. and Um Kovsabar 


y OAA, virtually all reported eao- 
Umdncpamsate peebisosa Australia. Osn- 
■srt. Germany. Orem. Irshat Italy. Nee 
Zmtend- tea IteUMttaads. Norway, sad Um 
fhtt~i — totted aow or eoaUoa- 

oa trad debt. 

Acata. I encteekhere at tha end the 
■oamo from which I am quoting 
Coooaras about Iraq's creditworthy 
X* 2*?**!**"*™ on Aucust 4. 
IMP. 7BK and Customs Berrios scants 
raided the Atlanta branch of BNL and 
uneoverad 14 button in 
loans to Iraq tndudinc 
guaranteed by ths CCC. 

In order to batter understand the 
OCC procram for Iraq and its policy 
Im pl ic a t io n s, tot us take a look at the 
January II. lPCf. State Department 
cable that reported on s meeUac be- 
tween a representative of the Depart- 


In ooa meetlnc la the fall of 1PM. 
and I have a memo and minutes hate, 
as I said, at the sod of tha presenta- 
tion, a Federal naoervo official warned 
Iraq only repaid crodttera whan they 
wore offered creamer Unas of cradle Be 

— - — nn Hwr gbUad tha COC procram far Iraq a — 

Ml broke, the USDA Offlea of Insoao- schema. One of ths reasons M 

tar Oeneral a ih nit tail that Um COC H*** ”* Mia to obtain ever risk to sxprms his wnramas'i sr mu t nds 

bad aonsa snvoral kcsnisl control ^Mlt was the inadequ ate co mb-* " < T tht *•' *»• rate Um Dspsit— at of Actt- 

prnlilsina and the Qfflo e p ( try-risk analysis prooiumTte^CC mhwt ^s d pteyvd to drae tepiat Patted 

Ommi ^ gB ^* a * r to determine which natlom warn Mb-te ******* s o s n si e cosperattea. 

M repay their debts and hew 
coukl prudently be loaned 
wr * otm A March 1PP0 USDA mm 


mt of Acriculture and Mr. Hasson 
-I Um Minister of Trade of Iraq, and 
tha cable stated, and I enclose this 
also at the end of say presentation: 

9i USDA 



SUtes^rsqs 

U8DA staff. In turn, expressed pleas- 
ure with Um smooth operation of the 
CCC procram sod doted United 8Utes 


— _ ■ in .... ■! ■■ ii of ayr aloft ote is mm 
S MMgts Uso wkb Iraq last teTwL for s 


One of Um boat 


absurdi ty of tho situation Involved ths 
Ksporl-Iasport Bank, and agate, m I 
said lam weak. Iraq was often In ar- 


tha COC 


-- — or In default In Ms aw 

■ gy* te fart. Iraq was stupe 

KB IPMsnd IPPT bacauMoTowmayaMni. m 
*“" ■ parted, ths CCC peer 


1 to expand cooperation In the 

agricultural field with Iraq. 

O 124# 

In raapooM to a request for addition- 
al Information on ths state of Iraqi A- 
nances. Mr. Abstain* 

Ths UA CM ast asks sack crvdk even- 
abtebsoMM of traqhlsvsiy broom eyes. 

He want an the state that: 


— i Um svaOsbUky of sack 

j* Iraq suffsrai fraai eemipuoa. 
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Ha ■* uiklk anleaa Mtalcfil nMtal 
ptablCBM or doubU about Ki ilmMi to 
■Nt Mi full obhgaUone. 

Iraq vu given the Imp re e el o n Uut It 
a*as an Important partner of tho 
United States and tho CCC program 
vu symbolic of that policy. In opfte of 
Iraq's always dubious financial condi- 
tion and continued corruption In Its 
CCC procram. the United States con- 
tinue to expand cooperation In the ag- 
ricultural field. By 1986 the CCC pro- 
gram for Iraq had grown to over $1 ba- 
llon. but the events of 1989 made the 
color of Iraq's eyes turn red. 

Because of Iraq's deteriorating fi- 
nancial position and the BNL scandal 
1989 turned out to be the watershed 
year for the CCC program for Iraq. 
Despite everything I have mentioned, 
when he was elected President Bush 
placed a renewed emphasis on tmprov- 
tng relations with Iraq. He believed, as 
spelled out In National Security Deci- 
sion- 28 (N8D-261, that the best way to 
Improve relations with Iraq _was 
through expanded trade and Um COC 
program offered the single largest 
boost to that strategy. 

Now, remember, behind all of this 
you have the National Security Advis- 
er. Scowcroft. and the Deputy Secre- 
tary of 8tate. Eagleburger. aH of 
whom came from Henry Kl is ta f srt 
stable known as Kissinger and Associ- 
ates, which Incidentally has had mote 
Influence with foreign potentates and 
ambassadors coming over than even 
the 8taU Department sometimes. 

Now. these two gentlemen were Inte- 
gral parts of Kissinger and Amodates. 
They were Integral parts In the stimu- 
lation of trade with Iraq. So now they 
are ensconced in these mighty p owen 
ful positions, and naturally they are 
going to reflect a continuation of what 
their boss, Henry Kissinger, who no 
longer has an official title, but huts In 
the penumbra of power and has for 
many yean. 

So naturally, them are advisers. 
Presidents must depend on a d r isers, 
and when Presidents are not too sensi- 
tive or too aware or too deep In their 
understanding of events, I think It Is 
safe to say and fair to say that we 
have had some who have not, that the 
role and the voices of those Individuals 
become extremely powerful. Of 
course, their dealing was that added 
leverage In dealing with Saddam Hus- 
sein would be obtained because of 
them goodies we were providing him. 

The thing that undid it was the B*L 
scandal that originated and In fact as 
late as just months ago. last year in 
fact, the administration through tho 
Attorney Oeoeral was stm trying to 
keep us ft om having hearings on B. 

President Bush and his advisers 
thought that expanded trade would 
give the United States added leverage 
In dealing with Saddam Hussain, As 
events showed, that was a grave nde- 
calculation. The of ctrst- 

egy was the BNL scandal and Iraq's 
det er iorating financial u ou d l rt a u . 


I wm now Illustrate how the BNL 
scandal affected United 8tatee-Ireq re- 
lations by using the. 1989 National Ad- 
visory Council (NAC) decision to grant 
Iraq a 81 billion In CCC credits. That 
decision also serves as a vivid example 
of how State Departm ent a nd Presi- 
dent Bush viewed the CCC program, 
first and foremost, as a foreign policy 
tool while delegating the Issue of Iraq 
repaying billions tn loans to secondary 


i kicked up to the deputies 


Before embarking on that Journey I 
will provide some background on the 
Interagency process that determines 
how credit Is allocated to foreign gov- 
ernments like Iraq. 

■sc oaaAJinAno* tn mentn 

The National Advisory Council on 
International Monetary and Financial 
Policies IN AC] Is responsible for the 
policies and practices of agencies that 
make, or participate in making foreign 
loans such ss the International Mone- 
tary Fund, the World Bank. Export- 
Import Bank and the USDA’s Com- 
modity Credit Corporation 1CCCL In 
the case of CCC and Ex 1m hank, the 
NAC seeks to. assure Uut Use credit 
extended by tboee entities to consist- 
ent with DA policies and objectives. 

The members of the NAC Include 
Use Secretary of the Treasury— chair- 
man: Secretary of 8tatac UjB. Trade 
R ep rese n t ati ve: Secretary of Com- 
merce: Chairman of the Board of Gov- 
ernors of the Federal Reser v e System; 
Chairman of the Board of the UA 
Export-Import Bank: and the Director 
of the International D e v el op m ent Co- 
operation Agency. These high-level 
deetdonmakers rarely participate di- 
rectly In NAC decisions. Instead, a 
committee of alternates at the Aaslst- 


sred to sot for their principals. 

Under the alternates level Hes the 
day-to-day apparatus that perfor ms 
the wort of the NAC calle d the staff 

composed of economists and other pro- 
fessionals from NAC member a genci e s . 
They are often Joined by representa- 
tives of other agencies of the UJB. 
Government such as the Departments 
of Defense IDOD1. the Department of 
Agriculture CUSDA). and the Of flee of 
Management and Budget (OMB1. The- 
staff committee meets regularly or 
talks by phone to discuss CCC or Ex- 
hnhank extensions of credit to foreign 
nations such as Iraq. 

Tbs NAC Itself cannot override the 
deebtoiM of Extmbank and 
CCC, but obviously In practical terms 
these agencies must heed advice of 
mors powerful organhatloae such ss 
the White Bouse and the State Do- 


Even though Iraq's financial 
Uoo had deteriorated during 

1989, the USDA. at the State Depart- 
ment's prodding, proposed a 81 bflUon 
CCC Iraq program for fiscal year 19ft. 
Because of concerns about the BNL 
affair and Iraq's financial problems, a 
NAC staff committee voted In August 
1989 to defer consid e ration of tbs 
Iraqi p rogra m until a later date. 

The CCC understood that It would 
be difficult to get the entire II button 
approved by the NAC, so tn September 
1989. It approached the NAC with a 
modified offer. CCC propo se d an inter- 
im 8400 million tn CCC credits lor 
Iraq. An additional 8400 minion was 
contemplated once Iraq was exonerat- 
ed from responsibility for the BNL 
scandal On October 1 1989. the NAC 
unanimously approved that approach. 
That to when the trouble began— the 
NAC forgot that Iraq always wanted 
more not less. 

Iraq considered the 8400 mimon 
offer for CCC credit tn Insult. A No- 
vember State Departmsnt memo mens 
out the Iraqi position on the 8400 mil- 
lion offer. It states: 

The Iraqis rejected a D80A s tffsr mi a 
8400 ssSUea "totefia" la early Oetobw be- 
cause they bdlmd so Wastfc a cut from the 
$1.1 bitteo (beat year 1909 procram would 
be viewed ae a United Stelae ne veto ef eon- 
fldeaee to bust debt petey- 
The Iraqis were also worried ' that 
the United States would publicly an- 
nounce its d erision to Malt I raq t o a 

rani m 

the p ercept i on of their creditworthi- 
ness. 

The Iraqis Imme di a t ely began to 
p feature the State Department, 
United States iknbsmy tn Baghdad, 
and the United State s term communi- 
ty for a larger CCC a llo c a t ion. They 
also sought s meeting b e twe en Secre- 
tary Baker and Foreign Minister AMs 
to discuss the CCC program. 

October 8. 1919. Secretary of State 
Baker met with Iraqi Foreign Minister 
Tsriq Axis. The main topic of the 
meeting was United States- Iraq rata- 
Oops and bow the United States han- 
dling of the BNL scandal was Jeopard- 
Iring that relationship. Notes from the 
meeting report Barden Minister Aits 
assaying: 

Finally, 
that lafet' 


On rars occasions a dec is ion is so Ba- 
portant that a NAC deputies commit- 
tee meetin g I s calle d. Tbs deput ies 

the No. 1 person In each NAC agency. 
The q u es t ion of whether to grant the 
91 MBion hi loans to Iraq iv—tnally 


sUbttbs Iraq Tbs COC profrei 
linked U the MO. Atlanta bn 
mi wbtah Iraq bed as pert. The ] 
made It dear theft this wee not a a 

the UJB. i 
It to la C 


* an trying lode- 
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n>*ar. KM matt toMHn* ia 4 UMIe — — n tad Buetaw — — - 
*.**•*■ *toto«tal VMOOQt. Itnik, dh 
„ _ . .. . ol tlM MAC tU«mUi n> cum th* Mm* at Um — 11M «r 
SS Md to comMm Um C80AH N«IMM Uaa COC putMtu. SiT* 
f«r * mv tl MMtaa CCC procna tar w~«»wn»fiu 

tna- tatanMB MQt ron ot r nid mr 


A^MAc^sr^ta,- 

22S2r?iJ^. ZS2 - .. 2ST! 


mm hcfakitf IVM. m- ?.? bOT forra aIly n w d to Mock t Kobart Pa mm hwoM th 

•Ki ^md2JL55[ 6 ^ IUkon at that level. At the Treasury }"•** band of President Bush by Mot 

n " t SL^ f !!r^L.^ Department's request It ni MM ■“* 
pntcdly referred to N8D-M which u kick tho decMon op to the ant 


■ “the Preside n t wished to 


Wrrt-tho MAC dMtiw committee. 


T* OnpUr MHO Um CCC trogrmr 
to Ino vmM Omi* 


Mu relatione with Iraq- as Um 

JMlflcotloo (or pressuring other agen> ienaM tho OUB of Min^ tkm mu. < 

ta to approving Um >1 TrtniWT end Federal Wmrra t H hu- ■hip ttth tJ 

IdtaoB CCC PfQ«ra» tor | 1 H pUrd thai OMB na taking Ita rota hi Mow I think that tho Aanteai 

h ^ n ?^ l y p yy? , **. tl ? t *“* y “tho admi n ItttatlMi 'i walehdot PuhUe and wa tat particular would not 
UBOfttc Xraofa poor flaoaool oondl* mimt scandal" a Mt too eeriouoty. It herd to understood how dsteriora 


™ Ua9 ^ € Jf k9 ^* cM ^ oo the Iraq pro- ttoo of relations with ouch a oountn 
ii! ^ lorot os Iraq would irreparably harm £ 


****** ***£ 5* «*• State Depart- United States n at io na l interact. Th* 
^ q wt nMPMt a y Maoly od in- m«ot« hands. S ec reta ry Baker had d- fact ta that Um mtaealculatiocu am 

rmdy lobbied the Agriculture Deport- tho rather shifting. echtao 

SL? ?- 2? ,i< lP— » fT Timii aooMaw meat and Mr. Eagleburger had lobbied phrenic a dop tion of poliefee. If auct 
tho DepuUa atOMB and TVeaaurr. caabe eaUedp^M^ tedte at££ 

M order to art Um aeon* tor tho The If AC deputies meeting took It ended up In the Iom of tremew 
IUC nenrtd i retl on of Um COC pro- place on November ft. lWt. Some of dous loea of bunm Ufa, over 100.000 
pern for Ira*. Secretary Baker wrote the more or leee notabto^ertldpenta TTmmTo MSTbMMTnfMte 
* let ter to tho Secretary of Agilcul- In tho meeting were Robert Kknmitt. we reached the H ut where. Incred* 
tme. Oaytoo Teuttor. end then called State Department; John Robeon. Um ibly. oven our nrach pubttetaed co m- 

^d^g uMb.Crn th. bw»- ta«at j^ -SSfaSTlJ 1 . *«nnkhm. pfctarad Um Inqh u «uh 

emof om doubt and granted the fufl Hous e; jack Parnell the No. I men at human »*»*~— Tha run a Mill to hr 
MPMou CCC program tor ftocal year U8DA. Federal Reser v e Board Oovor- rri n iNtttt^ ™ ktfll tobr 
pR The talbJnc potato tor Mr. nor Bdward Kelly; end WQUam Dla Tti r^' inmt tht m wau wnrid mnt 
^-.UM.TMMn* f«^rt_ M;t h.M«.l l nm,. t O M M. 

" ""h" ^ *• 1 “ rr,rt 1 1 to Um other, we have e ng end er ed a 

!!Ztf MModoub deep hatred toward ua. 

Mtah^bw Si^mwmntaSiSrtte Wo are involved In aomething that we 
*£? SLKVSSrt^mSS wS&EZ ^ ** «wmged m yet and 
i of Agri- and aaoo n d. thTta^mtte of tha *® ^ ^ foreee sable future. 



to Iran wee the 


The State 


tost have we learned? No. 

Oneo we stray from 
and this to what 1 always say and have 


tack Tho next stow was to oonvtnoo mitt opened by **»«» m, and thlo la what 1 alwt 

taaOMBandTvZu^ta d^TIhS SSt^SStS thTSJfSf iSaSSi ««. «» ** 


a )ob waa left to Deputy _ 
ef State, Lawrence Eagle- lateral 



•I bitllen program Baker who betteved that the CCC vti cannot ttray from baetce except at our 
gram In Iraq waa cradal to tha UR. W- ^ 

lateral nlitlniMhlp wRh Iran. Be Sonm tflma ago. I behave R waa par- 
noted that In NSD-M Um Piertdm* frta the aaeandto-laat or Um UdrdjM- 
Do> ca B a d for tanpraeamaat of Unitod *■* ■peakership. Speaker OTfeflTa 
1 to Statoa-Irao relaUom and bilateral regtana. that the Bouae ioape n dod~ 

trade offered the beet r to *** I did not isaUae it until It did not 

achieve that goaL M happen— the annual reading of tho 

Other NAC participants hUcdei Farewell Manage of President Oeorge 

t hod actual- that they had i— ervattone about UM Washington. It used to be the habit 
U year IMS program, but they offered noTktal eh- when I came, and I used to kind of 
i of credi t wor - lections. The NAC voted to approve marvel at the Idee that that would be 
the $1 bfllion for Iraq to be released ta the coos. 
eondHSen was taro ISOO million tranches. Several Ob Um ocresion. or oo the Mooday 
, « Mr. fOglstiumrs safeguards were added to ensure that of tho week that we used to celebrate 
i for Mr. Bag- Um CCC program's Integrity would Oeorge Was h i ng to n 's birthday, we 
remain Intact. would have the reading, even U there 

My next floor report win continue was no other bueinoas. we would have 
hot Bain with the events that occ u r r ed after the reading of Washington's Firewall 
nfiiS the NAC decision of November t, IMS. Address. That has been suspended. I 
i ef COC sw i ta geereoteas ta That sta tement win show that Pr att am suggested to our present Speaker 
is wwk Ur dent Bush and the State Department that be reinstall that 

ywnn co nt i nu e d to chemphm Um cause ef I think It was vary well founded. 
Iraq despite numerous warning signs moco than just having a ritualistic 

. — — topped off his of- that Saddam Hussein was out of con- reeding, because It gave us basics that 

tots enbohalf of Iraq by sending let- tool and the revelation that BNL pro- are still true today as they were In hh 

tae to OMB and Troomry. Os efforts vidtd over IS bfmon for a secret Iraqi time. It ta a vastly radical, hardly per- 

technology procurement network eefved world In that day and Ume. 

which had 'responsibility for obtaining from what we live In today, but he did 

the technology neoamary to buSd ba»- say In the speech what I think to now 
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•ffem that had rMUb( brtMcht u Mfhft. 
"• Uuihitry mwni hew e aar. 


U a a xu r tfaa lima pr 


»wUm *m vttHoc «e flU Umm MrtMlUiral 

•••* a the M9 «m #f DA. €J^nrUfiL H« fjS*** 11 *^ •• Uw pMi of the In** Merer- 

MdHMihMUimvuiiini^to Uveteea ha ceuUoaed. It i — 

>b«4 ofidlUoiulf wWit n IM «• think that Um 4 



OWimnailtrlrH 
Department ot Sum repeeatnlatlee Mated 
reltoeted the dm of 


wetted Mere Um i 


ef tree ta uneerertnc tad 4m 
tot vtlfe ao* wteocdetac io ceaaeccloB wtt 


S. Ttw Atrleulturt Department haa 1 
flawed Uae extetine OSM on^m uwi 
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March t 1992 


The Iraql-Jocdanlan effort U mo r tote 
US parUdpRUon It la put du« to concern 
over posetbte Israel* Interference with Um 
planning. constnicitao and operation of the 
lino, which would terminal* xllhln a few 
miles of the Israeli port of EDot. Wo have 
advtoed the Uncus of oar toleraat In steinf 
this Une operate and they have rated no 
military or political objections. but have 
noted the need for adequate environmental 
safeguards. 

Iraq has also publicly and privately de- 
scribed this project a o a major toot of TO In- 
tentions toward ML Jordan enthusias t telly 
supports this project which would p ro vide 
additional employment and continuing r eve- 

In the earn of the pc o poe cd link to the 
Saudi Cast-West pipeline. Brown A Root 
has a contract with Iraq to d e s ign and 
manage this MOO million tOOJMM b/d 
project. The company has prepared an ap- 
plication for Calm flnandnc of Its US mtt- 
Mwo service contract but hu delayed sub- 
mitting it while It attempts to meet an Exlm 
request for external. L*. Saudi, guarantees. 
Construction of this Une preeenu a number 
of potential probtema to the Saudis and 
their commitment to U appears lukewarm at 
beat; while they have not obstructed pretim- 
tnary wort, they have ate not facilitated K, 
and there has been no sign of Sa u di gove r n- 
meat ertUtngnem to provide financing. 

Extra ban* support Is Ukely to be a crucial 
cooapooent particularly for the A q aba Kao. 
Exim's policy to date has been to dtepprwve 
medh— and long torn flnandnc for TO 
goods and a ar rlcm for Iraq In the a b s ence of 
external security arrangements becau s e of 
doubts regarding repayment prospects. M- 
b ik e recent dtettekxw with Bate Chair- 
mob Draper and hb staff, however. B e cht el 
believes they are favorably dhpoood towards 
the project and Bochtefs appttcallost. whkb 
would Include only about !3d million In 
Iraqi risk with the remain dar backed by a 
Jordanian go ve rnm e n t guaranies (AO of 
Brown k Roofs r eq ue s t would be for Iraqi 
rWJ The Aqabo project would be one of 
the largest single commitments ever mode 
by the Bank and would far ex ce e d Its cur- 
root exposure In Jordan. 

While expressions of Interest end support 
mode to Gdmbank at thb time would neces- 
sarily focus on Hechters a pp Bc a d e n regard- 
ing the Une to Aqaba, we do not regard tbs 
two projects as autuaOy exrhteve. Both 
would be benefldeL 

Otven the Importance of these projects to 
our overall poltete In the region. Depoty 
Beootory Dam b camne Mr. Draper to re* 
orate our foreign policy totorarta. (The Beo- 
votory has net been Involved become of hb 


McFadens assy ate cal Draper. A eaB kp 
the Vto* Fred f ru t woedd bo parttoutofW 
oorful In confirming tbs Admtertratioul 
support ter tbeee pradtes tBugpeeted toft- 
but poteto for such a eel are att och e d 1 


stand Iranian attacks as well as to co n v in c e year, a section 1M coat, an the heeb of a 
Iran that continuing hostilities are wort res Chaffee Amendment determination for Ar- 

One ouch means would be the early InHI- genttaa. could gatvanlm CongreteonaJ sop- 
aiion of construction and rapid co m pl e tio n port to circumscribe the Administration** 
and operation of additional export pipelines flcxibUtLy to ween that Exlm tens are 


for Iraq's large oil reserves. 


consist ent with our foreign policy. Because 


Exlm bonk could play a crucial rote In our Heins will be a key Senator on the Exlm- 
efforts In the region. Early and favorable bonk renewal we would hope to avoid a see- 
action on applications for Exlm financing lion IM ease. Given legislative r eq u i re ments 
for these pipeline protects would be clear and Congressional senaiUvtty. we have asked 
and very we looms evidence of 08 commit Exlmbonk to refer any application* Invoke- 


meat to these objectives 
US suppliers of services and equipment 
would benefit and with the eomptettei of 
these pipe tinea, we would be tern d ep en de n t 
on oil shipped through the Persian Outf. 


lng Iraq to Stats before taking action. 

& CCC Blended Credit Proprom 
Baaed In part on the opinion of the AID 
Ocncral Counters of flea. L has oonctodad 


Finally ope rati on nt a pipeline to Aqaba that there are no FAA or other perti nent 
oould contribute to atobOJiy In the region by statutes which weciflcafly bar a CCC pro- 
promoting at least tacit cooperation In the gram for Iraq. In December. OTDA ap- 
redon. prove d 1110 million In CCC credit guaran- 

torn for Iraqi Import# of UA agricultural 

Dputmxt or Bean, exports. Stale successfully opposed o pro- 

Woafctaoto*. DC bo re* ifl, HU posol to rate the quantity of wheal In the 

Ta The Secretary. package (and Increase the total package to 

From: EB— Richard McCormack. UN million}, dttng the need to avoid fur- 

Subject: U A Credit PoosibOhte for Iraq. ther angering Canada, a nonuubaidblng ex- 

umiMHonos porter of wheat. Canada has complained 

— .. ^ that our blended credit package with Iraq 

H haa affected their norveubddted cadi 


The war between Iraq and Inn dkreeOy 
affects our vital toUturto m the Middle East 
and particularly In the Ferelan OuM. 

Our objective b to bring the war bam 
goUatod end m which n ei ther boMgere n I b 
dominant and the sovereignty of both k 
preserved. We believe that victory by abhor 
side would have a asrtous deetabOtatog 
offset on tho region. 

At the pre sent jtea . Ir an b the Inlre ml 

teLmt ^iHivn It cm win In a war of at- 
tiRlsn We mast th eref ore seek means In 
bototor Iraq's akBRf and reeate to utth- 


A EJSK '’*** market there Although AgrlcuKure 

for UA financial support for exports to ^ Iraqi aaauraneas that they wffl 

purchase the minimum amounts of Canada 

cssomAL rAcroas in wheat required under the tang term 

In your February 14 meeting with Iraqi agreement wtth the OOC. the Canadians 
of auto Hammart you und s tta o k have told us that the Iraqb have not signed 
to provide Iraq Information on official U A any new contracts for wbeoi dcOrerles for 
ftaanrtng peorfhfTItles In support of U A os- thb year and that old oontracta ate have 
ports to Iraq. not boon picked up. We can export further 

Iraq's fin a nci al position has gradually protort tram Ottawa, 
worsened sines the beginn i ng of the war ta r no m <• m new 

IMS and ta likely to grow more serious aver C CA Tbfetoto omr 

the next six With reduced, el- BfF aadrtamo may ho ap pra p d e l s for 

though rtffl substantial, aid from the ©saM. Iraqi current balance of pa yment gre b l sa so 
Iraq faces a current accotmt shortfall of as Wo emdd give no Monkot commitment to 
much as »10 button thb year. Thb rttonten su pp wt Ireql s te M mtl a n s. stoce onr dart- 
TXwVmbtsmT mrrrt-ittil stew are made en the vlabQRy af todMiml 

tentoywnttaat the TO should casuider pro- tens. Furthermore, teteatloo re q uiring 
UggM rrsillts loons end tochnfcol oospore that wo •work to agposRtosr to any ext on 
ten to support UA exports to Iraq, which bon of DfF R aie rt s l or technical atertanm 
Imve approached ooe button doOors hi ooch to any country that harbors te rr or i s t* we u fd 
of the port two yean. bo an addtttonai w nrt rate Fbr them rem 

anatTsm or orw osm sens and became wo wenld not want Iraq to 

m wnrki tofl the DdF the UA to any way euggortad 

3ST TJ7J ytffSS SjmSJSllS IB it a pp r o ach the Fund, we haoo not birto dai 
credR far Iraq; tat PmbiK thfa awhioct u um eahlo. 

OOC Mended credits or guarantee for agrt- — — 
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MEMO RAN DUN FOR THE SECRETARY ■ 
SUBJECT: CCC Credits for Iraq 


I have looked into the problems concerning USOA's 
Coaaaoditr Credit Corporation (CCC) program for Iraq. There 
are three distinct but related problem areas: 

1. Creditworthiness. 

2. Allegations of corruption in the operation of the 
Iraqi CCC program itself. 

3. The Italian Bancs Nasionale do Lavoro (BUI) agency 
office scandal in Atlanta. 

CiBditworthiPBia 

The Fed, Treasury and EXIH have all been concerned about 
Iraq's credit record for several years. During the war years 
the Iraqis became notoriously bad creditors defaulting or 
unilaterally rescheduling billions of dollars of official and 
coanercial credit and refusing to even discuss the natter in 
the Paris and London Clubs. Because of the extenuating 
circumstances ud the country's substantial economic 
potential, not to amotion the opportunity to profit from the 
war recovery program, this has never been a big stumbling 
bloc for Iraq's other amjor trading partners like Japan, 
France and Meat Germany. 

Iraq's repayment record on the CCC program has been good. 
There is, however, some concern about the large amount of 
credit outstanding (about $1.7 billion) and heavy debt service 
(some $900 million a year), especially since Iraq already 
accounts for about 20 percent of the total CCC program. 
Despite these concerns by Treasury and the Fed, USOA has been 
disposed to continue the program at the $1 billioa a year 
level, in part, not to unnecessarily anger the Iraqis and 
trigger a default that could jeopardise the whole CCC program. 

QQFIOENTML 



Creditworthiness, therefore, while • legitimate concern, 
is not a major driving factor for reducing the Irag CCC 
program. All other things being equal, USOA would continue on 
at the $1 billion plus level Indefinitely and the Fed and 
Treasury would probably acquiesce. 

EXIM has refused to provide medium-term credit to Iraq 
until they agree to multi-debt rescheduling of official debt. 
The Bank's $200 million insurance program has also been 
'suspended* until the $(.2 million in arrears is repaid. 

Corruption 

Several investigations (IRS, DOD, USOA, FBI) reportedly 
are looking to allegations of widespread and blatant 
'irregularities* in the CCC program for Iraq. Hard 
information is difficult to obtain, but apparently there has 
been substantial overpricing of some commodities (double and 
triple wholesale prices), diversion and trans-shipment of 
coenodities outside Iraq and financing of non-U. S. origin 
goods. There Is even one report that the Iraqis used the 
proceeds for arms purchases. 

None of this, of course, has yet to be proven. Nor is it 
clear how long these investigations will take and whether or 
not indictments will eventually be handed down. And even if 
they arm, it may never be clear how much, if any, Iraqi 
official complicity there was. 

Ranee Maaianalo de Lavorn fBHAI 

The unfolding BMA scandal is directly involved with the 
Iraqi CCC program and cannot be separated from it. Of the $4 
billion of unauthorised loans involved, about $1 billion were 
CCC guaranteed, (a is trying to obtain the details from the 
U.8. attorney in Atlanta.) Treasury and the Fed, however, 
find it hard to believe that Iraqi Central Bank officials and 
others were not aware of what was going on given the apparent 
scale of loans, kickbacks, deeply discounted interest rates 
and other gross irregularities. Indictments of U.8. citisens 
are expected by the end of this year, although no legal awves 
against Iraqi officials are contemplated at this point. 

It is also worth noting the president of Iraq's central 
bank and the finance minister reportedly have been arrested 
for unknown reasons in the past several days. 
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Response to Iraqis 

Given the above apparent problems with the Iraq CCC 
program, it would seem wise to proceed with caution and 
prudence. He should not jump to conclusions before all the 
facts are known; nor should we continue with business-as-usual. 

USDA, acting against the advice of the Fed and Treasury, 
but with the support of the other MAC members (including 
State) , recently approved a ‘first tranche* of $400 million in 
Ft 1990 CCC credits for Iraq — about one-third of the planned 
annual program or enough to keep the pipeline open until 
January at about the same volume as last year. They have>told 
the Iraqis that approval of additional credits will depend on 
the outcome of the ongoing investigations into the BMA scandal 
and charges of corruption in the operation of the CCC program. 

The Iraqis are taking an 'all or nothing* approach, 
insisting that they have done nothing wrong and will be hurt 
badly if the annual CCC program is substantially cut. Iraq, 
in fact, is a consistent net importer of food and other 
commodities and undoubtedly benefits considerably by the CCC 
program. Certain painful adjustments would undoubtedly have 
to be made at a time when the government is hard-pressed for 
foreign exchange. 

On toalAnot. I think the USDA approach is prudent and 
proper under the circumstances. No options are foreclosed 
and. at least until the pipeline dries up. the Iraqis are not 
being prejudged until the facts are known and acted upon by 
U.S. authorities. 

In the meantime, this situation should be kept under close 
policy review because the stakes are big. Me need export 
markets, and Iraq is a large potential market and as the 
war-induced imports are replaced by commercial purchases, this 
market will undoubtedly increase in the next decade. 

Once the facts are all known, it may be possible to ' 
correct the problem by building in safeguards against future 
possible abuses and then resuming the Iraq CCC program at 
previous levels. Me will want, in any event, to avoid taking 
punitive action against the whole Iraqi government and 
population for the sins of some corrupt officials if they are 
brought to justice. 
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STATE 


S/S 


WASHINGTON 

Octubei 27, 1989 


Mr. Secretary: 

When this issue first emerged, 

office was screaming caution on our 
involvement in this CCC exercise with Iraq. Ten 
different U.S. Government agencies were investi- 
gating various aspects of potential fraud in Iraq’s 
past CCC program, and no one really knew just how 
far and deep the corruption went. 

I was then reluctant to advise you to proceed 
with this matter until we had an opportunity to dig 
deeper into the potential corruption, and until the 
Department of Agriculture had an opportunity to 
follow through on my suggestion to devise a new CCC 
program with Iraq that would insulate us against 
corrupt elements. 

I gather that a sanitized CCC program with Iraq 
is devised. Xn the meantime the top GOI ministerial 
team associated with the CCC program has been 
removed. You also now have a formal recommendation 
from that we proceed on this 

matter. 

Assuming that USDA finalises a sanitised CCC 
program, I recommend that you assert to Yeutter the 
political and economic rationale for going forward 
with this whole program, by tranche, to the $1 
billion level. If we are comfortable with a $400 
million exposure, based on our new anticorruption 
safeguards, we ought to be comfortable with a 
billion dollar program. 
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BRIEFING MEMORANDUM . 


confidential 
TO: 

FROM: 

SUBJECT : 



P - Mr. KifnrrhU. 

I 


NAC Deputies Meeting on the CCC Program for Iraq 
November 8, 1004, at Treasury, 0900 


t. KEY POINTS 1 * 

i 

In early October, ! Iraq rejected USDA’s ofier of an 
* i nter in" FY40 program of $400 million in Commodity Credit 
Corporation (CCC) credit guarantees. At the urging of 
Secretary Baker, USDA.has proposed a foil, bllllon-dollar CCC 
program for Iraq with'built-in safeguards to ensure Iraqi 
compliance with CCC obligations and cooperatlbn with the U.S. 
Attorney’s investigation of the Atlanta branch of the 
Italian-owned Banca Naslonale del Lavolo (BNL) . On November 3 
the National Advisory! Council (NAC) declined to mane a 
recommendation on. the; new U8DA propose*., preferring instead to 
refer the decision**©’ the ~^iey levejr .* ** 

* l * 

Our goal for the NAC Deities 
USOA y , Tl 11 i on- 



approval* for . . . 

safeguard* t : «©rS>•** ^ Rapt* fet ion - 

has already heguri^tfe explore el tern 
1 1 . I NTEB ACENCY—PQfilX I QMS 

Tlie Federal Reserve and Treasury, re fle cting the views of 
Oltn (which is not in the NAC), oppose a CCC program for Iraq. 
They note that Iraq has failed to make payments on some of its 
$30-40 billion dobt to non-Aral* creditors. They also support 
OMO’s contention that allegations «f Iraqi wrong doing in the 
ONL case, though not ’backed by evidence at this time, could 
eventually embarrass Itlie Administration. USOA 
responded to OMB’s specific concerns on BNL, but OMB (and led 
and Treasury) claimed to have c»nl i nned. unafti cm luted 
‘tincaninoss* regarding l he hmi. car,*,. OMO’s iuncnui i.Lciwr lire 
its iH.ni -him* watchdog role. n »s no* cloar«whether a mc.-i in,, 
ween OMH and tin* UBI'A 

on 11/7 allayed nM'* comet nsi. 
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lil-*t‘t.:<tAI*H 


295 


■ iii'..' n -in" • 


O'Hl- llii:MT!Al. 

?. ■ 

. * I 

State . <itrcmi|ly b.ickod II.SDA in the Novombor 3 

NAC- The other NA(| members AID, USTK, Commei cm an<1 KX I M -- 
iliil nut: j;poak at the mooting. URTR. reportedly In loaning 
against USDA's proposal. However, AID can generally ba 
depended upon to follow fltnto'n load and gXJM han privately 
ludicnlod support, lolnco It han I to own ahort-turm program of 
ciodit guarantees. j The Commerce rapresentati vo will nupport 
i ho State position jif thn argument is made on foreign policy 
giounds. j t 

Ilf. PBOPV88P STRATEGY 

1 * 

Tho Deputy Soci*etary has laid the groundwork by calling 
Di'fHd y Secretary Ro'baon at Treasury to urge accoptanee of the 
full program, and *{e plane a slmilat call ;to OHO. U80A 
In iufed OMB * November 6, omphanlnlng that the 

li ft. Attorney goes (not lnl.ond to Indict Iraqi officials In the 
UNI, case on the ba«s of the evidence to date. You should 
strongly urge, on policy and commercial grounds, that the NAC 
Deputies approve tl(e full package, with safogusrds, submitted 
by UftliA. 


Attachment: 


l 

I 

i 

{ 

i 


Talking points 
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iJOriHflfHTIAfc 

l/jLp IU<; I^itrrs KoP MAC UBPVT ( ES /1ECTIMO 
llcjvfjntljo r A# 1989 


£<*•!* urAofM i< crucially iwpoctint to our bilitccil 
i-.Tlofu»hip P «iih Iraq. *tot« stronqly supports laasdlato 

fh« PAC Mojutlos to spprovo tho now prours- proposed 

by IISOA. 

usn.26 tho President mandated that wo seek to laprovo 

St “PS &Tir^-£i»- M wBS=S» w Sc 1 * 

rinnnco s lar«e P»rt :of that trado. 

. lha ^int that Iraq cannot service eslstlne 
SKt'STKt J «.SltilM ournelven inf . hole by prov.dm, 
now ofoditss) j 

«£ * 
.. o. ti» — ■;» r.I^.'S'tcUi^miSS 

dor nil Cuturo pcogroiiOe tho BML iiiui. in ftiponst to tho 
with an lnv.stlfl.ti°j i;to tho ^SK'MMsti! *> 

RSttSubTSSSf A **~y* to 

- Psstpcobtsassga;^**”" not^a^raason t^stoj'thl 4 ??!?^* 

»! If*tflck5 fThe'dSJfient of our <orel«n policy Intsrosts. 

— hr support s r ^?--^°?t«?ii«l? <> Tlioso*sa<S 9 uards 

HSsssi rSSsfe ff j5T5»r^ 
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United States Department of 
r «A« V on, aC 20520 


CQWrtDgMTTAL 

ACTION MEMORANDUM 
SS 


8925802 

■»? ngv- 06 s:30 pn 


TO: 


THROUGH: 


TIM Acting Sectitiry • 



FROM: 

SUBJECT: CCC Program foe Iraq 

ISSUE FOR Decision 

Ho* to expedite approval of a full CCC program for Iraq. 


gaaeami. factorr 


The Sacratary has determined that poller considerations 
warrant eupport for a full, $1 billion program of Commodity 
Credit Corporation (CCC) credit guarantee* for Iraq, provided 
the prog ran 1* protected by safeguard*, such as disbursement In 
tranches, that would ensure Xragl coapliance with CCC 
obligations and cooperation with tho Investigation of tho 
Atlanta branch of the Italian-owned Banco Maslonale del Lavoro 
(MI,). The Iraqis rejected a US DA offer of a (400 nil lion 
'inter in* la early October because they believed so drastic a 
cut from the (1.1 billion ITS* program would be widely viewed 
as a U.(. vote of no confidence in Iraqi debt policy. The 
Secretary telephoned Secretary Teutter October 31 to urge that 
USOA propose a full program with adequate safeguards (Tab A). 


USM presented its new proposal for a full, bill ion-do liar 
proeram to the Rational Advisory Council (RAC) on Hovember 3 
(y«h s for mentorship and function of the RAC). Tho RAC 
declined to make a recommendation on the USOA proposal, 
electing instead, at Treasury's request, to bump the decision 
ua to the political level: an Alternates' (Assistant Sacratary 
level) meeting is to take place this week. Treasury and tho 
Fnd formally nmved to block a decision in the RAC, acting at 
the behest of OMS. OMR. though not a member of the RAC, lad 
the opposition to USOA* a proposal at the Rovember 3 meeting. 

administration watchdog against scandal, OMS complJiM^o* 
continued undertainty regarding the Iraqi role in the 8RL . 


mwVtPRRTIAL 

DCCL:OAOR 



298 


- 2 - 

rOHrtOEHTIAL 

affair and that th« Iraq CCC program was too big. given trigs 
racant failura to make timely payments on dabt to soma 
craditor*. (ONB's raal problam may ba lass with Iraq oar »« 
than with soma sarious accountability questions regarding the 
entire CCC program.) USOA responded to OHS, noting that the 
legal situation with regard to SMI, remained unchanged, that 
there were no current plans to indict Iraqi officials, and that 
Iraq's record on repayment of CCC>guaranteed credits was 
spotless (Tab A). The MAC members, however, were content to 
kick the problem to s higher level. Only dtate 
spoke out in support of the USOA proposal. 

Time is a factor. USOA has yet to register a single 
purchase by Iraq from U.S. commodity suppliers in TOO. and the 
Iraqis have begun to explore alternate sources of supply, a 
significant potential market for U.S. exporters is therefore at 
risk. USOA wants an Alternates' meeting as soon as possible, 
and it may take place as early as the afternoon of November i. 


That you telephce Treasury . . and 

on and urge that an Alternates meeting take 
place ae soon as possible to approve USOA's proposed full 
program of CCC credit guarantees, with safeguards, for Iraq. 


Approve. 


01 


Tab A 
Tab • 
Tab C 


Action Memorandum approved by Secretary 
Mote on role and composition of MAC 
Talking points 


rmwinssmt 
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dcpastmcmt or statc 
Washington 


CQHf 1DBMI1AL 


November If 1919 


Deer John: 


rurther to our discussion, on foreign policy grounds wo 
support tho Dtps rt tot nt of Agriculture's proposal for a full, 
billlon-doilar program of Commodity Credit Corporation GSM-102 
export credit guarantees In PY 90, with adequate safeguards, 
for Iraq. 

In addition to the near-term benefits for agricultural 
sales, the CCC program is important to our efforts to improve 
and expand our relationship with Iraq, as ordered by the 
President in NSD-2S. Iraq is a major power in a part of the 
world which is of vital Importance to the United Statea. Our 
ability to influence Iraqi behavior in areas from Lebanon to 
the Middle Bast peace process to missile proliferation is 
enhanced by expanded trade. Also, to realise Iraq's enormous 
potential as a market for U.f. goods and services, we must not 
permit our displacement as a major trading partner. 


with regard to the real concerns which arise from the 
investigation into the operations of the Atlanta branch of the 
Banco Mationale do Levoro, we have received from the Government 
of Iraq a pledge of cooperation. Our intention is to hold Iraq 
to this coenitment and to work with the Department of 
Agriculture to enaure that the problems with the program in the 
oast are fully resolved In a new program. The safeguards 
proposed by USOA, Including disbursement of the CCC guarantees 
in tranches, buttress the program and merit our backing. 

1 appreciate your support in this connection. 

Sincere^, 


* 


VlfMI S. Of 


S. t&fl.turf.t 
Act In. Mctmir 


Th« Nttnor.bl. 

John t. Hob, on. „ _ „ 

Dtfwty SMf.t.ty .( tb. Ti 


DtCti 0AM 
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United State* Department of Si*- 
Wkthingwt, DC 20S20 


coumaaim 

ACTION MEMORANDUM 
SIS 



TO: Th* Acting Secretary 

FROM: 


89259774 

89 0*C8 12:00 Pn 



SUBJECT: tetter to Treasury Deputy Secretary Robson 

on a CCC Prograa for irag 


In your conversation earlier today, Department of the 
Treasury Oeputy Secretary John Robson asked that you send hi* a 
letter outlining the policy reasons for which State strongly 
backed USDA*s proposal for a full, bllllon-dollar progra* of 
Commodity Credit Corporation (CCC) credit guarantees, with ' 
safeguards, for Irag. Attached is a letter for your signature 
that outlines those policy considerations. It essentially 
follows th* talking points orovided for your telephone 
conversation with Mr. Robiv*. 


That you sign th* attached letter to Deputy Secretary 
Robson. 


Attach— at . proposed letter to Deputy Secretary Robson 


*. .« 
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Uoitcd S La Lei Department of Sli 
jr<uhtA € xofi % DC 20S20 


CQHflPEHIIAL 

ACTION MEMORANDUM 

S3 ‘ 

TO: The Secretary 

THROUGH: 


r*OH: 


W ffl -\ P9-2Q 

October 26, 1919 

8924995 

'6? OCT-26 6:53 Pfl 


l 
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SUBJECT: The Iraqi CCC Program 

ISSUE FOR DECLSIQH 

whether to push for a full CCC proqraia for Iraq. 

EfififlHTIAL fACTPES 

Over tho last five years USDA's Commodity Crodit 
Corporation (CCC) has guaranteed some $4 billion in loans for 
U.S. agricultural exports to Iraq undor its OSH program, which 
Iraq so far has repaid on schedule. This year# concern over 
possible Iraqi involvement in the scandal in the Atlanta branc 
of Italy's Banco Naslonale del Lavoro (0NL) caused U8DA to 
withdraw its first# billion-dollar offer for FYfO and put 
forward instead an -interim* program for $400 million. The 
Iraqis, believing so large a reduction would be widely viewed 
m 2 5!i. vote of no-confidence in their economy# rejected t hi 
400 million. They hope we will come bach offering the full 
program but also have begun to hedge their bet by looking intc 
other*sources of supply. Tariq Asia raised the Issue with yov 
on October I# and you promised to loot into it personally. 

Earlier this month# the President signed HSD-24# mandating 
pursuit of improved economic and political ties with Iri J* 
Since last year's cease-fire in the Gulf war# trade has beco«« 

central factor in this relationship. Xr aq is now our nin; 
largest customer for agricultural commodities# and the U.S. i 
Iraq's largest supplier of non-military goods. Iraq has 
signalled the importance it places on the relationship by 
aivine first priority to repaying CCC-guaranteed loans at a 
UcV* slwre finlnSi.l difficulties. (Treasury 
and the Fed cite these difficulties — Iraq has failed to mak 
wm payments on its $30-40 billion debt to non-Arab creditor 
in^ooposing any FT»0 CCC program for Iraq.) Our ability t 

br th. outco*. ot th. CCC MflOtiition.. 

camnuMi 

OtCL’.OAOR 
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— The CCC prograa la crucially Important to our bllatacal 
relationship with Iraq. Mo strongly support your effort to 
rolnatituto It. 


Obviously at should not (O forward with tbs protean If wa 

have substantial evidence of a pattara of aocloua violations of 
US law by high-ranking Iraqi officials. Our information about 
tha lnvastloatloa Indicates that the srosocutor does not now 
lntand to Indict Iraqi officials. ' ■ 


rslan ml In we 

on! coleseed In tranches, with 


rt a prof ran of up to 
porlodlo c onpllanca 


— divan the allocations, wo believe safeguards should be 
built In to e nsure the alleged problans_ao_ng^jocuc. 

The Iraqi foreign Minister, with when I talked, has now 
n lodged lrac*s coopqtitifla_wlth the Investigation. 

Mr legal adviser, Abe Softer, Is prepared to work with 
USOA's lawyers to secure Iraqi cooperation is developing 
adequate safeguards for the Iraq CCC progrsn. 


— Wit! 
/back on 


with safeguards, I hope we can get this 
track quickly. ^ 


irtant progran 



mgipsaxiM 
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FUNCTION AMD COMPOS ITTnw 
OF THE NATIONAL ADVISORY minfrTT- 


The National Advisory Council (MAC) was established by 
statutory authority to advise tho President on general policy 
directives Cor the International Monetary Fund, the 
multi lateral development banks, the Export-Import Bank and 
other agencies that participate in making foreign loana or 
engage in foreign financial, exchange or monetary 
transactions. It is composed of the Secretary of the Treasury, 
who is chairman of the Council; the Assistant to the President 
for Scononic Affairs, who is Deputy Chairman; the Secretary of 
State; the D.S. Trade Representative; the Secretary of 
Commerce; the Chairman of the Board of Governors of the redetel 
Reserve System; the Chairman of the International Development 
Cooperative Agency; and the President of the Export-Import 
Bank. By Executive Order, the President has delegated to the 
Secretary of the Treasury most of the functions and 
responsibilities conferred on him la the setting up of the NAC. 

Xa practice, the MAC meets weekly at the working level and 
generally makes its recommendations on the basis of a majority 
vote of the seven members routinely in attendance (Treaaury, 
State, thm Ped, AID, USTR, Commerce and EXXN). In casea in 
which thm MAC cannot or prefers not to make a decision, or on 
the strong reguest of one of its members, consideration may be 
moved up to the policy level through the convening of a MAC 
Alternates* Meeting. 
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TAT.KTWfi PQI MTS FOR CALLS TO TKEASl/BY AMD QMB 


The CCC program is crucially important to our bilateral 

relationship with Iraq. State strongly supports action by the 
Alternates' meeting to approve the new program proposed by USD 

Me realise that Iraq has had problems paying its debts 

recently. However, the Iraqi economy survived the war in 
surpringly good shape, and Iraq sits atop immense oil 
reserves. Its record on repayment of CCO-guaranteed loans is 
spotless. 

Obviously, we should not go forward with the program if we 

have substantial evidence of a pattern of serious violations o 
US law by high-ranking Iraqi officials. However, the most 
recent available information about the BNL investigation • 
indicates that the prosecutor does not now intend to indict 
Iraqi officials. 

__ on foreign policy grounds, we support a program of up to 
one billion, released in tranches, with periodic compliance 
reviews. These safeguards should protect us if problems are 
uncovered in the future and help assure Iraqi cooperation in 
the investigation. 

— Given the allegations, we believe safeguards should be 
built in to ensure the alleged problems do not recur. 

The Iraqi Foreign Minister has promised the Secretary Irai 
cooperation with the BML investigation. 

— with safeguards in place, we can get this important progt; 
back on track. 

— 1 « Sc c ?r."r 

for Iraq. 


fw..* invert AI. 
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COHFI DENTXAL 


A 



• , . . A. • 


7 


opened the nesting by stating thet 
there were two issues thet should be addressed with respect to 
the proposed extension of new CCC guarantees to Iraq in FY 1990: 
<1) the question of Iraqi creditworthiness and (2) the 
implications of the Bancs Nasionale del lavoro (BNL) investi- 
gation and the uncertainties it created for the proposed prograa 
for Iraq. He stated that the proposed FY 1990 prograa should be 
evaluated, first, on the basis of the agencies' judgaent that 
the 1990 prograa was a responsible action froa a prograaaatie 
standpoint, and, second, froa the standpoint of haying to defend 
the prograa to a hostile Congressional coaaittee or the aedia if 
a worst case scenario — involving criainal conduct in connection 
with the prograa on the part of banks, exporters, or the Iraqis - 
- cane about. He indicated that this possible worst case 
scenario should be weighed against the agricultural, trade, and 
foreign policy considerations involved in a decision on whether 
to proceed with the prograa. He then referred the nesting 
participants to two background papers prepared byA<J***«'Whlch 
outlined 1) the status of the BNL investigation and 2) a country 
risk analysis of Iraq, and asked for his coaaents. 


noted that th 

S’ GdKSW 


the BML investigation 

had, thus' far, resulted only in •U««hti©ns 4nd w , 

that the Oepw had 

advised the department in writing that there wee net en 
evidentiary basis for withholding approval of a new CCC 
transaction with Iraq. Furthemore, ha said, aany of these 
alleged violations ware internal BNL bank Betters not associated 
with the aanageaent of the CBM prograa for Iraq. Ha added that 
while eventually it sight be proven that certain Bin. bank 
officers had been engaged in violations of the banking laws, such 
possible violations would net necessarily lapllcate Iraqi 
officials or others directly connected with the CCC prograa. 

These possibilities had to be weighed against the value of one 
billion dollars in export sales — to a country# he noted, that 
accounted for 30 percent of all 0.0. rloe exports end was the 
tenth' Idakdt 0 . 0 . agricultural export aarket . Me s ald tha t ln 
his vj^Ki benefits ef approving the prograa far exceeded the 
riel 


£ A^dicJtvdt continued by noting thet Iraq 
I the aarket at that tiae of the year. Me added 


MraafliiSeered the aarket at that tiae of the year. 

that theOnited States was already five ve?*a late in its export 
credit negotiations with Iraq# and, ac cording ly, theft was a 
risk of our losing the aarket ter our everts. \ 


Classified by Allan l. Clapp 
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As to a worst cast scanarlo, AcjcCv\V*«u. 
that his position would bo that, basod on all availabla avidanct, 
tha dacision to 90 ahaad with tha GSM prograa was appropriata and 
corract. Ha statad that in this country innocanca is assumad 
until provan otharwisa and it was tharafora iapropar to panaliza 
tha Iraqis for unprovan allaqations. Noting that tha ona billion 
dollar proqraa was to bo oftarad in two tranches, ha suggested 
that if wrongdoing on tha Iraqis' part ware proven, tha unused 
portion of tha first tranche could be withdrawn and tha second 
tranche not released. He suaearised by noting that Iraq had to 
sake immediate buying decisions, and that third parties ware 
willing to fill these agricultural needs at the expense of u.s. 
exporters. He concluded that there was a strong need to eove 
ahaad expeditiously with a FY 1990 OSH prograe for Iraq. 


A th.t his 

. ^ - •- - C.I ..v. I a . 


consents 


reflected ths views of SUV*. , who believed that th. csm 

program in Iraq was crucial to tha 0.8. bilateral relationship 
with Iraq. Ke noted that in "National Security Decision 2«" th. 
President had called for iaprovesent of the O.S. relationship 
with Iraq, and bilateral trade expansion offered • qoed means to 
achieve that end. He noted that Iraq was key to the achievement 
of our objectives in the Middle Cast, the Gulf, and Lebanon. To 
abruptly terminate the GSM program in Iraq would, ho said, 
clearly run counter to the President's intention and would, 
furthermore, cause a deterioration in our relationship with the 
Iraqis. Any such deterioration, hs contended, would create 
difficulties in onqoinq discussions on other issues, e.g., the 
Middle Cast peace process, human riqhts, and proliferation of 
missile and chemical weaponry. He noted that 
had called ? to express his support for an 

onqoinq GSM program* in Iraq. Ho also noted that the Iraqi 
foreign Minister had given assurances that Iraq would cooperate 
fully with the investigation. Finally, he stated that, despite 
possible future revelations, overwhelming foreign policy 

(ideations led him to urge support of the proposal, based on 
available at that time. 

said that, while he was aware 
— ot'a voting me mbe r of the RAC, hie agency's mandate 
management of Government programs hod led him to 
•regency review of the GSN*Xrsg program. He 
Jflsuded MR for bringing a potential problem to tha attention 
of 0M^ stated that be wee satisfied that the allegations had 
been taken seriously, end indicated that he did not want to 
express- am opinion an the issue. Mating that the decision on 
approval of the program would involve a balancing af risks, he 

that the eventual outcome would ho prudent 
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and correct. 

d.bt and qua.tioh. .urroundin, it. «55“C2 r X!2.5. 
un.asin.s. with th. propos.d proora. How.ull. -«?5- 01 f d n 
foreign policy Olfuw'wJPUrt.t c.. 

Iraq r«prasant«d # ha said that G U u*Cc« did not t>« «k!* h 

t». PCP0..1, t„ :; .p ? „.. M . ^L» , ‘So^S”IL*/ 6 * tt " c ' 

b« t.it tut ««»i„ , .3 , a?iiS5irs“»5„';3™ 
..^'±:Vot“^;^rr 0 , ^i.aSi-s.'iss- - «« 

cr.ditworthin..., la.ua.. Ha noted thit^X( h.7. UBM pf ,, 
th. CCC on it. Iraq proposal in th. p„t arStoild 52 lo’Vt tli. 
Boating. Ha also notad that V€S currantlv on.« u 

with • .hort-t.r* $200 .ill ion revolving lin. 2f «.dit? 

Inqii, h. .aid, war. currantlv delinquent by $12 ailllsn >• — # 
September 30, 19$*, and &.AtX ;, therefore wuld ha r ??,,??. Zi 
to .xpand its .xposur. fro. ihe ihort^era f.ciiny r#luct * nt 

t r,j| 

investigation had not yet ravaalad culpability on the part of th. 
Iraqi.. Navarthalass, ha c.utionad, it would ba unrlaliHic to 
think that th. entire INI. affair would ba aattlad bef2r. 5h5 
aacond trancha wa. ralaa.ad aomatiM in 1990. 

Furthenore, Mld# ^ ML affai _ 

notwithatanding, thara wa. .till the quastion of eradlt risk with 
re.pechXtaJraa. While ha .tatad that ha undar.toodth. n5.d t5 
■tkaflHE|$. a eu.to.ar, it wa. just a. iaportent that tha 

th * t *•*»•"«*"* *0 pcrcant of tha 
*? r • y«*r to ona country was 

not; IWy ** U rM •*»*■* »*nage^nt — especially whan that 
countr^^^^anqaqad in unilateral debt reschedulings. Finally, 
noting tha foraiqn policy con. idaration. brought forward by 
We 4 v€.aid that ha, too, did not want to ba 
obatructlonlat, but had reservation. about a ona billion dollar 
program. 

■ T statad that, while 
this transaction wa. risky fro. both tha cradltworthinas. and 


camtioanvasmcuotM 
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COMF1 DBfTXAI, 
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domestic and international political angles, ho thought it ves 
reasonable to proceed, given the safeguards diacusood. 

, in summarising the aonao of tha 

aaating. Indicated that abaont compelling agricultural export ar.d 
foreign policy intereata thia propoaed prograa probably would nos 
go forward. He atated further that the Coaaittee's deliberations 
had been valuable inaofar aa they facilltateds i) acknowledgment 
of the riaka of proceeding with the propoaed prograa for Iraq in 
tha face of uncertalntiee aa to the potential for future 
revelations of wrongdoing i a) clarification of the point that 
reaolutlon of the iaaue required a balancing of foreign policy 
and agricultural export lntereetei and a) eatabliahaent of a 
record that ehoved that the riaka involved in the tranaaction had 
been recognised. and that the atrong advice of the 
<*** and Agc«cw»W*< had been that we should proceed. Thus, in 
the worst case scenario, it could be shown that the NIC agencies 
had taken prudent steps to protect the integrity of the prograa. 
Re then offered a number of suggestions es to actions that sight 
be taken. 


XanoiCv)Vvnue. 






responded thet he agreed that 


bulldiM e record was appropriate and supported the suggestions 
that had aede. Aep««tWK/P indicated 

that it should be recognised that there are significant controls 
in place end that the probleat with INI, had been uncovered and 
disclosed to OH. . b ecaus e of then. strongly 

point. 

observed that the Middle test peace 


ileput 

'Tc**ww-j- 


Re added that 


process was at a vital point and proceeding quickly with the 
propoaed prograa would be helpful in thpt context, 
ha approved of tha appro a ch 
suggested. v 



dli 


leu, including the points 


that were subsequently 
to writing* (see att a ched) , the MAC Deputies 
•Id go forward with a FT Iff 0 OM prograa for 
tranches of expert credit guarantees, with each 
teed MOO ailllon. 
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Suaaary of Agreed Points in MAC Ooputios Mooting 
On Proposed CCC Program for Iraq 
Movoabor S, 1*M 


1. Tho . will dasiqnoto sonior officials 

to monitor the Iraq program through appropriate channels. 

j 'rl<. Vroa^cw^rcMo. w iU suspend its prograa under 

specified conditions and will ensure the full cooperation of the 
Covernnent of Iraq in uncovering and- dealing with any 
wrongdoing in connection with the prograa. 

s The Acpwcw VWnce has reviewed the existing GSM 

procedures and is Installing additional safeguards or controls 
needed to tighten the monitoring and enforcement of its 
guarantee prograas and to raise the probability that 
irregularities will be detected at an early stage. 

a The 0*/*^*^ and will send, for the 

record, letters to the Secretary or the Treasury, in his 
caoacitv as Chairman of the MAC. outlining the agricultural. 
tXdS; ind foreiSTpolicy reasons which asks it Important to 
proceed with the CCC prograa for Xrag. 

k,Hir«K 

report to tho MAC detailing! 

f.i the nature and operation of the safeguards and 
' ' controls established in connection with the Iraq 
prograa in particular! 

(b) the steps taken to tighten the monitoring and 

11 enforcement of its export credit guarantee prograas; and 

(c) developments in the Investigations of tho Wl scandal. 




•/• mmi 



CepUi 

o 

9 

f/f 

I/M 


ocMumiNr or itati 


COfflOENM 
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MtMORAJIOUM rot MM. OOMALO r. CUOO 
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KiUbmk rinonclnt I or Iroti Export Pipeline# 


Ccliol Attache* to i bwkfrounl ftptr* prepare* •! thi rtfim of 
the yict*Vr«itdtn( *• staff* on Iht ititui of the propose* Iraqi 
oil export plp«UMi an* «yff«it«4 talkinf points for poiillli 
ooo fcy *ho Vico PrulitAt in cailint Cxiabank Boor4 Oolruii 
MilllAB Dropor concordat tmim financinf . 

** CoKH 

» CfcarUa ill 

■ tiKutiM S*cr*Ury 
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court pcirmt 

•ACMtOUW rMtR 
STATUS or I Mo I BXTOST SI TEL IKS 

kraq has U frlnetfU vltk hot A Jorlia mi Saudi 

Arabia to bull! laparata oil export flpallMi aal bai aikal OS 
fires to tab* th# laat in both protect!, both arc covins 
torvari slowly, however# because of talari In arreaytay 
financiny aa wall aa aono apparent Intacta loo on the part of 
t ho Iraqi ant Saudi Oovernaente. 

Sachtal haa hat tatallot financial ant technical 
tiacnaaiona with an Ireql-Jordenlea Joint Ooonlaaloo on tha il 
billion 1 niliion barrel per day line to Aqaba, Secant ly, the 
Connies ion asked Sachtal to revise its proposal to naiinlao OS 
official and private participation ant praaent tha nan vara ten 
by June IS. In keeplnf with thie request. Sachtal haa new 
applied to Si Inbank for a prallnlnary conn It neat of f Inane i 09 
for up to SS70 alllion in US food a ant aarvieaa ant haa wiped 
Sain to act on this requeat at ita June IS Beard neat lay 
W |Ss inbank would cover SS percent of tha eaooot. or up te about 

SSOO niliion.) Sachtal ia eeekiny financiny for neat of tha 
^ ronaindar froo Sain 'a Trench ant Brit lab countarparta. 



The Iraqi -Jordanian effort to oasiaite OS participation la 
in part due to cone erne over possible Xaraall Interference with 
the plannlny. construction ant operation of tha line* which 
vault teralnete within a few atlas of tha Israeli port of 
Si let. we have advised tha Israelis of our Interest In seetny 
this line operate ant they have raised no nil It ary or political 
objections, but have noted the neat for adefMte envl roaaeatal 
so fey wards. 

Iraq haa also publicly ant privately described this project 
no a najor teat of OS intentions toward It. Jordan 
enthusiastically supports this project which would provide 
additional e^loynent and contlnulny revenues. 


In tha case of tha proposed link to the Saudi Be at -Hast 
pipeline. Brown a Boot has a contract with Iraq to deelfa and 
nan ofo this BSOO niliion S00. OOP b/d project. The eoppaau haa 
prepared an application for Silo financiny of Ita 111 niliion 
service contract but haa delayed subnlt tiny It while it 
attonpta to neat an Sain requeat for asternal. I.e. Saudi, 
puaranteea. Construction of this line M* |# *** • scobs r of 
potential problena to tha Saudis and their conn It c ent to It 
appptre lukewarn at best 1 while they have not obstructed 
prallnlnary work# they have also not facilitated It. and tha ye 
Mi baas m alyn of Saudi yovernnent wllllnyneaa to provide 
financiny. 
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(Blatant support l« I Italy to ta s crucial component# 
particularly for tta Iqate lino, tala's policy to date tao taco 
to disapprove Mllua and long term financing for US good# and 
and services for frag In the ataanco of asternal security 
orrangaaanta tacauao of doubte regarding rapayaant prospects. 
Pol lowing racant dlecuaetona with Bala Chalraaa Dr a par and Mi 
staff. however. tachtel baliavaa thay arc favorably dtapoaod 
towards tta project and Bechtel's application* which weald 
Inc lode only about iSO all lion In tragi risk with tta raaaladar 
tacked by a Jordanian government guarantee • (Ml of Brown ft 
Moot's raguaat would ta for tragi risk.) Tta Agebe project 
would ta one of the largest single coealtaeats .aver cede by tta 
Sank and would far exceed ita currant esposure in Jordan. 

While expressions of interest and support aade to Ctlatank 
ot this tine would necessarily focus on Bechtel's application 
regarding tta lino to Agabe. we do not regard tta two projects 
no mutually siclueive. Both would be beneficial. 

01 van tta laportence of these projects to our overall 
policies in tta region. Deputy decretory Pea la calling Nr* 




Secretary has not been Involved because of his previous 
association with Bechtel.) Ve understand that Bat tonal Security 
Advisor Merer lane nay also call Draper. A call by tta Vice 
President would bo particularly useful In confirming the 
Ado ini at rat Ion* a support for these projects. (Suggested talking 
points for such a call are attached.) 


coariocirriAL 


talkim poimts 

SUM P1MAMC1M0 POt IRAQI PIPtLINCS 



—The war between Iraq and Iran directly affect a ear vital 
intereata in the Middle Seat and particularly in the Sarafan 
fell. 


.-Our objective le to brine the war to e negotiated end In 
which neither be 1 life rent to doe Inant and the eovereifaty of 
both la preeerved. Me believe that victory by either aide would 
have a aerloue deetabilialnf effect on the refion. 

—At the prevent tloe. Iran le the Intraneifent party, 
unvillinf to nepotiate in part becauae it believee it can win 
in a war of attrition. Me euet therefore eeek aeane to boleter 
I-.-., ability and revolve to withetend Iranian ettacka aa well 
no to convince Iran that continuin* hoatilltiea are ueeleae. 

—One ouch eeane would be the early Initiation of cenatrwction 
and rapid collation and operation of additional eapert 
pipeltnea for Iraf'a la rye oil reeervee. 

— tsiebank could play a crucial role in our JJf. 

recion. Sarly and favorable action on applicationa foe tain 
f inane inf for there pipeline projecta would b e «l w> tti very 
wo leone evidence of W conolteent to theee objective*. 

—US euppltere of eervicee and efuipoent would benef it and wi th 
the coapletion of theee pipelinea, we would be leae dependent 
on oil ehtpped throufh the Pereian dull. 

— Finally, operation of a plptli** *• *** M .5 ”** r l^ *.** 

atabillty in the refion by p r ene t inf et leeet teeit cooperation 
In the refion. 
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is B§ • Bichard McCormack ^^5- 
•OBJBCTi OB Credit Poeeibllltlee for Iraq f 4 IV"! t ,j 


IBBOt BOB OBOIBIOW 

Whether to epprewe tho attached cable (Tab A) outlining 
the Halted poaelbllitlee (or O.B. financial euppert (or 
eiporta to Iraq. 

BdBUITIAL PACT0B8 

In poor February 14 seating with Iraqi Mlnlater o( Btato 
laanil yea undertook to provide Iraq indorsation on of (idol 
0.8. (inanclnq poeaibilltlee in aupport of 0.8. esporte to Iraq. 

Sraq'a financial poaition baa gradually woreened aince 
tho beqlnnlnq of tho war in 1BB0 and ia likely to qrow acre 
aoriowa over the neat ala aontha. with reduced, althoeqb 
at ill aubatantial. aid (rca tho Cuif. Iraq facea a current 
account ehort*fell o( aa auch aa SIB billion thia year. Ihia 
aituation undoubtedly notivated leaned i to aentlon to you that 
tho OB abould ooaaidar providinq credita* loana and technical 
cooperation to aupport O.B. eiporta to Iraq, which have 
approached one billion dollars la each of tho pact two yeara. 

tmmt st oy«gg 

Thera are two pooaihilitioo for OB official credit Bar 
Iraqi (a) databank proqraaat (b) CCC blended credita or 
qua rant eea far agricultural eiporta. B e eondarily. the CB 
attitude ia the IMP eaald affect treo*e ability to obtain 
arcane to SUP teener ee a . Plnally. although ceaaerctal beak 
(inanclnq la bayar d OBB control, wa could take aeae alaec 
atepc ia auppo rt of traq'a proepeeta ia private credit aachata. 

ft. faiahaah Proaraaa 


Balabank ia dlaaaur aging the few inqulrlea free 08 
orportera regarding Iraq becauae af the war*a affect aa 
Iraq'a econeay. Thin dedalon wee baaed upon tho Bieart* 
taport Bank hat reqet reseat that there be •a wa aanahle 
aaaurance of repeyaeat*. Other official credit agenclea 
have Informed Si la of payment and contract prehleaa. 
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Squally probleaatlc U Met ion 520 of the Foreign 
Assistance Appropriation* Act of 1975 which prohibits I 

Sxlnbank funding to any 9 ova meant which harbor* terror lota. I 
l» haa concluded that if an Iraqi government entity were I 
Involved in an Sxlnbank tranaaction, then the qua at ion of 
(Blether Iraq waa harborlnq terror lata would have to be 
decided, Bowever, an are* of ambiguity eel eta with respect 
to the issuance of FCIA insurance for the benefit of a 0.0. 
reporter or O.S. bank where the iaporter is a private 
foreiqn national. 

Section 520 language originated in a 1977 aoendMat 
proposed by Senator Bela*. With the Sxlnbank Act up for 
renewal this year, a section 520 case, on the heels of a 
Chaffee Anendnent determination for Argentina, could gal- 
vanise Congressional support to clrcuascribe the Admini- 
stration's flexibility to ensure that Exln loans are con- 
sistent with our foreign policy, because Osina will be o 
key Senator on the Sxlnbank renewal we would bop* to 
avoid a Motion 520 case. Olven legislative requirements 
and Congressional Mnsitivity. we have asked Sxlnbank to 
refer any applications involving Iraq to State before taking 
action. 

B. CCC Blended Credit Proaram 

Baaed in part on the opinion of the AID Oeneral CounMl's I 
office. L has concluded that there are no PAA or other I 

pertinent atatutes which specifically bar a CCC program for I 

Iraq. Zn Oecenber. 0 SDA approved 0210 nil lion in CCC credit 1 

guarantees for Iraqi imports of O.S. agricultural products. 

On March 9. OSOA an no unced a CCC blended credit package, 
totaling 5220 alllion, for s rang* of O.S. agricultural 
exports. State successfully opposed a proposal to ralM the 
quantity of wheat in the peck ago (and incresM the total 
package to 5250 million), citing the need to avoid further anger 
Canada, a non-subsidising exporter of wheat. Canada ha s 

sad cash diMt market the re, 
ocelvod Iraqi assurances that 
amounts of Canadian wheat ruse 
under' their long term agreement with the QOC, the Canadians 
t eva told us that the Iraqis have not signed any neo 
contracts for wheat deliveries for this year and that old 
contracts alM have not been picked up. Me can a s pect 
further protest from Ottawa. 
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will eurchsM the minimal 



teener 


c. P.t. You In the iwr 

inf assistance aty be appropriate for Iraq's currant 
balance of payment problems. Ma could qlva no blanket 
commitment to support Iraqi applications* since our decisions 
are made on the viability of Individual loans, furthermore* 
legislation requiring that va *vork In opposition* to any 
estanslon of IMf financial or technical assistance to any 
country that harbors terrorists mould be an additional 
constraint, for these reasons and because we would not want 
Iraq to tell the IMf the O.S. in any way suggested It approach 
the fund* we have not Included this subject in the cable. 


O. Conner cl a 1 financing ! 

The Iraqis probably doubt disclaimers that the DM 
cannot swing loans for Iraq through friends In the private 
sector. We nlqht remind the Iraqis that the private sector 
takes into account the state of political relations la 
making its credit determinations. We could offer to arrange 
consultations between Iraqi government financial officials 
and O.f. government and private international financial 
emperts. 


HECOMHPtDATIOW » 


That you approve the attached cable which instructs 
OS Interest Section Chief Segleton to inform the Iraqis 
what we have done on CCC credits* asplsina the constraints 
on taiabenk credits to Iraq and raiterstea that the O.S* 
private sector is influenced by the overall state of our 
relations* 
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Special Order - March 3, 1992 
CCC and the Pending Payment to BNL 
-Background 

-Pending CCC payment to BNL 
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CONGRESSIONAL RECORD - HOUSE 


March 3, 1992 


1CT ADVICE TO THE PRIVI1XOSD 


(Mr. 

BmotoIl Under a previous order of 
the House, the gentleman from Texas 
(Mr Oonun] Is reoocnlaed for SO 
minutes. 

Mr. OONZALEZ. Yesterday. Mr. 
Speaker. I reported on the Commodity 
Credit Corporation export promotion 
p rogr a m that Inured to the benefit of 
Iraq. and Its arms buildup and Its abili- 
ty to wage war In the Middle East. X 
also Illustrated, and I placed In the 
Rscou, which was printed and deliv- 
ered to the Members, or accessible to 
the Members, today, the documenta- 
tion that reflects these transactions 
and Illustrated how the Bush adminis- 
tration used the CCC Program as a 
foreign policy tool, as well as the 
Export-Import Bank. I showed how 
the Banco Nadonalt della Vordo. the 
Italian bank agency In Georgia, or. for 
brevity's sake, and BNL scandal, af- 
fected that p rogr a m and. as well, the 
United States national policy, at least 
■ader this administration, toward 
Ing I shed light on Secretary 
Baker acd Deputy Secretary Eagle- 
burger that Is. Deputy Secretary of 
State Eat leburger. In his role In prod- 
ding the National Advisory Council to 
approve the $1 billion In CCC Pro- 
grams for Iraq In November lpgg. and 
1 revealed that, prior to the NAC deci- 
sion. Secretary Baker met with the 
Iraqi Ambassador. Tartq Asia. In Octo- 
ber of that year to discuss the BNL 
seandal and the BCC Program. 


and the like. How In the 
world can ww justify the parsimony 
with which the same administration 
and a good segment of the Congress. I 
must admit quite regrettably, deals 
with the d o oae s tlc needs and our own 
ability to todsm as a viable nation, let 
alone as a IcaaJer of the world when, so 
cavalierly, nog thousands or hundreds 
of thousands, or mOliona. but billions 
of dollars are paid for by the taxpay- 
ers. be c aus e all of these credit guaran- 
tees mean that, guaranteed by w h om 
the UA G ov er nment. 

Wen. what does that Man. the UA. 
G ov er n men t? The t a xpay ers . There Is 
only one source of mi 
ernmmt, end that Is 

So. Mr. Speaker, today I want to 
foOow through and report on aom of 
the events that occurred Immediately 
after the NAC de cis ion of November f, 
IMS. 

I also mentioned yesterday that ere 
have learned nothfne. aooarenthr. 
through the years. As I saidUstwesk. 
we are Mke the oM Bourbon kings. Wo 
bus nothing and forget nothing. But 
we are suppoosit to be a d em o cracy , 
and the fact la that we have not 
teamed anything because even today 
•a I am masking, not only on a Middle 
last level, but In far distant regions of 
the wovML In the Par East, we are get- 


i In which directly and Indt- there atm to net. 


Uvtttea that can very well Imperil our 
national security tomorrow. Not next 
year, but tomorrow. 

Now. as I said In yesterday's report. 
In November 1888. after Intense lobby- 
ing by the State Department— and I 
have those documentations In today's 
Rscoao— the NAC decided to approve 
a tl billion CCC Program for Iraq. 

It was decided at that time to offer 
the Iraqis In two tranches of $500 mil- 
lion each these guarantees, and under 
the protest this Is the reason why Sec- 
retary Bak er met with the ambassa- 
dor. Ash. who was saying. "Hey. look. 
We thought we were friends What do 
you mean you’re just going to let us 
have $500 million? We thought the 
deal was for a billion.' 

Actually It was more than that. The 
total amount of guaranteed credits 
Just through the CCC alooe. not In- 
cluding the Export-Import Bank, the 
Racoas will show amounted to $5 ba- 
llon. of which the taxpayer has ended 
up holding the bag for over $2 billion. 
That is Incredible, and yet It Is true. 

Now one reason Is that our »-"H"g 
laws are of such a nature, and have 
been, that the national Interest Is not 
protected. The people, ss In other 
areas, for Instance Interest rates, and I 
wID not go Into that now. but I am Just 
using that as an illustration of how 
the American people are stripped 
naked from any defense In the very 
baste things such ss the allocation of 
credit. Allocation of credit has been 
from the beginning of our nationhood 
the prime Issue. It was the Issue In the 
Pint Continental Congress. In the 
Second Continental Congress, and 
then after the adoption of the Const!- 
tutioo In 178t. and under the Impulse 
of the Secretary of the Treasury. Al- 
exander Hamilton, the formation of 
the first OA bank, that was a big 


of some of the defeated and conquered 
nations who today financially are In 
positions of tremendous strength. 

□ 1705 

All through history when an individ- 
ual. as well as the collective body 
known ss a nation, forsakes IU begin- 
nings. forgets IU hard beginnings, and 
It then sells or trades IU Inheritance 
"for a mess of pottage" In the words of 
the scriptures, there Is only one thing 
happening, and that Is to the detri- 
ment of that nation's interest. 

When we add to that the lack of 
vision, and again, in the words of the 
Testament, where a nation has no 
vision or where there Is no vision. **a 
nation perishes.** 

We have gone down a dangerous 
road to the point where at this par- 
ticular time, and with Uttle fncidenu 
such as these Iraqi transactions, guar- 
anteed by taxpayers, incredibly, and 
still going on. In fact, more than ever. 

Lei us look at the commKmenu the 
Export-Import Bank has made Just 
within the last i or 7 sooths with 
Kuwait with the tr emen dous wealth 
that Kuwait Is supposed to have, and 
we will see that we have learned noth- 
ing. 

But the banking laws, who would 
think, as so many of Bay dtteens did 
not want to think Just a few years ago. 
when they would ask me and say, 
"How come we have prime interest 
rates of 20 percent and SI percent? We 
thought there was a law against 
usury." I would say. “No. there is not. 
On the national level. Um limitation 
we had from the beginning of the 
Nation was done sway with In 1805 
with the National Currency Act of 
year." 

That was right after Lincoln died. 
When Lincoln died, that problem wu 
the one that was uppermost in his 
mind, because he knew what the 
forces wets and what was shaping up. 

Nevertheless, be that as It might. It 

ferson said and a few of the other surprised many of my fellow citizens 
lea d ers of that day." and what was the to discover that there was no such 
tower It wss exactly that. Who to thing. In fact. It Is Um other «y 
going to wield the power of allocation around. The States that had anti- 
of credit to the Nation, to the people? usury or Interest rate controls have. 
And of course all through mankind*— all with the exception of about two or 
has been decided In a dl- three at the most, have been done In 
verse manner and way. 

But If we are talking about the 
greatest national interest, the greatest 
Interest of the greatest number, then 
we have to go back to our roots, and 
wo have to see how men like Jefferson 
dM not capitulate as tragically as 
other lea d ers In the 80th century have 
pa r t icular ly, and certainly since the 
adop ti o n of the federal Reeerve Act of 
1818. and more certainly hi the latter 
two or three decades and when wo 
ea s erg od from Um hot-shooting phase 
of World Warn. 

Mr. Speaker. I used to say. and we at 
Um end of World War U used to say. 

"Wed. there to no peace treaty." and 
hut we had et h e r 


Mr. Speaker. I say to my coOraguea. 
"If you think mean things are being 
said about bankers as a dam today, 
you ought to read what Thomas Jef- 


of Um Federal Government 
and Its policies In removing any kind 
of interest r atea 

Going back to the origfena. and that 
big. Mg argument, who allocsua 
credit, today who does allocate credit? 
Is It the Congress? Is It the President 
or the elected people who are sup- 
posed to be Um agents of the people 
•a miser? No. not at alL Those forces 
are now what they call. In fancy par- 
lance. exogenous. They are not within 
Um control of Um people. Therefore, 
we do not have to ho prophets to know 
we are In deep trouble. 

To oontlnue with this specific case. 
fem e s It to revelatory of the malaise 
and ef the Illness, and at the bottom 
of It. Um faBura of Um l 
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£ 2L — — * *?**" • *•%»«» •» “X* *V» tpacch. Um Iraqi* 

\ 1p *«™ not .«te *•“ tht * docn ’ &■ And It was not until one of the to* hod a powerful ally In the Slate D». 
nta, because the Attorney General payment! waa made Just recently and urtnmL At 


B ** pt *v b«c«u«« Uy AUareur Otntral pynenu wi made iurt rara nUy yd partmant. At Um tod of i*m ud inta 
■*£» V P*?*** 0 ^ . .. . **»•*■ yet to be determined goodies, lFM. Indications that Hussein 

WcU, to hie cvartastlng (lory* Sena* such aa arms, that the laat host a yea waa ^ <^ " h r Incrtulnxly unstable 
? ~C» rt .„ra th«,U,».B« l „aW am but n»t until thy. «ra 

A* 1 tr * ry ~ the other complaints, Saddam feared 


i that have been denied the 


ttollanahand been denied ua. right now, thing **^*^J^ that^L^S SSTai^ 

w«we ? After all this great hearing this AmbasaadoTfrm Iraq J^^in^achemt 

ee a nd al. saying. “How dare you do this to your 4 acheme to cripple Iraq n* 

buddlea.** And the Secretary said, “NO. "^S^hme U another thin. « nun 


OOUI. somethin, about It. no. no. no. you are going to cet this 

I am proud to say that the Commit* whole bilUon dollars this tlme.“ tS 

tee on Banking. Finance and Urban Of course, the exposure turned out “S * > « hin< * this whole thing. Iran. 

Affaire of the UA House of Repre* to be twice, over twice that amount ** 1114 4“*^™ at . wmr r wll 5 

aentattvee la committed to doing that But on that particular ««*«» the ^ 4 1 noo-ArnMc country. Israel 
and win persist and win Iraqis were afraid of the revelations ^een In a state of war with Iraq 

This la. of course. with the help and tt^werabegi^ since before 1M0. and la atlU la a state 

union of the majority, overwhelming- which caused our attention. «f war. These things should have 

ly. of the committee. In fact the votes How do my colleagues thing I start- m * d * * difference while all of this 
were unanimous. We got the required ed the Interest of the committee staff scurrying and running about was going 
majority to Issue the subpoenacs with to look Into this? Because In IMP, la on. but K did not 
no di s sen t So that Is our big comfort- the Wall Street Journal there was a But Sadda m Huarata says. “Wait a 
tag ray of hope. little article saying about a letter of while. I think I am getting ganged up 

M It seems to me that there should credit 12 billion. Atlanta Bank. And I oo.“ 
bo no res i sta nce , whether It to out of sold. 82 billion. Atlanta. And I could Most of the major Industrial nations 
fmr of embarrassment be ta ue e of not get any answers. But shortly after bed sus p ended their credit programs 


ter of embarrassment b eca us e of not get any answers. But shortly after had suepei 
what happened 2 years ago. We under* that the FBI suddenly decides that with Iraq, 
stand that 2 years ego you had a dif- something has gone wrong and amtoe Iraq's quee 
teem dip lo matic format. Wo do not in that Atlanta branch. And that to law govei 


understand why anybody-Iraq or 
anybody s top wo u ld have the taxpay- 
er exposed to billions of dollars worth 


with Iraq, seme of them because of 
Iraq's questionable ability to pay. Our 
law governing the Export- Import 


or why I want to kind of regurgitate that Bank, which our Committee on Bank* 
ty- » bit. Inc, Finance and Urban Affaire had Ju* 

th All we know to that we had high- rtodlctloo of. mandates that that to the 


of tax r e s pon sibility. That I do not un* ran k ing Iraqi officials making repeat- key feature In rrtimtln th ee e 


dentand now or at any thas. 


ed trips to the UA Embassy in Bagh* tees, the ability el that nation to 


But I do understand the diplomatic dad and even to the United States to repay. Unlike the tv Credit 

dOcmmas then. But what about now? vtolt key ad m i ni str a tio n policymakers. Oomoratlon dictates a Drocram. and 
Too have the same dilemmas ta ether We had once President Reagan took thto to the only ^«"g that halfway 
riniiiLtriM Iraq off of the list of terrorist —***«*— e — - — 


saved the Export-Import Bank from 


We are doing the same thing now talM3. the sluice gates were open for gaoing a grestarespoam 

■rifh ban lka» hM* ImaWiMn * - Am “V ™ •* - *** — *l n 


with Iran, that hat recently released "hat. American Interests trade promo- jTjJ eawaSta that level 
the teat hostages. Thoraeson they did tloo with Iraq. And then with the very the IhTL ” . JTS 

"aa again baaed on a banking matter. Mile help of Mr. Kissinger and a mod zLz^ t! 

"hkh waa at the bottom of the whole atea, we had over 80 of our leading cor- imnnlt rau mu. 

trouble when the first hostages were poraikma doing substantial buetaam. S ortp “ ,po,t 44001 ,3Q0 ““ 

taken ta lilt. That was the 810 Milton forgetting that again, as In the case of u \£~_ .«*»> ,,,**_ 

tavolvtag one of our biggest bunks ta government ownership of them banka, 

our country, where the former Beau- to these countries the minister of ?r£ 

tary of State went beck on a stipend as trade, or foment, or the economy, ta ft# ?^ rw *. ” >oti y 

a consultant, and naturally It Involved also the minister of our equivalent of 

the moneys that Iran and the revoto- defense. In one particular Instance * ccepi 

Jtonery government of Inn felt was there, for a couple of yean, that hap- , 25!? 

Mi ud omht ta aa hack. pd ta ha S a d da m Blamin'* mh . ** 

So they tad eomethtam th * t bed not law. So that the credit beat of the tetas to think of a billion oouara, 

^np^stirnTta^ CCC and £* ^ *«“• »»» “»* 

took hostages. were used to promote everything else. . 


Export-Import level, about 8200 mil- 
lion. 

How. 8200 mUlton, some people do 
not think that to much. Wed. I am old- 
feshtonsd enough to think tt to a tre- 


But has the Amorlean namde mp s»i»Mitfw th* ac auietkxi of choksta * But I am chairman of the suboom- 
beentold? Ha I dM my be^taget the used for atomic weaponry, mtabr «**•» on Bousing and Community 
Jbalnnan than to base aa hwedlgit weaponry, the Big Oun— the gloat 5***temenV ■“^. h °w do my cel- 
tag committee. XU fad. I was the ftrat gua-the fellow that was devetopkw tefuee thtak I feel when we cannot 
one after the tatap taktag to recom- that wee assassinated In n>i gfc«— He >** tee administration or even the 
■nd such thftnm m a ffcornkp of had gone a tong way ta a— mhllrp It, leadenhlp of our Congress to say. all 
tamta. and a lot of that money came from the right, wo win provide what we should 

But even that was done through coo- a sso ciation of banks and comorttumg have provided ta 1M0. a reasonable 
tetag on the part of that large beak that resulted from theee guarantees of m o dicum of help, which would be torn 
taut had thto 8IS Milton exposure, the BHL. than the taxpayers* exposures on the 

even though that 818 M Mm expos ur e Lobbying by the UA agriculture letter of credit to Iraq. Fbr what? Fbr 
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March S. Ml 


Ml b m upstart tend bp (tsMsn mm. 
v*. Omm only to mi m him iu 
crovtb to lu rob u i he key bank far the 
Government U the inte end Me. It comm- 
u» iron la the »Mt nr period, but baa 
been hatina probte m e In (he pm few yean. 
The recently sacked chairman. Merle Neat, 
has been enaaced in an effort to pare down 
the tuff of the bank and separate out some 
functions while at the same time increase 
the bank's capital. To achieve the latter, he 
worked out a deal a here by the state -owned 
Insurance earner. AKA and the state pea- 
•*°n system IMPS would take the proceed 
from the sale of shares in Credlop and 
Invest them In BNL. The result will be a 
capital Increaae that will reduce the Tree* 
ury s ownership from 71 percent to M per- 
cent OTA'S also maklfu s subordUmted 
loan. The capital Increase wee appeared by 
the BML board In mldO et ob e r. and Is U be 
J|»«od |o the shareholders (Treeeury. 
IMA. IMPS plus a scattcrtna ot ether meetly 
public Institutions) on December ll. 

BML's reputation wtthln the Italian baiM- 
tna com m u n i t y and even amona lu own 
staff has been suifertns for some time. The 
BMX^ Atlanta affairs, even If mnfslned wtu 
care rat* BML's pro bl wn s. Met the leoat of 
thm e are loons u Latin American countries. 
yV » «“ «• be one of the two larpmt 
tondm to Mexico end has been active m 


CONGRESSIONAL RECORD -HOUSE 


REPORT ON RESOLUTION PRO- 
XL DI J°E? R CONSIDERATION 
OF HOUSE CONCURRENT RES- 
OLUTJON 297. CONGRESSIONAL 
BUDGET FOR UA GOVERN- 
MENT FOR FISCAL YEARS 1BB3. 
lfF4. IMS. I BBS. AND Iff! 

Mr. DERRICK, from (ha Committee 
on Rules, submitted s privileged 
report (Rrpt No. 102-451) on the reso- 
lution <H. Ret. 3M) providing for the 
consideration of the concurrent reso- 
lution (H. Con. Res. 2t7) setting forth 
the congressional budget for the OA 
Government for the fiscal years IN) 
1M4. IBM. IBM. and I BBT. which was 
referred to the Roust Calendar and 
ordered to be printed. 


VA Homs or 


MMkf npeon. pc /OmoUlNt 


OsejpfmflM oenrmt VA Oomtml Acoounf- 
M# Ogles WmoM aeCen. DC 


The r emi tt ee en Bunking. Flnonoo end 
Urbon Affairs Is oonductlna an teveeUgatton 
Mto the operations ef the Banco MiM — Tt 
del Larore fWklJ. Part ef this tnveedaaden 
J° rohr " »NL partl d p etH m the Kzpect- 

with this biTseUaaUen. 

The hooking Co n un l ii oe has -^-‘-rf ire 


in nmw wins iia invasueooan 
that demonMraU that tree was not nil 
vorthy. yet. woe able is obtain BskabrnM O- 


' REPORT ON PROHIBITION OP 
tuna PRODUCTS SHIPMENTS— 
MDBSAOE PROM THE PRE8I- 
?PEL OF ™* UNITED STATES 
(H. DOC. NO. 102-1M) 

Thd SPEAKER pro tempore (Mr. 
Baocmvs) laid before the House the 
following message from the rrselrtsiit 
of the United mates; which was read 
and, w ithout objection, referred to the 
Committee on Merchant Marins and 
Fisheries and ordered to be printed: 

TO tSo Congreu Uu UeUod Staler 
Pursuit to the provisions of subeee- 
£• <S> ^ Pally Amendment to 

tho Fishermen’s Protective Act of 
1BTF. as amended (22 UAC. lB7«(b». I 
em reporting to you that the Secre- 
tary of Co m m er ce reported to am that 
sh i pmen ts of yellowfln tuna or prod- 
ucts derived from yellowfln tuna har- 
*M«d by Venesuela In the rsefem 

The Secretaire letter to me Is 
rttimed te be a oeniflcatloo for the 
P«fPoms of sub se cti on (a) of the Felly 


t THE DEFENSE BUDGET 
l T»* SPEAKER pro tempore. Under 
L ?i Pr,t1 *!" <*** of the House, the gen- 
U Saraunl Is 

i recognised for 5 minutes. 

Hr. BATEMAN. Mr. Speaker, that 
the world b changing b axiomati c. but 
! JJ* g hw m of the last aemtl years 
* have been monumental In every sense 

■ of the word. The bipolar world divided 
6 between the democratic West and the 

Soviet bloc provided a certain sense of 
i stability In International relations and 

■ f«r* people on both sides sa tdenufia- 

■ £• threat against which to shape 
their national security structures. 

1 With the fall of the Berlin Watt, dimo- 
lutioo of the Warsaw Pact and the 
subsequent transformations In tho 
Soviet Union mpecblly the aborted 
coup atte m pt of August 1 Ml -the 

sst?.sr o,u,hm " kno '" R « 

Today, the world b ns longer com- 
md of two dtametrfcally opposed 
r — poetlvely by Washington 
andl Moscow. It b a world of cnrniMU« 
•mplres and newly fonaod or tods- 
pendmt countrtm Relationshtps 
among old aUIm are marked by eco- 
nomic co m petiti on rather than tho 
co n v e rgence ef Intarasts predicated 
upon a c o mm o n threat. What this hag 
meaat for the United States b the dis- 
appearance of an oM adversary agabwt 

which IU Aimed Faroes hove been 
•tnaetured. Now we foes threats which 
we cannot reodOy Identify or quantify. 
Thom throats range from large-scale 
conventional conflict similar to last 
mrt war hi the Persian Oulf to the 
ongotaf effort lo stem the flow of nar- 
cotics scram our borders. Oiven the 
turbulence and Instability that am the 
nww »• can safely proceed only on 
the basis of futom threats that are 
vorled and significant. 

Tho Bush admtnbt ration has rs- 
monded to changes around the world 
by p ropoN n g to reduce defense spend- 
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FLOOR STATEMENT OF HENRY B. GONZALES, CHAIRMAN 
HOOSB COMMITTEE ON BANKING, 7IMAMCB AMD URBAN AFFAIRS 
March 3, 1**2 


CCC AMP THE PENDING PAYMENT TO BML 
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II 26151 72 OCT 19 
FH AHENBASSY ROHE 
TO SECSTATE MASHDC 
TREAS DEPT MASHDC 
INFO DEPT JUSTICE MASHDC 
AHCONSUL HILAN 
AtlEHBASSY BAGHDAD 


PLEASE PASS FEDERAL RESERVE BOARD AND DIRFBI 


SUBJECT! BANCA NAZIONALE DEL LAVORO CONCERNS RE 
ATLANTA BRANCH 


REF i RONE 

1. CONFIDENTIAL - ENTIRE TEXT. 

2. SUNNARYt THE CHAIRNAN AND THE DIRECTOR GENERAL OF 
BANCA NAZIONALE DEL LAVORO (BNL) CALLED ON ANSASSADOIt 
TO EXPRESS THEIR CONCERNS ABOUT DEVELOPHENTS IN THE 
BNL-ATLANTA AFFAIR. THEY SUGGESTED THAT THE HATTER 
SHOULD BE RAISED TO A POLITICAL LEVEL# AND INDICATED 
THEIR DESIRE TO COOPERATE FULLY HITH USG AUTHORITIES 
HH1LE AT THE SANE TINE HAKING IT FAIRLY CLEAR THEY 
WANT TO ACHIEVE SONE KIND OF DAHAGE CONTROL. 

ANBASSADOR SAID HE MOULD PASS ON THEIR CONCERN* BUT 
COULD NOT OTHERMISE BE HELPFUL HITH Of. CURRENT ON A 
NATTER UNDER CRININAL INVESTIGATION. SEPARATELY# 
TREASURY SINISTER CARLI HAS BLOCKED AN EFFORT SV 
OPPOSITION SENATORS TO CONDUCT AN INVESTIGATION INTO 
THE SNL-ATLANTA AFFAIR. END SUHHARY. 

3. THE CHAIRNAN OF BANCA NAZIONALE DEL LAVORO* 
GIAHPIERO CANTON I # AND THE DIRECTOR GfNERAL# PAOLO 
SAVONA# CALLED ON THE ANBASSADOR ON OCTOBER 19 THE 
HEETING HAS AT CANTON! 'S REQUEST# HADE DURING THE . 
RETURN FLIGHT FROH THE U.S. NITH PRESIDENT COSSIGA. 
BOTH CANTON! AND SAVONA HAD BEEN IN THE U.B. NtTN 
PRESIDENT COSSIGA' S DELEGATION. 

H. CANTONI EXPRESSED CONCERNS ABOUT PROSPECTIVE 
DEVELOPHENTS IN THE BNL- ATLANTA AFFAIR. HE SAID DHL'S 
U.S. LAWYERS MERE URGING H1N TO RAISE THE ISSUE TO A 
•POLITICAL" LEVEL. HE SAID THAT HIS U.S. LAWYERS 
THOUGHT THAT CHARGES MOULD BE FILED UNDER THE RICO ACT 
AND THAT BNL ANT/OR IRAQI ASSETS COULD BE FROZEN. 
SAVONA MAS CONCERNED ABOUT LOSING THE CCC GUARANTEE ON 
ROUGHLY ONE BILLION DOLLARS OF BNL ATLANTA'S THREE 
BILLION DOLLAR EXPOSURE. THE HEN ALLUDED TO 
LEGISLATION UNDER CONSIDERATION IN CONGRESS PROVIDING 
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FOR USO CREDITS TO 1RA« BEING AFFECTED IV THE 
tNVESTIGATIOM/CHARGES. CANTONI SAID FBI AGENTS 
REMAINED IN THE ATLANTA BRANCH, OR HAD SEALED THE 
BOOKS. HE ALSO MAINTAINED THAT THE EX-ATLANTA BRANCH 
MANAGER DROGOUL HAS AVAILABLE AND HILLING TO TESTIFY 
TO APPROPRIATE OFFICIALS. 


5. CANTONI AND SAVONA BOTH HADE THE POINT THAT THEY 
HERE HTLCING AND ANXIOUS TO COOPERATE HITH USG 
AUTHORITIES. THEY ALSO SAID THEIR U.S. LAWYERS MOULD 
BE IN ROHE ON OCTOBER 25. 


6. THE AMBASSADOR SAID HE HOULD PASS ON THE CONCERNS 
OF BNL AND THEIR HILLINGNESS TO COOPERATE TO 
WASHINGTON, BUT THAT HE HAS UNABLE TO COMMENT OR 
OTHERWISE BE HELPFUL ON A MATTER UNDLH CRIMINAL 
INVESTIGATION. 

7. ON A SEPARATE NOTE, TREASURY MINISTER CARLI 
RESPONDED NEGATIVELY ON OCTOBER 24 TO A REQUEST BY 
OrPUSITION SENATORS TO CONDUCT AN INVESTIGATION INTO 
THE BNL-ATLANTA AFFAIR. CARLI SAID THAT A NUMBER OF 
INVESTIGATIONS BY ITALIAN AND U.S. OFFICIALS HERE 
UNDERWAY. HE ALSO NOTED THAT BANK SECRECY LAHS 
IMPEDED THE BANK OF ITALY FROM PROVIDING INFORMATION 
TO THE SENATE. 


B. COMMENT t 

•• THE REMARKS ON THE NEED TO RAISE THIS TO A 
POLITICAL LEVEL ARE INTERESTING AS THE CASE HAS 
ALREADY BECOME A POLITICAL ISSUE IN ITALY. THE 
PRESIDENT HAS BECOME INVOLVED AS HITNESSED BY THE 
INCLUSION OF CANTONI AND SAVONA IN NIS PARTY IN THE 
U.S. CANTONI AND SAVONA, WHILE NEH TO BNL, HAVE CLOSE 
POLITICAL CONNECTIONS, CANTONI TO CRAXI AND THE 
SOCIALISTS, AND SAVONA TO COSSIGA (A FELLOH SARDINIAN) 
AND TO CARLI, HIS MENTOR AT THE BANK OF ITALY AND 
LATER AT CONFIMDOSTRIA. THE TREASURY IS THE HAJORITY 
SHAREHOLDER OF BNL. 


• BNL IS 


riNG 


ONLY TO 1513 AND OWING ITS GROWTH TO ITS ROLE AS THE 
KEY BANK FOR THE GOVERNMENT IN THE 1920S AND 30B. IT 
CONTINUED TO GROM IN THE POST-WAR PERIOD, BUT HAS BEEN 
HA VI NG PROBLEMS 1 N THE PAST FEW YEARS. THE RECENTLY 

SACKED CHAIRMAN, HC^BO NESI# H JD JJJ" SEPARATE 

EFFORT TO PARE DOWN THE STAFF OF THE BANK AND SEPARATE 

OUT SOME FUNCTIONS WHILE AT THE f 

RANK'S CAPITAL. TO ACHIEVE THE LATTER, HE WORKED OUT 
WHEREBY THE STATE-OWNED INSURANCE AGENCY 1NA 
InJ?^ STATE PENSION SYSTEM IMPS MOULD TAKE THE 
PROCEEDS^FROM THE SALE OF SHARES IN CREDIOP AND INVEST 
THEN IN BNL. THE RESULT MILL BE A CAPITAL INCREASE 

THAT *MILL REDUCE THE TREASURY'S OWNERSHIP FROM 75 
PERCENT TO 36 PERCENT. INA »S ALSO MAKING A 



COnn DENT | At 

SWHWPINrTCI* LOAN. THC CAPITAL INC At Aft HAS APPROVED 
Rv the INL IOARD IN HIO'OCTOBER* AND IS TO SC 
PRESENTED *0 TMC SHAACHOLOERS (TREASURY* INA* INFS 
Plir A SC. AT ICR I NO OF OTHER* HOSTLV PUBLIC* 
iNStMUMONS) ON DECEMBER 19. 

• BNI. * S REPUTATION WITHIN THC ITALIA** RANK I NR 
COnnUNl T Y ANA CVEN ANONO ITS OMH STAFF HAS BEEN 

Suffering for sohe tine, thc inl -Atlanta affair* even 
IF CONTAINED* HILL AGGRAVATE BNL'S froilens. not • 
LLA51 or THESE ARC LOANS TO LATIN ANERICAN COUNTRIES. 
RN|. IS SAID TO BE ONE OF THE TWO LARGEST LENDERS TO 
MEXICO AND HAS BEEN ACTIVE IN SOUTH AMERICA AS HELL. 
SECCMJA 


CONFIDENTIAL 
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U.S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON tANKINC. FINANCE ANO UNO AN AFFAIRS 
ONE HUNONEO SCCONO CONONCSS 
2129 NAV9UNN HOUSE OFFICE SUHOiNO 
WASHINGTON. OC 209 IS 


January 31, 1992 
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The Honorable Edward Madigan 
Sac ratary 

Dapartaant of Agriculture 
Washington, D.C. 20205 

Daar Nr. Sacratary: 

Z an writing to you concarning Iraq's participation in tha 
Dapartaant of Agriculture's Export Cradit Guarantaa Prograa and 
Intaraadiata Export Cradit Cuarantaa Prograa, rafarrad to as tha 
GSM- 102 and GSM-103 progress, raspactivaly. 

S pacifically, I aa intarastad in tha status of tha payaant of tha 
guarantaas to tha Banoa Nasionala Dal Lavoro (BNL) or its agancy 
oparation in Atlanta known as BML-Atlanta, by tha Agricultura 
Dapartaant 's Coaaodity Cradit Corporation (CCC) . 

Plaasa provida tha Coaaittaa with tha following inforaation: 

1. A suaaary of all claias filad undar tha CCC guarantee 
prograas for Iraq including tha total U.S. axposura; 

2. Tha total aaount of all payaants that hava baan aada to 
data on claias that wars filad undar tha CCC prograa for Iraq; 

3. Tha total aaount of all claias filad by BNL undar tha CCC 
prograa, including tha original principal aaount ovad to BNL 
and tha aaount of accruad intarast and tha rata usad to 
calculata tha intarast; 

4. Tha total aaount of all payaants that hava baan aada on 
claias undar tha CCC prograa that ware filad by BNL; and 

5. Any and all additional docuaants tha Dapartaant of 
Agricultura has that are relevant to this aattar. 
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Pag* Two 

Letter to tacratary of Agricultur* 

January 31 , 1992 

Additionally, It haa cob* to ay attention that tha Agriculture 
Dapartaant racantly aolicitad opinion* froa various agancias 
regarding tha payaent of those guarantees. Please provide the 
Coaaittae with all docuaents, including those generated by other 
agencies, related to the Dapartaant of Agriculture's consideration 
of BNL clalas. 


Finally, please provide the Cosalttee with the Agriculture 
Dapartaant' s position concerning the payaent of these guarantees. 


Thank you for your prompt attention to this natter. If you have 
any questions, please call Ks > Debra Carr at 229-2924. 



ftinry i. Consoles 
Chairman 


KBG:dc 
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U.S. HOUSE OF REPRESENTATIVES 

COM MITT (I ON BANKING. FINANCC ANO UMAN AFFAIftS 
ONI HUNDBCD SICONO CONGMSB 
2121 BAYBUNN MOUSI OFFlCt BUILDING 
WASHINGTON. OC 20t1l-40t0 

February 35, 1993 



Honorabla Charlaa Bovahar 
Comptroller Ganaral 
D. S. Ganaral Accounting Of flea 
441 G Straat , MW 
Washington, D.C. 30549 

Daar Comptroller Ganaral Bowahar: 

Tha Committee on Banking, Pinanca and Urban Affaira ia 
conducting an invaatigation into tha oparationa of tha Banca 
Mazionale dal Lavoro (BNL) . Part of thia invaatigation involvaa 
BNL participation in tha Export-Import Bank (Eximbank) program for 
Iraq. Tha Committaa raquaata your aaaiatanca with thia 
invaatigation. 

Tha Banking Committaa haa obtainad numaroua documanta during 
ita invaatigation that damonatrata that Iraq waa not craditvorthy, 
yat, vaa abla to obtain Eximbank financing. Tha Export- Import Bank 
Act atataa that all tranaactiona aupportad by tha Bank ahall "... 
in tha judgamant of tha Board of Diractora, of far raasonabla 
aaauranca of repayment. . ." The Committee ia concerned that 
Eximbank extenaiona of credit to Iraq were approved in violation of 
thia particular proviaion of ita charter. 

Accordingly, tha Committaa raquaata that tha GAO inveatigata 
vhathar or not Eximbank axtanaiona of cradit to Iraq vara propar 
givan tha abova mantionad proviaion in ita chartar. Pleaaa aaka 
aura to axamina tha daciaion-maklng procaaa uaad by tha Eximbank to 
grant credit to Iraq. In addition, pleaaa datarmlna tha role the 
State Department and other "outeide factors" played in tha daciaion 
to grant cradit to Iraq. 

Thank you for your time and consideration. The Committee 



KBGldk 
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Special Ordar - March 16, 1992 

ggyar-TO Mechanism and Lies to Congress 

-Introduction to tha Rostov Gang 

-Function 

-Procass 

-Subpoena power 

-Real definition of cooperation 
-Commerce Department scandal 
-Congressional Request 
-Inspector General report 

-Scope of investigations limited by Rostov Gang Member 
-The NSC role 
-Criminal inquiry 
-Maginot line strategy 

-Food as political weapon and lies to Congress 
-Intended use of CCC program 
-State Department lies to Congress 

-US DA knew CCC program for Iraq vas primarily a foreign policy 
tool 

-US DA denies intense pressure 
-Lies to Senator Leahy 
-Conclusion 
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CONGRESSIONAL RECORD — HOUSE 


Monk 


IM vlM km HHMr The SPEAKER 
I through their work with a previous orderoi 
Usman fromJVBc 


Man from Tennessee (Mr. Cixacorr] 
f— c o gnls s d for <0 minutes. 


Vw Pi es — d to honor Ckoptln — cog n i— A#dF 90 minutes. 
wielh Parson of Mount Vernon. (Mg/OBCY addressed the House 
•ho— musical talent Is well known. Rte rikmarks will appear hereafter In 
•he mowed to Mount Vernon with her^CBe Extensions of Remarks.] 
f a m ily and quickly took an active — Ic - 

jSPjsi p * ss^s: t*?***™* ■>» ond» 

mmx Zion Church and voted a previous order of the House, thrsm 

* school. In is recotntesd for M mlnut— 

***• ODfORICH ndS-ssed the 

??. ??„.?!? HOU ** Hh TOMlurirtnWMr hCT«/ 

MAAtJr urs Involved with several ter In the ExteasMhs of Remarks. 1 
•inloeL^tors. Indeed. Cleopatra ™ w wnro ’ 1 

■j^jTpjnon I. wortio, to k« s «o Th. Impor.. Und*r 

ftabta* Ambraw CoCUtw ita® at 

2s^/s3°^rsrisi *** ^^ s^srgss^s- 

kfMMtV-nou »jsoaMto«5ir CMr - CLEMENT addressed the 

House. His remarks wfll appear hereaL 
the Extensions of Remarks.]^ 
have certainly proride**—ur— ef 

etsdort In— drsthfn to thousands The SPEAKER pep tom nps C Under 

•hshavetornedi^hebo— ttaltndlf* • Prevtous order of thejted— . the gen* 
dealt times. JttdT yes. Rohsna Asa- u<a>an . tr ° ? Boaroal Is 

Me— Cotton has done her part to rwntT * >l1 Mp dnutaa. 

Isa— andbc behind. (Mr. BURTpiT addr es se d the Hou— 

Mpdfia Marie Brown h— always put His — m—krvfll appear hereafter In 
amen before herself. 8he has worked **• ftpM»ons of Remarks.) 
tMaasly on **^ K * |f of our youth. 8hs i 

has tarsetod atrriak youth through SPEAKER pro tempore. Under 
O pe r ation dean Sweep and the a previous order of the House, the gen- 
aey program for youthful otfmto— s. tieman from New York (Mr. Owns] Is 
Aha. Marcia's commitment h— 1 been recognised for 00 minutes. ^ 

hudal to the de— l opmeq fc ^ ttm Ohl (Mr. OWENS of New id- 

fcoets of W aet ches t sr^Pe w— one of dr—sod the Home. His -Arks will 
tbs founding membrit and served — appear hereafter in th— extensions of 

president aHSie Otrl Sooute > ~ 1 

Wnwrhsstsr Bdlbein. Her dedication 1 1 
w- rsongffisd with the Thanks 


Impriftiapo— . Under Wt dM amend the 1#T9 Inter mtional 

aPAe Ho— e. the gen- banking lav somewhat, this last No- 
nonsln (Mr. Osrr) Is —mb— In the Banking Act which wt 
®“ut— . ipproved. But It Is not enough, 

ddreased the Hou—. It was compromised. — all the— 
I appear hereafter In have been. My personal relationship 
( Remarks.] with this Is that the 19TI Internet ion- 

■ tl Banking Act. which was the first 

t pro tempore. Under 11 mm In the history of our Congre— to 
9t the House, thejn- direct legislation. was bom out of the 
—da (Mr. Ommimi hearings that, after a lot of push- 
M minute*^ tag and shoving. I managed to get In 

[CH wKtrrurd the ** &<*"« district of San Antonio. And 
ksjriflappear hereof- lt *“ “ » result of the startling rev* 
Mns of Remarks.) elatlons that thorn hearings brought 

out that we ended up S years later 
l pro temoore. Under " ith mini* 

jf the Hou— th e cen* International B a n k i ng Act. 

nes— e (Mr. Cldcott] tho— 1979 hearings, which Inct* 

BO minutes. dsntaUy I will tell my colleagues if you 

NT -- i tn* "• Mterested. I believe we still have 

ks wm^DoSTherS* "*** COQlm ot *** ****"** hearings; 

been the big national headache, not 
> " fnmn^rr., i.. Ul * b^bing and oth— financial 
LPP. Institutions scandals — such but the 

<H*«ninas confronting our entire In* 
mnjtonsr. boctowi la <fuaur and the serious, and critical 
™ _ co n ditio n In which our country's fl* 

stressed the Hou—. nandal Institutions find themselves, 
appear hereafter In The fact that the perception sUU Is 
R€num - J not the— do— not decry the fact that 

— It la. 

I pro tempo-. Und— So. today. I wm report on the secret 


rwUl appear hereafter 
ns of Remarks.) 


House, ths gen- mechanism -sd by the Bush White 
Ugman . fn ? < ? T— k (Mr. Oanwsljp Hou— to frustrate, evade, and stifle 

—cognised f— 90 minutes. oonc— aslonal Invastlaatlona of ita 

(Mr. OWENS of New tefi9 failed Iraq policy, 
dreasad ths Bouse. His —Arks will I ha— already brought out ad inflni* 
sppearh— softer In thpCxtenstons of turn f— almost a yea— the lamentable 
r u— of the guarante— backed by tax* 

— - payers, of course, that led to such a 

REGULATION OF shameful and catastrophic policy, to 

INTERNATIONAL MONET U* 4*rimant of our national interest. 
Mr. OOKZALEZ. Ur. 8p»^. UxUj “T** ** 

LpmISmSm ^ penSitMff tolt «««» » «*»>*“*« a l tmant 

.-.f.;: ;.7 S2r “ d •**«<“ np«iM« tor uw 


w rr— rboolation or mmtm m <*u«npue potter, to 

high*— honor, and she INTERNATIONAL MONET the detriment of our national interest. 
«bAi— tow— k with young Shis— OONZALD. Ur abmIm i.« Tbt WhJu Hou “ created t|Ue meefaa- 

rt— op lead—. We a— grateful to b— , . ~;OONZALtt Mr. Speak— .today l-im u covtr m 1bH do- 

fcr h— oonslatent belief In our chU* ^ wm-pon tlnuo. <rf course . the discus* itugmi actlvitl— of penocw 

#m and h— wdllnxns— to off — 4 “*ons becau — of the pending nature of rlf 

«b*» rooth tte mxmmaS^o M ** oStodsSuTtr^SSSlhj^ 

■MM bmMf to ooo 5^ y q mndre MM o*>Mr MM o M«tf 

~ — . . _ nay— ml mooey. so-called tntematlcn- inte—geney meeting to dlscu— 

tor m 11 Monty that amounts to about 1900. {“Mfjw^ons of Iraq 

n— nnaniij^ to p— up Mnw, m, M hmt na*im» PoUcy pripr to the Invasion of Kuwait 

•— ua ns— os n-dJMr nround whs- Just a small portion of It ™ »«^n« ~ 

S! Sff oan be highly levers geable tor such <***•* to *•!£ Rostow. the general 
onythlng from armaments <*?*** Nstloosl Security ^ Cbun* 

ta - W P rtd ^ W y ° procurement Indirectly through oth- P-vlous experience 

2Sw“a£S^' b ^* mKh lhln « B u dn> < money Inctad— playing a toy rale In the 


tod —I* model for ■ 
tourtc a n women In o« 
Not only did she nobly a 
try. but she has saraod 
k tono — through her i 


bopkatlon to otbe—J 


•tort ttodour society do— Its bai 
^—vWno one behind.** 
Wrienkor. 1 sahato the- wo 
W the strength of their convict 
•* f— their out— ending sc— ml 
*■•* Thanks to them, few— In 
■ocisty a— being left behlndL 


f™®- laundering. White Hou— efforts to cover up the 

tunftf, u Is a great necessity that we must Iran-Contra scandal, which still needs 
’em* continue. We must si— —port what to be exposed. 

to™ - the Committee on Banking. Finance At— attending wee President Bush's 
s pay* and Urban Affairs has had to confront general counsel. Boyden Oray. Other 
i as an within the last S yea— that we ha— pen one at the meeting Included the 
•• been on this subject matter. The— has top law— f— the Departments of 
•0 of been an ah— nee of great con— m ex* Andes. Defense. Bute. Treasury, 
> Mp pries id. But nevertheless that should Co mmsrce. Agriculture, Energy and 
bad to not dec— — from the fact that this the CIA. Each of their agenda had 
test at N at i o n do— not have— and It Is the — eel— d —quests tor Information from 
only Nation defined as a modern in- the Con gr es s and Um lawyers who 
— oMn duet rtaM— d Nation that do— not we— — onslble f— ove r s— log the 
IctlOM ha— -any kind of screening board — collection and the submisdon of the 
—tod- any real regulatory control o—r the fl- information to the Cong— I will 
In mu nandal and ba nking actlvitl— of oth— ref— to this hlgh-te— I legal team — 
eoontri-tnourown. Um -Rostov gang.** 
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Of Um to asikto Cor 
id In- ■ 

As 


mm 


ratonod to In Um tottor nsua that, IT 
a committee doss not know that a toe- 
extota. um amey wm not 


croup was lo review 

formaUon kppUcsMt _ 

requests for Iraq-relatad Information mo wanted to nikt It difficult toe rimJ tL Tho Rsetow cone «n 
ond to establish i ooor d lnot o d ap- If embers of Ooofress to look ot Iron- itohed to Mai 
proach for the dime mlnstlnn of that related documents. Agency lawyers 
Information. used this hurdle, limit secern lo ‘ 


ments. by Inalstlnc that i nv es tigator s motion to Congress. In the 


A memo obtained by the committee _ 

explains the overt function of the not retain that they more 

National Security Council p roc ess as permitted to review on the agency's 
follows, and I quote: premises. 

The N9C la pwldlna cooottmUon for Um The remedy to U 
AdmlntotrsUon's respon— to rnoersMlonEl p r oc es s to. of course, 
document requests far I r s qrelste d ■start- but even faced srtth 
ato. The p r oesM Is Intended Utoa cocpe r a 

documents to the Congress; that to. to 
While on the surface It appears ths the committee and. thereby, the Coo- 
Rostow cans was created to assure co- p r e ss. We follow the rules, and the 
operatloa with cnngrsmlonal Invest Ipa- rules msndare that, before a commit* 
tlons In relation. It cave the White tee can taue subpoenas. It has to have 
House a direct hand In regulating the the vote of the majority, and we not 
flow of Information to the Congress, only had the majority, we had a total 
thus limiting oversight of Iraq policy, consensus of the membership of the 
The Rostow fane established a pvoo- Committee on Banking and Urban AX- 
cm whereby a congressional Inveetiga- fairs In Issulnc thoss documents which 
tton had to hurdle a series of Increas- I have referred to before. Committees 
tnsly difficult barriers In order to that did not seek ths authority to use 
obtain Information from an executive 
branch agency. 

The first step required an agency's Isas of a threat to 


tion and to permit the While Boom to 
refulate the flow of Iraq related tnfer- 


» of the 


Co mme rce Department, tho Whist 


flow of Information to Congress The 
committee has gathered eridtnsa 
shewing the National Security I n votvo* 
■sent In a scheme to mislead the Con- 
gram about ths Poetising of military 
uaoful goods deetined for Iraq. That Is 
before tho war. Tho Comm er ce De- 
partment has been wrongfully subjoct 
ed to s ever s crit i cis m for Its role in tho 
transfer of military useful technology 
to Iran. Tho true respo n s lbllt ty for tho 
transfer of United Stales technology 
to the Iraqi war machine ties with the 
White House and ths State Depart- 
ment because they set technology 
transfer policy. Tho Coosmerce Do- 
toZooSaU tavastto* partBtantti role Is merely to carry out 
the policies established by the White 


lawyers to review and Inventory all Without subpoena power a oongros- 


wtth the CCC— the Commodity Credit 


congressional requests tor Informs- rional committee that jumped all tho On n a tion a n d the rri m h e nk — the 
Uon. In order to dstarmlns If docu- hurdles, elected to limit their acorns to ~ 

menu could bo denied on tho basis of documents, was often denied tho docu* 


executive privilege. 

Tho Committee 
denied certain Important 


it viewed the export 
as a valuable tael of 
They need OA high teeb- 
to 

gain favor with Saddam Hussein. 

That explains why ths NSC and 
members of tho Rootow gang h tea mo 

directly hwolsod In a scheme to mis- 

Tho next hurdle Involved denying feted materials ars atm being with* toad ths Congress and the American 

beUj _ thAt ^ niMUd to the Iraq queo- public thereby about the military 

tion. In add i tio n , the 


quests were on tho baris of over 
for * - 


U requested. Committees that 
voted to authorise tho uoc of i 
nas found document# 
available. 

However In tho case of tho Commit 
too on Banking. Finance and Urban 
Affairs, even though It had served a 


to 

offering briefings tor Members and 


their staffs. In that way. an agency tunkinf F inance and Urban Affaim transfers to Iraq. 


on nature of United State# technology 


was able to put Me own spin on Its ac- 
tions. without congressional staff or 
Members being able to question the 
veracity of the agency’s statements. 

If the oongrtmlnnsl committee that 
Jumpad the first two hurdles stm In- 


next hurdle was actual i 


□ ISM 

Under this scheme, before sa agency 


found that several agencies co n ven- Beginning In September 1990. the 
tently could not locate documents the House Sub c om mit t e e on Commerce, 
committee had requested and had C o n su m e r and Monetary Affairs, 
spelled out a full d es crip tion In our chaired by my colleague, the gentle- 
subpoena. man from Oeorgla (Mr. BasusL re* 

The following quota from a Com* q ue ste d Iraq relate export licensing 
moroo Department totter sheds light materials from tho Commerce Depart- 
on how tho administration planned to m enl . Tho Co m merce Department 
cooperate with Congrem. In February eventually provided export licensing 
1M1. a totter to the top lawyer at the Information to the subcommittee, but 


Commerce Department, the foi 


pram reports began to surface indicat* 



Under Secretary for Export Admin!#- * Ing that certain export information 
tralion. stated, snd I quota, "latum had been deleted prior to bring sub- 
the printout provided Mr. Beaman”: milted to the Congress. 

Mr. BAanaao happens to be chairman. In February ltfl. the Commerce Do* 
tho gentleman from Oeorgla (Mr. Baa- partment's general counsel, who hap* 
naan), of a congressional committee of pens to be a member of the Rostow 
. _ . . Use Committee on Government Oper- gang, asked the former undersecretary 

, 1 T a ensrenes. ationx: "Is a summary reference docu- of the Bureau of Export Admlntotre- 

ato o fa re the ^ printout Is also consistent Uon. Dennis Kloake. to investigate 

National Security Councfl Use pow er flflh floor.- well. Usat Is Seem*, pram sltogaUom that export Hemes 

^ lim5>cher . g officer. That to the were deleted from Commerce Depart* 
flflh floor Is the Secretary's office ment flies. In tote February Mr. 
"Ouidance and requests from Port e reported that In fact changes 
State Department and the Na* had been mads to the export Uoralag 
tlooal Security Council la that no addl- Information. As a result of Mr. 
ttonal Information be provided that Peeke'S find i ng , the general < 


to Influence 

p rovide i ct n 

The next hurdle la the chain dis- 
couraged 
physical 


of Iraq-related 

Ml 


to conduct an inves t ig ati o n . The April does not directly address the 



wrote the C o mmer ce Department In- 
jector general art ln« him to Invaatt- 
"tbe fifth gate the matter further. 

"the National Security C o u p On June 4. 1ML the Commerce Do* 
I "State Departm * 
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Aft ft result of tbiftft factors. Um 
T tniMry Deportment and thft Offka 


Him 



March It, im 

policy ObJsetNlhMUMIftf 
the prteft fool of the CCC 
for Iraq. 

1 hart shown In previous floor aUlo hava serious doubts about axtendtog of Um 

menu that from the beginning of Um CCC credits to Iran. Pursuing friend- of CCC crotfIL 

United Btatea-Ireq relationship In IMS ships with Saddam Hu— sin, abovt afl The United Staftes 

until the Irani Invasion of Kuwait, the else, the Stats Department was not Iraq. April Otaapie oo< 

CCC Program was Um cornerstone of daunted by Iraq's poor financial can* twit* food as a device to asodtfy the 

HP 1 * st ^ M ^^ MUenL Th *. <x y Uon or Um peerinUtlc outlook of its actions of Iraq, hi a May 1C. IMS 

Procram financed the tale of IMS mil- slater agendas. cable to Um State Department and Um 

Uon in UA africultural products In Based on purely foreicn poUey yrnr. Ambaamdor msgrli stated: 

MSS. That was the year that Prsrident grounM. the State Department Itl . t . . . 

Rmcu> look Inq off Um Ito of torar- KSdilM OTDAtht OrnMNatS ■ u ^* *‘ "° 1 *" » 

MaiUonndoiindUHMtMMi gSSlSo. IwItl lSS S ^ 

“ OOcSSlwSLmrlWR 

fortlu and by 19M It had reached ovw The Invasion of Kuwait happened on usweuld wnttee—l—Sasee 
•i bUUon annually, all guaranteed by August t IMS. This wee dsaplu the a»Mt mon th Um NSC called a 


USOA*a contention that the CCC Pro- BMt j nc to dtocua potential stratecha 
bean left with abac of over MJbmion gram should be held under MM mB- rTl , — h— 

Juri on these Iraq letters of credit fl- El *** *“ 


nanrert through the CCC Ouarantee 


far that 


the Stale Dapart- 


□ IMP 

The CCC Program wee by far the 
largest U A G ov ernm ent program 
horaase Um two nations. With the 


Now. what I am not mentioning, but * f ormutoied a Hat of policy on- 

I have In Um past, and maybe I should gg tlmtwuM^ptianT bTSvdM 
not regurgitate . that. but I think I rS^Tto 

ought to remind my Members that U Z. OiTccc pZnmtheT 
these credits through the BNL were l ™ 1 000 Frofimm “• 1 

l e verag ed and led to the purchaes of 


SvwTofths MfLacandaL thaJUU. the 


Italian bank, the Benca Waslonale del 
Lavoro, whkh. Incidentally, all theee 
banks are tovenunsot-owned. and an 
of these transactions are by the cen- 
tre! bank of Iraq, for whatever that 
met ns, Of course, our regulators, the 
Federal Reserve Board, which la 


.rations, s uch as the g iant gu n that wm 
In the process of being developed^ 
whose originator was smamfnatsd la trsa'i weed if t 

Belgium at the height of all this. Also 22 loam h ass 

c h e m i c al weapons and tngredienta for probably give trsq a Mrty - 

^ health, smpsadea sf CCC 

eoaM be a Kras pMMml a 



uU im trtl g Danes. ana tney orougm a aom or nos 

psn tral bank, bu t they are owned AmaricaiL but banka his ^ Sign as I am Masking now. 

by that governm ent. And how can the howmanyof sgr^“— 

po Ucfee of our O over nm e nt not be ^ pureli foie ' 

SwSS^he^Btate iS SShST ISd nvui 

oslod of*iScuUure to give that credh to M 


Iraq- Iraq was aware that a CCC Pro- f 00 **. wem 

■ram eras In Jeooardy. In a SMOtinc in has releaasd for Kuwaiti Bow m a n y 
* October lMthriweea Bscratary of 

Btata Baker and Iraqi Foreign Minis- homo buDdars. those to areas 
m ter Asia on October «. IMP. Mr. Abb aseeonry Is not the Mg tagted 
was paraphrased as myt^: lumbar, are flndbic that t J m 



Aa I have said, at the bottom of 
erythlng Is financing . 

As they my to Spanish, don dsnsro 
dereso cab sH cra . or. Mr. 
a mighty powerful Ind i vi du al todasA 
The BNL tnvesrintion 
the fact that top Iraqi qnvinuasnf of- 
flciala were In volve d to this a 
Won. of co rn e a We da not \ 
stand. It Is net Mbs - 

of Um central pSei and such —prims ewe at s 
to tts oa< ~ 
oura or the srrssnfng and Um over- •*, 

sight and the ragelattog of their bank- After an tntenM lobbying effort, to 
tog function, both rtom— he as weD as November IMP the 8taU r 

u«k *» "» 

Bven the Xuropeam. German. Tha other agandaa did pravafl to get- 
F ren ch , we are not talking about the ting the program split Into two MM <hasf thsl 

tarns thing. That does not stem to aUUion tnsti 

have dawnsd on our Issdais to our preach the i 
country even now. be withheld If additions I 

It also brought to Ughi the abuess of were uncovered that wem — - 

the CCC Program toward Iraq. On top pension of the program. AddMonol P«MlnK Um CCC Pro^em 
of Um BNL scandal. Iraqis already pro- problems did trim. eauaslraq tod efauB en aU lu debts to 

carious financial position took a turn As IPPO unfolded Iraq i 
far the went In IPM, as It began to 

dafcnH on tie loons to Other creditor UUMod mates. As that — — 

“ i P menthr after the meottog Iraq 


of the i 

_ a strung 

would beesnt to baq-ths second MM 
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ImM Kimlt ud defaulted on Ito cu»m. th«± tv- . *"*" 19$3 

S"ri?SS ^rBMKftES 
srjjg^^rsK: 2Ssr^nSS£?S 
SS5?S5?~- ^^-issr^-sss 

2“’ 55^ *■ Uoublln « *i that the The U8DA w* £«**[** wtnnte* approval for the COC 

Bush administration repeatedly misled u>^ the 52F*® tor Ir*Q- They lobbied the 

EOOUl ™ni the COC Pro* point fw ^f M rr a mmnwmt r m JTT iom B * nc *d worth— they wonted the COC 

OTss^^5£5*sr^; 2srs^ wo ^ tor,a,tto 

else/""- - *2 s: e 

r»0 def wait. O^ lge 1 political relationship. The U4 Lrk f 0 *** **• P«f«»-«Ibett At a lower 

., 8UU ,0, S?“uS' , S^S?S 

Sj^.»r«ggs £e^wj^££ ssiiS^^HT’S 

^saaaasws mscSSlt^? SS=? *•«=* 


^ttua by Mr. Kelly showing that the 
*toU Deportment knowingly need the 
OOC Progrma ae a foreign policy tool 
Inecder to achieve President Bmhl 
«nnto hm* don and frtradU rrU- 
Mnwtthlng 

To IDustreU that point, when the 
BNLscsnda J threatened to cut efT the 
OOC Program for Irma Mr. KeOy 
In a February 1M0 ~mr 

utoAom the 
ef mi nhiliw 


Uwb^ ws^ dcmlTths? 


i agency that < 
M foreign polk 


r*~**r w ~ *1 ihte eeiwne. ATiuMLa States farmen. 

hened nr*! ca bles have stressed the threats As 1M0 unfolded the 08DA began 
*2? Pomk al r rt s i kn e hl p that a to seriously doubt the wisdom of^S 

** ^ e **kxg the second MOO million tarta^ 

e&MtlJSSuatalS Jiffl "•"* Sbdas , , < ys^ d 

Dose that sooad " tt^a*tuument «Tths 

frx» an agency that doss not under. J?fht If *?! ,or Pel «*~ 

SJ^*! 5 LL 0r ^ n poMc7 <* the **°* 111,1100 In^hwent 

O OC Pro gram for Imqf . _ 

Despite knowing that tho COC Pro- mUST- S*?. P^tmenfs position h 
graa f or Inq was being Inflated to P^,*y to * J ?!T gy *■ li#0 * ln/or * 
■££• foreign policy object ivea, fa which Matas: 
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Q UU 

dm though the 08DA mm 

' » the State De- 


af flctals deliberately misled Se nt l or 
Patucs Lkajct. the chairmen of the 
Senate Agriculture Committee about 


In February ltM 
took opportunity of hearings on the 
lftO farm bill to question the OSDA’S 
Richard Crowder about aOscatloos 
that the U8DA eras beinc pressured to 
approve the CCC Procram based on 


American pubfte by 
tmlstinc that the State Department 
wee not applying und u e pressure on 
the U8DA. Olven that high-level «fO- 
dais of the U8DA were anting to mis- 
lead the Congress and pubtte about 
the use of the CCC Program, eoe must 
be concerned about the Integrity of 
the entire CCC Program. 

Bow much of It Is Involved now ta 



meaty to Iraq. Or h ft jo* so 
elen made simply by Um Kfcpai 
rt os muef 

Mr. Crowder mpoodod: 


t 0< Ag- 


Kuwait, making 
buyers, who can afford one, pay a 
much higher pries even now with so- 
caDed deflation? 

One muot be concerned. The CCC 
Program for Iraq Is a prime example 
of bow the State Department and the 
NSC use United States credit pro- 
grams ss a back-door m ea ns of fln o n o* 
lag your foreign policy objectives, 
often at the expense of the drifted 
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NA-nONAL SECURITY OOUMOL 

WAMOTCN. O.C. MM 


April 0, 1991 


3? FAX 

"2*T. , 

cc> <0,'cSci\ 

Ca*xt£C 


bt&l~ 


MEMORANDUM FOR JEANNE S. ABC3I3AJAT 

C • 30YDEN GRAX * <*/■"• *t n f '' 1 U 
FRED GREEN . 

SS££, i ££U£^h> 

ALAN RAOL -U>0 A 
ELIZABETH RINDSKOPI ’ . 

EDWIN WILLIAMSON ^SZ %J*~ 

WENDELL WILL2CIB - cV^v»^<t 

SUBJECT: Meeting on Congress ional Requaat a 

and Documents 


Su«A4^tT^JU 

C'iCOi'.AO,— 


for Information 


First of sil, I apologix. to Treasury sad Agriculture for set 
< -v- 1 tine thorn to tho mooting today on responding to congressional 
requests for Information and documents pertaining to O.S. -Iraq 
policy prior to August 2, 1990. At the eeeting, it baeata 
apparent that these departments should have been present. I 
sha’l schedule a seating for toaorro* on requests pertaining to 
S BNt/ca iatters to Which Agriculture an2 Treasury will be 
Invited. 

After reviewing the requests thee fer received for information, 
today's meeting concluded that: 

— Department General Counsels should review and inventory all 
requests to determine which, if any, raise issues of 
executive privilege (deliberative process, -oreign 
relations, national seoirity, etc.); 

— Alternatives to providing documents should he explored 
(e.g., briefings); 

when access to documents “J 9 c 4^5 
recomaendet ion should be circulated to this group **• 

clearance# 

— A raccsawndatioa to provida accass should bar retrlstad cs 

saabars only subjacs to thaaa r? 

ba ratal sad* notas may ba taxan but ^y.:" 

e'assi^cetion by the department or agency in quest— 

(FTI: ‘our legislative affairs office recommends against 
insisting that members coca to departments to read 
documents.); and 
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— In any event, departments and agencies should seek guidance 
fro* this group in cases of doubt. 

I hope you agree that this summary fairly represents where v« 
cane out. 

Nicholas Rostowj>^Z— . 

Special Assistant to th. Sr.sid.nt 
and I*?al ACvdiar 



United 9tet«t 
Otptrtnunt o< 
Agriculture 


Office of tfte 
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Counse l 
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April 17, 1991 


MEMORANDUM FOR THE SECRETARY 

FROM: Alan Charles Rauy£J^ 

General Counsel ' 

SUBJECT: Iraq-Related Document Requests; 

Response to Congressman Rosa 


ISSUE 


On April IS, Gene Bailey and I attended a meeting called by the NSC to discuss 
the Administration's response to Congressional requests Cor Iraq-related documents. 
USDA has received document requests from COnpessman Gonzalez, Ch a irm a n of the 
House ttanirtng Committee. and from Congressman Rose of the House Agriculture 
Committee. 

Congressman Rose wrote to you on April 12, 1991 (copy attached), expressing his 
request for documents in rather forceful terms. A proposed reply for your signature is 
attached. 

DISCUSSIQH 


1. BarirymuniL The NSCs legal adviser and director of legislative affairs 
called an inter-agency meeting to discuss the Administration 1 ! response to n umer ou s 
requests for Iraq-related documents. Boyden Gray attended the meeting, a did the 
Assistant Attorney General for the Office of Legal Counsel and the legal and 
congressional officers for State, Treasury. Commerce, and Energy Departments a well a 
the CIA, NSA and Joint Chiefs of Staff. Each agency reported on document requests it 
had received. The House Banking Committee, House Agriculture Committee, House 
Ways and Means Committee, General Accounting Office, perhaps the Foreign Relations 
« as well a other committees, are requesting Iraq-related m a teri a l s. 

The Treasury Department reported that it bad permitted HOI staff to review the 
National Advisory Coundl minutes regarding inter-agency consideration of the Iraq GSM 
request. The NAC minutes were reviewed in the offices of the Treasury Department; 
the Committee staff wa not provided with any co pi es of the NAC ndiaita 
COtyessiooal staff members were not even permtaed to take noea on any rtasriflrl 
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Memorandum for the Secretary Page 2 


1 Deliberative Materials The Justice Department emphasized the oeed to 
determine which documents contained Information that could be central to the 
Presidency, such as national security, diplomatic and other deliberative matters. The 
Assistant Attorney General also suggested that minority as well as majority staff 
members be included in whatever document review Is allowed. He further suggested 
that. If appropriate, agencies should consider entering Into confidentiality agreements 
with the Congressional committees or editing out the deliberative or advisory portions of 
potentially privileged documents. 

3. Coordination and Review. The meeting concluded with NSC suggesting 
that the coordinating process would continue to be available so that agendas do not 
pursue inconsistent approaches. It was also noted that the objective is to cooperate with 
Congress, while also ensuring that appropriate protections are accorded to deliberative 
materials. Also, the inter-agency nature of the subject should be recognized - therefore, 
agendas should not act unilaterally. In particular, an agency should not disclose 
do c um e nts in Its files that were originated by another agency without advance 


Finally, It was agreed that materials should be reviewed before being 
prodded to the Co n g re s si o na l committees and tbi t e a ch yg ff*Ky should a list or 

4. *»h nattA I propoM lb* following procedural and guidelines 

ia respoosa to ttwso docuasas requests within USDA; 

L Requests should be received in writing 

2> Piny r eceWng r e que st should fawwiJ copies toe 

a, Bhanenth al /Q" Connor (Cage) 

b. Raul/Broscfa (OGC) 

c Oowder/Acker/Hovemale (IACP/FAS) 

4 Bailey (OCR) 

«. Snead (OIO) 

v OGC wfll review each reouest and nrovide advice. 

4. Poteadafly i w p o niw files and/or do cumen t s will be rev iewed or evaluated 
byOOC 

1 To (be meat raqaesttd and appropriate (within OOC advice), access to 
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Memorandum for the Secretary 


Page 3 


6. Relevant agency will make copies of potentially responsive materials and 
provide to OOC 

7. Agency or OGC (to be decided after consultation) wifl provide copies to 
Committee with appropriate cover letter drafted by OOC 


SUMMARY 

The NSC is providing coordination for the Administration's response to 
Congressional document requests for Iraq-related materials. The process is intended to 
be a cooperative one; it also recognizes the Executive Branch's appropriate 
confidentiality interests. Many Congressional committees are investigating the subject, 
including the House Banking Committee and House Agriculture Committee. These two 
committees have submitted document requests to USDA. 

In co n nection with the request from the House Agriculture Committee, a 
proposed response to Congressman Rose’s April 12 letter to you is attached. 


Attachment 




Richard T. Qowdcr 
F. Eugene Bailey 
Leo n 

Kelly M. Shipp 
Gary R. Btumemhal 
William O’Connor 
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Thai Under •aaraury far uimtc mw> u 
WaenmQtort, OC 80830 


February 26, 1991 


menonmidom rot wexdell vzllxzi 
General Counsel 

rtoti Dennis Kiosks^ 

subject t Iraq Printout 


At your request, Z have asked the Office of Export Licensinq 
staff to prepare a report on the preparation of the printout for 
Chairman Barnard. A copy of this report titled "Iraq Data Base 
Assessment” is attached, along with Qs A As and a case-by-case 
iuaaary of any corrections Bade to the printout. X believe this 
fully responds to your aeaorandua to ae of February •. The first 
printout provided to the Coaalttee la a suaaary reference docu- 
sent which is responsive to the Chairman's request concerning the 
history of exports to Iraq. The document also refleets Fifth 
Floor and White House guidance not to provide information that 
was not direotly responsive to the Cbal ra an's request. Please 
note that to date, four printouts have been provided' to' the 
Coaalttee — the first two by ECCNs, and the other two by end- 
users. 

X'have also been informed that the list of four suspended cases 
to Iraq was not supplied to the C ommittee, although Hr. Jacobs, 
Barnard's chief of Staff, was told about it during one of the 
briefing sessions. Z have given instructions that the list be 
given to the Coamittee. 

Z would be happy to brief you on the report in greater detail. 


Attachments 
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IRAQ DATA BASS ASflESSKEMT 


Information on export license applications to Iraq is contained 
in the Export Control Automated Support System (ECASS) data base 
That data base contains more than 1.5 million records dating bacJ 
to 1980. There are more than 400 different computer programs 
that can be used to access the data base to obtain different 
information. 

Records dating back to 1980 are very sketchy and cover little 
more than the date of receipt and final action. In the mid- 
1980s, the data base improved greatly but still contained many 
inaccuracies as data was inputted by key punch operators. In 
1988, the data base accuracy increased once again as application 
information was entered either electronically from the exporter 
or by scanning applications with Optical Character Readers. 

The actual data base can only be modified by the Director of the 
Office of Information Resources Manacement (OIRM) or by his 
Deputy. tfo one in the licensing office nor any senior managenen 
official has the capability to access the computer and modify an 
existing data. 

Congressman Barnard requested on September 28, 1990, a list of 
all export licenses to Iraq from 1985 to August 2, 1990. He 
asked for: * • 

o Disposition of each license application, 

o Requestor of each license application, 

o Product to be exported, 

o Approximate value of sale, 

o End-Ose, 

o End-Oser, and 

o Export Commodity Control Humber (ZCCV) • 

The Congressman stated in his request that he understood that 
"the requested information is on a computer data base and is 
readily accessible." 

Accordingly, ve decided to respond to the Congressman's request 
by preparing a printout generated by the EGASS data base. For 
the disposition of the export license application, ve asked the 
computer to list whether the case was approved, rejected, 
returned without action, or embargoed. For the requestor, we 
provided the name of the applicant — the exporter. 
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For the product to be exported, we used the description 
associated with the Export Control Commodity Humber (ECOJ) 
contained in the data base. He thought this would be more 
helpful to the Congressman rather than printing out the lengthy 
listings of technical specifications and nodal numbers. Thus, 
for exaaple, a product description read; "Electronic Computer ar 
Equipment" rather than the specific aodel and technical details 
of the computer in the application. 

For the value, we used the value submitted with the application 
For the end-user, we asked for the ultimate consignee. For the 
end-use, we asked the computer to printout the end-use as listec 
in the date base. For the ECCM, we provided the ECCN. 

In reviewing the printouts before their submission to the 
Congressmen, we compared each entry for accuracy with inforsati< 
that was available on microfiche records. Zn <3 instances out ' 
the 1,123 licenses processed for Iraq during this period, we 
found that the data base did not correctly reflect the 
disposition of the application. Not surprisingly, most of thes 
instances were for applications before 198S. Based on concrete 
and specific documentation available on microfiche, we correcte 
the data base by including the additional information. These 
corrections are detailed case-by-case on the attachment. 
Generally, they included: 

■ • • 

o Additional information not reflected in the data base, 

o Opdating other agency recommendations or adding positions 
where the most recent recommendations had not been enters 
into the data base, and 

o More deteiled conaodity or end-use descriptions where the 
information in the data base was insufficient or 
misleading. 

All of the recommended corrections were forwarded to OXMt for 
entry into the data base. Again, no corrections were made by « 
licensing personnel or by any senior managers in the 
organisation. 

with respect to the data provided to the Congressman and the 
positions of the other agencies, these reports were cleared wit 
those agencies. All advisory agencies. — Defense, State, Enerc 
and the Subgroup on Nuclear Export Controls (SNEC) — have 
reviewed these reports and concur in the accuracy of Commerce': 
information and, with one exception noted below, in the manner 
which it appeared in the data base. 


55-675 0 - 93 - 12 
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The on* exception concerned the State Department, which request! 
a Modification to the data presented to the Congressman. While 
Commerce's data base showed that several of the applications 
which had been referred to State had received a recommendation - 
approval, the State Department wished in those few cases to bav- 
the recommendation changed to on* reflecting that State had 
raised no foreign policy objections. State contended that in 
these few eases there was no formal requirement to refer the 
application to State, and, thus, no formal opinion of approval 
from State was required. Commerce refused to alter the data ba 
but did agree to footnote those few instances with State's 
preferred description of its position. 

With the exception of the corrections noted above and in the 
attached case-by-case description, no changes were sad* to the 
data base. The printouts provided to the Congressman factually 
represent what is in the ECASS data base and what has always be 
in the ECASS data base. The ECASS system is one of exceptional 
security and was designed with internal safeguards and audit 
trails to preclude alteration. 

Zn sum, the printout provided to Mr. Barnard is a summary 
reference document that is responsive to his September 28, 1990 
request. The printout is also consistent with Fifth Floor 
guidance and requests from both State and the NSC that no 
additional information be provided that does net directly addre 
the Cemmitte's request. 
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UWITtO STATES DEPARTMENT OF COMMERCE 
TH» Inspector Control 
*4Vwt9tOA. OC 202X3 


JUN 0 4 159* 


MEMORANDUM POR: 
PROM: 

SUBJECT: 


Robert A. Mosbacher 


Secretary 

Frank DaGaoj 
Inspector 




Report on Iraqi Export Lieonso Intonation 
Bureau of Export Administration 
STD-20S-1-0004 


At the request of the Department's General Counsel , we reviewed 
the releases of Iraqi export license information to the Chairman 
of the Subcommittee on Commerce, Consumer, and Monetary Affairs, 
House Committee on Government Operations. Our review disclosed 
no evidence that Bureau of Export Administration personnel 
deleted entire export license records before they submitted the 
information requested by the Chairman. However, we did confirm 
an initial report by the former Under Secretary for Export 
Administration that a small pereentaqe of certain data of the 
Iraqi export licenses processed ware changed in submissions to 
the Hill. 

tareau personnel, including the former Under secretary, stated 
that while preparing printouts for submission to the Chairman, 
changes were made to selected data on dd approved export licenses 
for sales to Iraq. Our review disclosed changes to data on two 
additional licenses concerning trucks. Sureeu personnel also 
changed permanent records on the Export Control Automated Support 
System database, ’comp r omising the integrity of the Iraqi license 
records. Neither the changes to the data provided to the 
Chairman nor the ch a n ges to the system database were adequately 
supported. Our review disclosed that the former Under Secretary 
oeneurred with all changes to the data sent to the Chairman, but 
was unaware of any system database changes. With the exception 
of changed to five truck licenses to r e m ove a reference to their 
potential military use, the changes were inconsequential and 
eliminated apparent inconsistencies in the license information. 

This report contains recommendations to ensure the integrity of 
the export licensing data and any such data submitted to the 
Congress in the future. These recommendations have been 
discussed and agreed to by Bureau officials: wo are therefore 
iesuing this report in final form. Department Administrative 
Order 213-5 requires operating units to submit an audit report 
action plan, including a timetable for implementation of the 
r e c oams nda t ions , within 90 days of the date of the audit report. 
Accordingly, wo request that the acting Under Secretary of the 
Bureau of Export Administration be directed to submit such a 



352 


plan. Ha ara providing a copy of this report to the acting Under 
Secretary and to the General Couneel. 

Introduction 

Beginning in September i»*o, congressman Doug Barnard, Jr., 
Chairman of the Subcommittee on Commerce, Consumer, and Monetary 
Affairs, House Committee on Government operations, sent several 
reguests to the former Under Secretary for the Bureau of export 
Administration for lists of export license information on Iraq 
from IMS through 1SS0. The former Under Secretary responded 
with computer printouts on October 10, October 24, and Oeceaber 
12, ltso. 


The October 10 printouts did net show whether the licens ee were 
referred to other departments under applicable licensing 
regulations. The regulations require BXA officials to submit 
certain license applications to the Departments of State, Knergy, 
and Defense. The October 24 printout showed information on the 
referral to other agencies, but it did not show the other 
departments' responses or reco*aendations. The Deoember 12 
printouts showed all referral information, including the other 
departments' recommendations. 

On February S, IBM, the Department's General Counsel askedtbe * 
former under Secretary to provide a report addressing Mother (1) 
the printouts were misleading, (2) oertalaend users of Me 
licensed commodities were delated or changed, and (2) tbs 
characterisations of the licensing information bad been 
materially changed from tboae originally in the system database. 
This information was requested because of media- report ed 
allegations that axport license information and records were 
deleted from the Bureau's files. The former under Secretary 
provided the report on February 2d, l*fl, acknowledging that 
Sang oa were made to the information given to the Chairman. 


On March 11, following continued media r 
license information was deleted from the 
General Counsel ashed the Office of xaep 
this matter. 


i that Iraqi expor t 
m's files, the 
General to review 


The purpose of our review was to determine d) if eny changes 
were made to the information prior to submission to the Chairman, 
(2) if any changes were made to the export control automated 
system databese re co rds, and (2) the accuracy and completeness of 
notations indicating tha positions of other departments involved 
in reviewing licenses for exports to Iraq. 


Me interviewed O 
responses to the 


officials involved in preparing tha 
a, including the former Under Secretary, 
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and officials froa the Oaf ansa, stats, and Energy Dapartaants. 

Ns reviewed tha Bureau's support for the acknowledged changas to 
tha printouts furnished tha chairaan, and datarainad whether 
Buraau parsonnal had also changad othar lieansa lnforaation in 
tha export lieansa systaa databasa. Buraau officials did not 
maintain any eopias of tha printouts provldad to tha Chairaan, so 
we obtained Iraqi lieansa lnforaation storad on magnetic taps as 
of Nay 23, 1990, and providad last August by tha Buraau to 
anothar government agency. Tha taps did not include archived 
axport lieansa data for fiscal years 19SS and 19B*. Ne also 
obtained a copy of the printouts fros tha congressional coaaittes 
that racaivad tha lnforaation. He eoaparad tha copies of tha 
printouts subaitted to tha Chairaan with tha information providad 
on tha Nay 22, 1990, eoaputar tapa. Ha also eoaparad tha data 
shown on tha December 13 printout with tha data froa tha Hay 22 
magnetic tapa to determine tha reliability of tha Iraqi 
lnforaation in tha databasa — that is, whathar axport license 
records wars delated froa tha databasa. 

Ne did not examine tha internal controls over tha input and 
maintenance of data in the axport licensing systaa. Instead, we 
have initiated a separata review over these controls and will 
provide you with a copy of that report whan that review is 
completed. 

This review was performed at Bureau headquarters and at tha 
Dapartaants of Defense, State, and Energy in Washington, D.C. 
Except as noted above, tha review was conducted in accordance 
with generally aooepted government auditing standards and was 
performed under the authority of tha Inspector General Act of 
1970, as amended, and Department Organisation Order 10-13, dated 
Nay 23, 19S0, as amended. 

hiraau BMOUMMUl QjUgaA Information on as licenses 

la his report to the General counsel, the foraer Under Secretary 
stated that Bureau pers o nn el changad licensing data on OS of the 
1,130 licenses (later a me nd ed to 1,130) processed for Iraq froa 
1908 through August 3, 1990. Bureau parsonnal acknowledged one 
additional license data change as we began the audit. Ouring our 
review, we identified two additional license data changes that 
ware net previously acknowledged, bringing the total to os. 

The license data changes were as follows* 

(1) Descriptions of trucks ware changed on five license records 
to eliminate a reference to a design for military use. 

(3) Notations were ramevad on 19 license records that had 
indicated r e f er ra ls of licensee to anothar agency. 

(3) stated positions of ether agencies that revise or approve 


3 



354 


end us* tUtnuti were changed on five licence * . On four 
1 Icons** for oqulpnont used In • "magnetic media factory," 
the doocrlptlon* of end uso* uor* expended. Th* expansion 


■ddod th* phroao "to [manufacture) video tap** for consumer 
oloctronic*." On on* lic*n**, th* exporter had ln*«rt*d a 
cownt that, "According to our Information th* *nd ua*r i* 
involved in *illtary matter*" in th* *nd ua* field. Our*** 
personnel d*l*t*d th* comment. 


Th* export regulation, provide a n *xpor t control eennodity 

PC* MUtMT 08*" to "COlwnCIAt UTILITY 
r igc o TRUCKS" or "VHIICLSS." fl>* former term is consistent with 
theterm* used in the export administration regulation* a* th* 
nMtrt t description of the truck*, w* found no change* to 
oanaral description* of other licensed oonnodltle* that mad* them 


h Bureau official told u* the commodity description* Mre cfaanged 
to clarify tiMt th* Bureau doe* not lic*n** th* sal* of military 
trmok*. Th* official aleosaid that the dee crlption^ angMwere 
n4 Kv a t»h»f DCDtltMIlt lcttfT tO IS UpSTtlf 1A 1993* 
ThT ietterTndicated that th* exporter** truck*, 


The letter indicated that the exporter;* «m«*^ 
intended for sale to Iraq, were olasaified a* *oo 
cargo truek(*). a 

Bureau to approve lie 
are not on the 0. I. I 


rial utility 


te^u 1 to^move llo5»o* for th* sale of military truck* that 
ET£t« tC oT •• hunitlon* Lit. Suc h vehicle * are prim arily 

sskkSiI?* 1 ^ Jri&LSd srSt^i?^^MJ^tt*r 

ii^ Stt* l MpMent officials, t h*y in forme d us that th* let ter 
provide* n*~ju*t3i5tianfor th*^d**oriptlo* 

IHhs a; ssnr 

chSgo* uur* unjustified and misleading. 


w . oumand five lican*a * for trucks, including th* 

«^M^^Ifond7Tha total value of th* licensed truck* nn 
aMr million, or a p w r orl mot el y 1/1 of th* total value of ^ 
!£L£Ll*xoeSt 'lio*n***forlraq during th* period under review. 
Xn^factf more than it p ercent of th* total v alue of the ch anged 

Although th* lioa n*** w are a^ruve*, 

tht mo lice n se d tret* have been shipped. 
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Bureau personnel deleted 1» referral notation* to other agencies; 
however, those actions were not clearly justified. Nine 
referrals to the Oefense Department for coaputer pert* and 
components were deleted, and ten other referrals for various 
other commodities were also deleted. Bureau personnel told us 
they deleted the notations related to the coaputer parts and 
components because the Licensing Officers' Operating Manual 
stipulates that parts and components licenses should not be 
referred to the Defense Department. 

Me reviewed the operating manual and found that it contained 
conflicting procedures as to whether licenses for computer parts 
and components should be referred to another agency. A dated 
procedure could be used to Justify the referral notation 
deletions, but e more recent procedure required that the licenses 
he referred to the Defense Depertment for approval. 
Notwithstanding the position of Bureau Personnel that coaputer 
parts and components need not be referred to the Defense 
Department, they were referred and licensing issues were settled 
amSngthe appropriate agencies. Under the circumstances it would 
have been mors appropriate to heve included the referrals in the 
printouts and explain the resultant positions where necessary. 

Me did not review the entire manual to see if it contained other 
conflicting or oonf using procedures. However. Bureau officials 
should perform such a review to ensure that licensing personnel 
have clear, unambiguous procedures to apply to each license 
application. 


FJTTir-n- 


ate 1 > frfia it chanaM udt to othor iqinoy positions to 

S^ilSTwhe^ tS^angS were well docuZmted and supported. 
Bureau personnel told u s that t he chang es te other 
positions were •corrections" supported by expert licensing 
regulations and files of originaldocuaents. 


Our review of tbs doc u me n tation used to support the chanj^s 
■hmrai that IB of the changes were based only upon the Bureau 
li ce nsing officer's written notation that an agency position had 
chingid. ns also found that 31 of the 3* changes «r» not 
Supported by reliable independent documentation. The licensing 
officers often did not base the changes on independent supporting 
documen tation such as memoranda prepared by officials of other 
egencles. 

■greeu personnel also did not provide adequate support for 
changes thatreaoved notations indicating referral to other 


documen tation such as memoranda prepared by officials of other 
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agencies. Additionally, each 1 leans* application aust Include a 
stataaant on the and usa of the coaaodlty being exported. Bureau 
personnel did not provide adequate docunentation to support the 
changes In the end us* statements. 

Bureau personnel stated that they had discussed all changes with 
officials of other agencies to confirm that the changes 
accurately reflected their positions. Bureau personnel further 
stated that these officials concurred with the changes. 

We asked officials at the Energy, State, and Oefense Departments 
to verify stateaents by Bureau personnel. The Energy Department 
official disagreed with three of 10 position changes. However, 
he did not indicate that additional action to correct the record 
was needed. A Oefense Department official stated that 
aooroxiaataly 10 percent of the licenses were approved "with 
conditions, "while the Bureau's records indicated that the 
licenses were siaply approved. Another Defense Department 
official stated that he told the committee staff that he was 
■•tlsfied with the presentation of the Defense Department's 
positions on the printout. The State Department did not disagree 
with the stated positions. As a rasult of the other agency 
officials' comment*, w* consider the changes to the positions and 
the deletions of the referrals to have had little effect on the _ 
Iraqi license information given to the Chairman. 

M* found that the other agencies did not maintain complete 
records of the license applications submitted for their review. 
Defense Department officials told us they defended ran the 
Bureau's files to support the changes in their positions. 
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The Bureau maintains th e Exp ort Oont ^°^ Automated *)["**" ' 

which provides license processing and historical information on 
eSp^t licensing activities. It alao provldee the ^taneeded to 
support enforcement motions for t license violations. The 

system oontains the official license applicatio n , the JPPUcatlon 
tracking information, the license, and tbs follow-up actions. 


The system allows changes to applications befor e thy are 
approved i however, once a license is lsauedltbacomas am 
hlstorlool record and no changea by “censing officers are 
permitted. The date of final action is entered automatically by 
the system and cannot be changed, changes to the database can be 
sad* only by computer personnel within the Operations Division 
tfitm the specific authorlxation of the Director, Office of 
information Resource* Management. 


We found that Bureau personnel forwarded a lis t of tha prevlously 
itittd chiiiQtf to BXA'fl offiot of Information Oooonroso 
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Management, with a request to change the permanent licensing 
database. OIRM officials acknowledged that they changed the 
license records solely on the basis of the highlighted list and 
oral assurances by licensing officials that the changes were 
justified. They neither reviewed the documentation used to 
support the changes nor requested copies to maintain in case 
questions arose in the future. 

OIRM officials should have required authorization and sufficient 
supporting documentation before changing permanent records in the 
system. Changing system data without support compromises the 
system's integrity and confidentiality. 


Reco— eiw fetlons 

He recommend that the acting Under Secretary for Export 
Administration take the following actions! 


1 . 


a. 


3 . 


4 . 


9 . 


Ensure that any future changes to export license information 
submitted to Congress and to the Export Control Automated 
Support System are authorized and adequately supported with 
appropriate documentation. 

jtetaln complete documentation of the positions of all 
agencies involved in processing export licenses. 


ttisure that the system database accurately reflects all 
egeney positions. 


Clarify the procedures in the Licensing Officers' Operating 
Manuel for the referral to the Defense Department of license 
applications for computer parts and components intended for 
shipment to specific countries. 


Ensure that the Licensing Officers' Operating Manual is 
reviewed to eliminate other conflicting or confusing 
licensing " 


oet Wendell willkie 
Joan Montes 
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Special Order - April 28, 1992 

gj gff i lKrer AggOClflteg. Scowcroft. Eaaleburaar. Stooa. Iraq and BNL 

-Background on BHL scandal 
-Henry A. Kissinger, BNL and Iraq 
-Importance of the BNL scandal 
-Brent Scowcroft, BNL, and Iraq 

-White House and Scowcroft-led NSC role in BNL handling 

-Mr. Scowcroft, BNL and the CCC 

-NSC staff heavily involved in CCC decision 

-NSC and US DA study of BNL 

-Scowcroft gets in the act 

-NSC and White House involved in thwarting investigation of 
Iraqis? 

-Eagl eburger , BNL and Iraq 

-Winning approval of the CCC program for Iraq 
-BCCI affiliate a client of Kissinger Associates 
-Conclusion 
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ApriiHiM 


COffGMSSIONAL MCOftD— I 


rtHten Inunr* 
land ladSiTtmyi 

i fraud by keeping ft sacra* eat 
m# that omw a lo d 
italoiMUIrH. 
mka «wr» pnafaWy 
not rumUud U H&% MnafMMat 
In loot or lo tbt book wbte? 
iimeta raporaMi far regukattag 
BKL*i operations fe» Uw Utoted Stoles. 
TO dote, amnl of tho former empl oy- 
too hm pleaded tuUty to the conspir- 
acy and signing fabe financial state- 
ments. Tho former manacor of BNU 
Chiio DrogouL com to trial on Juno 1 
Ho daliao that tho BNL ma na pomo n t 
la Room woo aware of tho loano to 
trap and the United States and Italian 
Governments should have boon aware 
of the loans. 

Tho M billion plus In BNL loano to 
Iraq betwee n lid and 1H0 wore cru- 
cial to Iraqi efforts to food Ns peop l e 
and to build weapons of mam d e a l ro c - 
Uon. In addition, the BNL loans wore 
crucial to Rescan and Bush adminis- 
tration efforts to amlst Saddam Hue- 


Tho loans to Iraq were apBt Just 
about evenly between agricultural and 
Industrial loans. Iraq used a little over 
§2 blltlon to purcham agricultural 
products and to pay for the shlpplnc 
charges aesoclaled with the delivery of 
thorn products. Wen over MN million 
of ecrtculturwrelatcd loans ware guar- 
anleod by the DA Depar tsmnt of Ac* 
(USDAS) Cc mm edit r 


iMs poesMef The eoemalttee Is sUU be- 
vest Ice tb>c the extent u which the 
UA Oeeernmewt had knewtedce ef 
the BNL scandal 

Several ef BNL** high level Mends 
la the United 0utm should hews been 
eware ef the BNL l e an s to Iraq. The 
high level patrons that I am refocrlng 
to are Henry Kissinger. and Ms I 


croft and Lawrence Baglebu nor. 

Several Iftoslngvr A sso dal m t 
had extenstva deaUngs with Iraq h> 
eluding Volvo, Midland Bank. Cham 
Manhattan Bank. PtaL and Assa 
Braun Boverl and thorn same wi m p s 
nJm also were the beneficiaries of BNL 
loons to Iraq or were Involved In some 
way with BNL-AUanta. 

Kissinger. Scowcroft, and Eagle- 
burger maintain that they were un- 
aware of the BNL loans to Iraq. I offer 
no definitive proof that they were 
aware of the BNL loons, but I will ex- 
plore In more detail their Interlocking 
relationships with BNL and Iraq. 

In addition. I will reveal that both 
Mr. Eagfeburger and Mr. Scowcr oft 
played a key role In the Bueh adhtob 
traitors handling of the BNL mends!, 
even though BNL was s paying dlsoc 
of Kissinger Associates m' 
prior to the BNL scandal 


HSUS 


IMF conference In Washington. DC. 

Other BNL advisory board mtmbwa 
tadudsd David RocbefsOer. the chato- 
man ef the Rockefeller Ore u p and a 
director of Cham Manhattan Bank. 
Plane Trudeau, the former Prism 
Mbdsto of Canada. Lord ThorarcrofL 
British Minister ef De- 
fame. and other politically wefl-osn- 


After my April B, 1H1. floor stato- 
Mot on Mr. Ktosfc**r. be told the PI- 
nandal Times ne ws p ap e r that he had 
resigned from the BNL advisory board 
a week before the BNL indictment In 
February tail because “he did not 
want to answer qaoHono about such 


Two weeks ago. the prominent TV 
shew. “CO Minutes." revealed that Kto- 


advisory board In February ltfl. a a he 
had told the Financial Times. In tort. 
“SO Minutes" reported that Mr. Kb 
atapr served on BNL*s advisory board 
until hb contract aspired In Urn 
of If# I. more than 4 i 


BNL was the largest participant fen 
the Commodity Credit Corporation 
(OOd program that Iraq used to pur- 
ahem about If bfUtoa In Untied Blaise 
agricultural commoditise between IMS 
and IHQl Had the U8DA ever Inspect- 
ed the publicly available fhmncCal 
statements of BNU they would have 
moot likely uncovered the scandal 
years earlier. 

The remaining ft b fM o n plus fin 
BNL loans to Iraq went to Iraqi Oov- 
t entitles Involved In running a 



one of the best 

powerful 

advtocs of the post-World-War D era. 
He began hb poUtlcal career In IfM as 
a consultant on military affairs. 


Joint Chiefs of Staff, the National 
eurtty Council, and the Department ef 



vto chairman and Mr. Lawrence 1 
lehnrycT. the president ef 



secret Iraqi mllllary technology pro- 
curement network. The procurement 
network, which operated through 

front companies situated In Europe - tK . ..- u . llK 
UK) the OnlUB But m. u Mtf Um BNL * 

lauu to «uppl|r Inql mlute NmuIuL 


la IMP. ha 
Nixon's National Security Adviser, and 
la IMS Nixon named him Secretary of 
Blau. He held that post until tfTV. In 
IfM. Mr. Kissinger was appointed as a 
of the President** Foreign In- 
Advbory Board IFIABL 


Before detoflh* the veletlomhlp be- 
twesn BNL and Mr. Bo o wc r ufl and Mr. 
Tsglskurgsr and Um tola they played 
In tbs handling ef Um BNL scandal. I 
wffl provid e some background la order 
to put their actions Into perspective. 

•how In previous floor 


rruu wtth tnrfattml pood. M* u Pto^wtotomw^ 


dal alloy steel and aluminum, cbcml- through Um firm ihut_ bears hb name, 
cals, and other industrial goods. 

A number of the procurement net- 


Today. Mr. Kissinger b active as a 


work's Imports from Um United States 
wore guaranteed by Um Export-Import 
Bank. In fact. BNL was also a major 
participant In Um Export-Import Bonk 
program for Iraq. In total. Um Exbn 
bank program h e lp ed to finance Um 

aale of over SSM matter 

r to various Iraqi 0< 


Kbstngsr Asso ci a t es. Inc. Hs founded 
the Ann In tags, and he has offices In 
New York and Washington, r be ing* r 
Associates analyses political rbk and 
International economic trends to help 


mods t 

852 


In I n d u st ri al 


It to truly smash* that Um BNL 
* I went on so long so It did. Vert- 


operations In a foreign country. 

was a 

member of the 8NL1 International ad- 
visory beard and during Um he ight ef 
Um BNL-AUanta scandal BNL was a 
pay i ng c l ien t ef KT es tngi r A mo ctoHe . 

Henry Kbdnger wee a poM 

of Um BNL*s advisory beard 


doctor linked to Um decline of Um 
Polled Btotoe-traq relations. I have In- 
troduced num e ro us documents shov- 
ing that the CCC prog r am for Iraq 
was the oorneretocm of United Stolen- 
Iraq relations. In turn. BNL was Um 
largest participant In Um CCC pro- 
gram for Iraq. 

When Um BNL criminal InvecUga- 
Uon In Atlanta u ncovered slgwlflrunt 
flood and abuse In the CCC program 
for Iraq. It Jeopard toed Um oouttew- 
atioo ef Um CCC program and Um cor- 
nerstone ef United Sutes lraq rela- 
tions began to crack. The BNL Investi- 
gation also revealed that h ig h l eve l 
Iraqi Oevemaaent officials were In- 
volved In the scandal. Including Um 
moot p owerful man hi Iraq. 
Hussein's aon-tn-law. r 


tftnk between Um BNL 



Um CCC program, conoid- 
12. IMS. Stole Depart- 
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T*m wfcMN mm. manta b «mu> to- despite Um findings of the BNL the BNL managm neat On thru rue 

—— «* »Ml COC wmnm and Ugaten In Atlanta. ^ and 1999. Mr. 

•mmW mpumtad from * The farmer Deputy Assistant te the Scowcroft briefed the BNL board an 

T» (frustrate of the serious problem* President. and Director of Cabinet Af- hurmUoMl political and economic 
unc c wn d tor Um DfL Investigation fain. Mr. Steve Danaaraky was mm of develooacnta. In addition, when Um 
and Um scandal* po tenti a l tofluenc* President Buah* atari assigned rt> praaMratof BNL traveled te Um 
* o Um COC program ter Iraq la con* sporolbUlty for overseeing Um late united State* to attend the annual 
Ulnod bi an October IMi State De- 1999 decision to provide Iraq with 91 n<P conference. ho mot with Ktato- 
partaaont memo which states: billion In CCC credits. Mr. Demansky g*? and Scowcroft to New York. 

There are currently 10 separate bivetUra- received regular updates on the BNL months alter resigning from 

Mens mi BNL AUanu branch acuvtiy to scandal as well as progres s reports on mariates to Join the Stall 

Iraq, tt now appears that si s adnbaum. eta the U8DA*s efforts bo win approval for Vr Scowcroft was 

manta o t the Oovtmmrat of Iraq knew of the CCC program for Iraq. 

•< *•.»«- * An o&ZFS . im vau M. ^1123^2.21^^21 

convenient to continue Mq Ha rood of- M ^ /yy nroeram and Um BNL InclujUng wtnninq sp- 

Ama. IndlcaUona are that In addttiao te vie- JLhJ livT JT JEt proval of the II bUlloo CCC program 

laUng UAL bankino laws, the BNL1 aetM- S27a«15SL for Iraq In late 1*99. Mr. Scowcroft 

Urn wtih Iraq nsay have led te dtversleo of •”* .... was also directly Involved to trying to 

CCC guaranteed funds from commodity -Pleom lei me knew U yo u* * > h ave any vtn ^releaMof Um oecond *609 mil- 

program* into military sales ••• The US. qemtlooa on this, or U flcan | provide further ™ "y ”"; trZTZ 

Department of Agriculture expectation* are in fo r m a tion on the sltuatien with Banco "J® ^CC Installment I Iraq 
that Um tovamgaUon could blow the reef Naslooale del La voce. aaarch 1990. 

off the CCC. If smoke tndkatas fire. «e may But Mr. Dansansky* role wont me erarr n*vav urvoava in ccc sertssow 
he teeing a few Uann biam bi tha Dsar bey,** monitoring the BNL scandal Under Mr. Scowcroft* direction. Um 
JKXS 5E S ond Um decision te grant Iraq addft- NBC staff was heavily Involved to wto- 
w>U€rn9 * Uonal CCC credits. A November 7. nine approval of the 91 billion CCC 

WT ^^4.1 liN. U8DA Oencral Counsel memo to program for Iraq In late 1999 despite 

Mr. Dansansky regarding the decision the Implications of Um BNL seandaL 
y.y 1 ” *° * rmnt *** ,l b,mo ° 000 pr^nm The NBC staff received regular brief- 

for Iraq states: togs and memorandums from the 

dotaftetm UMlr roles to handling UM 3*^ attached art pomibl* materials ter U8DA regarding Um decision to grant 
DlVL s c a nn a i . circulation by T re asu r y for tomorrow's MAC Iraq credits. 

many scowc ao rr . am. annua meeting. Thanks for your help on all this N8C vu .w, dircdi. involved 

jOm of Um most prominent M the In Um decision to granttheCCC crad- 

Kbdngtr Aasodateo alumni b Brent dltlonel materials I should prepare. t— * On Anrtl A 1990 USDA 

Scowcroft. President Bush's current That comment shows that Um amputate*: 

national Security Adviser and head of U8DA staff was taking orders from DusinM a* tmn mi iam am M ■ 

the NBC staff. Early to hb military Mr. Dansansky and that Mr. Dan- JSslawnsUM ir!^mrt«r^rrr 
career, Scowcroft served 1 year ss the ran a k y was mistin g the USDA In win- ^rovsl g ins’s request for so rr itss CCC 
air attach* at the United Btatea Em* nlng approval for the fiscal year 1990 auomttew ef 91 btltlsn The Blau Depart- 
bassy In Belgrade. Yugoslavia. In total. CCC program for Iraq. In addition, m sad NsliooaJ gacurttr CMse 


bassy In Belgrade, Yugoslavia. In total. COC program for Iraq. In addition, asm and National Bseurttr Council sup- 
Mr. Scowcroft has held varloiu post- Mr. Dansansky personally attended ported a dedsloa favorable to Iraq. 

Uone fen six admlnbtraUona. the Noram tMr 19 99 MAC meeting that The K8C did not limit Its scUvltteg 

After earning a PhJX and working m a de the decision on the CCC pro- ^ supporting the 1999 decision to 

In academia from 1969 tel999.be held cram. # _ # , w grantSStte Iraq. TIm NBC vu also 

a snnrwsion of national socurity posts Several Administration officials have ( u rvc yy involved In the U8DA Inveotf 
In the Department of Detente. In told the B a n ki ng Committee UiM this ggtion of the BNL scantteL 

1971. Pr esi d en t Nixon appointed flees- was the first time that a White House 

croft military aide te the President, official set to on a NAC decision te . wc ms vsa* itnr or am 

and to 1979 Klaainger chose him to bo grant credits te a foreign country. In a highly unusual maneuver, the 

Deputy Assistant te Um President for That meeting also marked Um fbst HJC had nraqponsibaity ter reviewing 

National Security Affairs. Um* to the history that the minutes snd approving the release of the 

Scowcroft of ten took charge of the of a NAC meeting were flaw! fled so ss U8DA administrati ve r eview of the 
Saiinwi Security CouneflwhOe Klo- te restrict access te the public, and Um BNL sca nd a l and CCC program for 
Safer was fulfilling hb duties as Boo- Congress. Iraq In May 1990. The NSC staff even 

rotary of State, and to 1979 he sue- There are other CCC/BNL- related went ss far as approving the date of 


•brae* waa fulfilling hb duties as See- Congress. uaq to May two. roe nbc stair even 

rotary of State, and to 1979 he sue- There are other CCC/BNL- related went ss far as approving the date of 
eoeded Ktoatager aa National Security documents with Mr. Dansansky"* Um release of Um USDA study. 

Advtber to President Ford. Although name on them— but te truly under- Regarding the release of the USDA 
ho resigned Um position during Um stand their Importance one must con- study In May 1990. Ms. Sandra • * 
Carter administration. Scowcroft elder Mr. Dansansky"* position. Mr. Charles, the Director for Near Ernst 
stayed active so a member of Um ™***.*™fcr va* the Director of Gate- and South Aslan Affairs at the NSC, 
president's general adv is ory commit- net Affairs— In other words he had sent a fax te the USDA’s Richard 
tee on arms control. direct access te the President and the Crowder, the man technically respon- 

In 1909, S c ow cr o f t Joined wi— various Cabinet members Involved to stole for the CCC program for Iraq, 
to setting up Amodals s making decisions on the CCC program Ms. Charles’ handwritten notes on the 

Scowc rof t aa vice and for Iraq and on the handling of the memo state: "Dick, with this prase re- 

head of Associate* Wash- BNL seandaL lease the N8C has no objection te 

bMton. DC office until the Given Mr. Danzansky* role In the your releasing the report. Suggest you 

heed of Um National Security Council CCC decision and hb Job as adviser te coordinate with State (Department!.** 
under Preside n t Bush In January 1999. * President Bush and Director of CaM- The NSC’s role to the USDA aftnin- 
wuns eocse see aeewcaorr-isa me sets m »«t Affairs, It 1s clear that President Istralive review raises serious ques- 
sn ■*— «— Bush was directly involved to the ded- Uone became the USDA review waa an 

I wQI not show that don te provide Iraq with a $1 billion to almost complete whitewash of the 

Bush's top artrtocn at Um Whit* CCC credits Just months before the to- problems found during the BNL tovea- 
Tnmi were directly Involved to the vaaion of Kuwait. ttgeUon. First, the scope of the USDA 

haiMBtag of the BNL seandaL IlMy to- ml scowcaorr. sm. ax» tmb eoc administrative revi e w was severely ra- 

tarvened to late 1999 to make sura Whoa at Kissinger Associates. Mr. stricted to order te downplay the 1m- 
that Iraq received a 91 toman afleca Scow cr oft worked 00 the BNL account portents of the BNL aeandal and prob- 
Han af CCC erudite far ffecal year 1999 and mat an numerous o cca sio n s with tana In ths CCC program for Iraq. 
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af the CCC program lor Iraq. Ui IM, 
UM vast majority of Um USDA study 
to based on a renew of the raeords of a 
■Ingle firm Involved tm Um BNL mfr 
dlL 

The most glaring txmpte of Um 
• hltewmsh to related U Um bwt of 
ortMther or not COC-yninntood ifrt- 
cultural com m o di ties fotl cto for Iraq 
were dhertrd to par far weapons. Tho 
conc l usi on in Um U8DA report to not 
oven supported by Um tecta or listed In 
Um report. The summary of theUBDA 
report slatec 

The USDA kMnMtUti review uncov- 
ered no evMenc* to fume that cheer has 
Men dtrcraioo of nnmacSWJes aaM to Iraq. 
It appears. baaed on a review of ae sites 
reeorda that Iraq mateSalm racondi to oo- 
UbiM proof of arrival Cor Mi OCC per* 
chases. 

In fact, a doeer look at the U8DA 
report ahoma that USDA Investigators 
did not obtain reoorda to verify that 
United 8tete* com m odltlee had actual- 
ly arrived In Iraq. Compare the find- 
ings of the report to an October 13. 
INI, USDA memo which Staten 

AKhouett additional reward) needs to he 


CCC credits for Iraq that anere delayed 
because of ths BNL scandal. 

A March ft. UN, State Depar tmen t 
memo related to the release of tho 
PtMg mi MflUoa CC C tontaUment 
lor Iraq Water “National Security 
Council staff (N8C8) contacted Um 
USDA March t to Inquire about the 
delay afterjhe Iraqi Ambaeaador corn- 
era! ScewcrofL” 


plained to Oenerml I 


CCC suarantaed fundi end or < 
any ham been Olveriai tram Iraq to third 
parties la cxchanpt for aOKarr hardwire.' 
Where do rumen t s Indkale iblsunu ar- 
rived In Ssqhdad. the Uaios appears too- 


prior to ifvMae at Interha porta McBvaln 
and the USDA IO are concerned that esm- 
m o dW a a were bartered la 
TUrfcer for mOlUr? hardware. 

Ultimately, the USDA Investigators, 
who had numerous contacts with the 
NS. took the word of the Iraqi Govern- 
ment that the CCC-guaranteod com- 
modities had arrived In Iraq. In effect, 
the USDA report to very misleading ae 
to the Issue of whether or not CCC- 
guaranteed commodities were divert- 
ed— they certainly found no concrete 
evide n ce to Indicate the goods actually 
arrived In Iraq. 

Could It be that Um NSC** Involve- 
ment In the USDA study of BNL was 
mean t to cover up an awarenaas that 
CCC-guaranteed commodities were 
being diverted to pay for Iraq weapons 
purchases? After aU. the USDA study 
eras deceiving as to the Issue of diver- 
sion. We know that Che administration 
conducted covert oper ati o ns to assist 
Iraq. We also know that various 
memos Indicate that diversion was a 
real possibility. And finally, the Iran- 
Contra affair provided proof positive 
that the NSC thought of Itself ae 
above the law. 

Taken together, these factors raise 
serious questions shoot why the NBC 
arms Involved In the BNL Investigation 
and whether or not they were aware 
of the d i ver si on of US. co mm o dlt l ee . 
These questions take on qadil Impor- 
tance In Mght of NSC Director Boow- 
croft's long affOAetloos with BNL. 


I revealed In a March 30 floor state- 
ment that the United States attorney 
In Atlanta wanted to Investigate the 
various Iraqis Inv o lved In the BNL 
scandal. I also revealed that the 
United States attorney was never al- 
lowed to Interview the Iraqis because 
of the potential negative effect such 
an investigation could have on United 
6t ales- Iraq relations. 

Instead, the State Department de- 
cided that the United States attorney 
In Atlanta would have to write letters 
to the various Iraqis Involved In Um 
BNL fraud and ask them written ques- 
tion about their criminal acthrfUss. 
The committee has documents show- 
ing that the NSC and White Rouse 
both received memo* related to the 
pen-pal Investigative strategy and the 
committee to continuing to probe their 
role In developing that strategy. 

Mr. Soowcroft was not the only Kis- 
singer Associates dfent I n volved In 
handling the BNL scandal— the 
Deputy Secretary of Slate. Lawrence 
Bagteburger. also played a key vote. 

Lawrence Eagleburger. Deputy Sec- 
retary of Slate, has held many posi- 
tions of international Influence In 
both the public and private sectors. 
Eagleburger started his political 
career In 1M7 as a Foreign Service of- 
ficer. In this capacity, he re p re s ente d 
the United States In Honduras for 3 
years, and In Yugoslavia for lyetra 

When, in 1M9. Henry Kissinger 
beeaoM Nixon's national security atf- 
vtser, Mr. Eagleburger served oo his 
executive assistant. After working as a 
political adviser to NATO In Belgium, 
and as Deputy Assistant Secretary In 
the Department of Dr cnee. Bogle- 
burger rejoined Kissinger at the State 
Department, again as bto executive as- 
sistant in ltn. 

Eagleburger mas appointed Ambas- 
sador to Yugoslavia during the Carter 
administration and served In that ca- 
pacity from ltn to IM1. Under Presi- 
dent Reagan. Eagleburger became As- 
sistant Secretary of State for Europe- 
an Affairs, and held this position from 
I tit to 1M2. Subsequently, he s erved 
for 3 /ears as Deputy Underse cr e t ary 
for PoMtca! Affairs. 

Before assuming hto c urrent position 
as Deputy Secretary of State In IN*. 
Mr. Bufcburger. Uke Mr. ‘ 


Mr. Klinger has stated t 
leburger did not handte the BNL ac- 
count at Kiss Infer Associates. Renat# 
Ouadagnfcd, the former head of BKL1 
opermUom In the United toM 

committee Invmt Ignore recently thot 
Mr. Eagleburger was at a meeting be- 
tween the BNL managers and EWe 
per Associates In New York In 1M7 or 
1993. 

White at Um State Department. Mr. 
Bagteb ur ger was fully aware of the 
link between BNL and the CCC pro- 
gram for Iraq and the Importance of 
tho BNL eoandaL A State Department 
memo dated Octob er If. lift, etata w 
-The unfolding BNL scandal to dtooet- 
!y I n volve d with the Iraqi OCC pro- 


•Mr. Eagl e b u rger's rote In promoting 
United Sts l e e Iraq relatione spans 
both hto nomns lesions at the State De- 
partment During the early IMP* Mr. 
Bagteburger wrote tetters promoting 
the use of the COC and Bximbank m 
toots to provlds United Slates finan- 
cial assi s tanc e to Iraq. Starting bi lift 
Deputy Secretary of Stele Figle 
burger played a key rote In wi n ning 
approval of tho It bOBoo OCC pro- 
gram for Iraq Just months prior to tho 
Iraqi tnvasioQ of Kuwait. 


In order to win approval of tho $1 
button COC program for Iraq for fiscal 
year lNk Secretary Baker wrote a 
tetter te the Secretary of Agriculture. 
Clayton Yeulier. and then called htaa 
personally to express hto convic t io n 
that Iraq should bo given the Mfia 
of the doubt and granted the fUQ |1 
billion CCC program for ftocal yam 
I MB Tho I mm points for Mr. 
Baker's eaU to Mr. YeuUer statec 
Oo feretoa poker grounds we soppstt a 


psftsos progress keck so track qatrkly- 
Convincing the Deportment of Agri- 
culture to support the alteration of 
the fun 31 billion to Iraq was tho teas! 
of Um Bute D ep artment's worries. 
The largest barrier was eonrinctag Um 
OMB and Treasury Deportment la 
drop their oppositio n to the 31 billion 
program for Iraq. This assignment was 
left to Deputy Secretary of State. Law- 


The Treasury Department and OMB 
were oppos ed to Um fiscal year UN 
CCC program for Iraq b ec a u se of 
Iraqi precarious financial condition 
and Um BNL scandal. Tho T re as u ry 


ftocal year tftt program for Iraq be- 
ef credit worthiness ooncenm 
did not flap Mr. ilgteb u rprr. 
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Mr. Esgteburger Mat toiler* to the 
hi gh <« t levels of the OftCB inf Treas- 
ury to via approval for the fiscal yctr 
1000 CCC program. The first was a 
letter dated N o v emb er I, Iff®, from 
Mr. Eagteburger to the Deputy Treas- 
ury Secretary. John Robson, which 

imu; 

Further to «e Ste cwml on. on foreign 
peltry poundi «• support the Department 
of AcrtrvJture*! proposal f or a full MlUon- 
OoUar program of CCC export credit guar- 
antees In FT 1«M with adequa t e mfeguarda. 
for Iras. ••• the CCC procram la Important 
to our efforts to improve and expand our re- 
lactom ertih Iras, as ordered by the Presi- 
dent In NSC-M. With retard to the real 
mm films which arias from the Investi gat io n 
Into the operations of the Atlanta branch of 
the Banco Naxtanale del Lavoro. we have re- 
ceived from the Oovcmmcni of Iras a 
pledge of eeeper r , H a> 

He Mnt s similar tetter to the OMB. 
Mr. Eagleburger’s efforta were crucial 
to neutralising OMB and Treasury op- 
position to the CCC program. After 
much lobbying and back scratching. In 
November 1909 the CCC program for 
Iraq was approved, but Mr. Eagle- 
burger's Involvement with the CCC 
program for Iraq and the BNL scandal 
did not giiT fr 

The committee has documents show- 
ing that Mr. Eagleburger was Involved 
In other aspects of the BNL scandal. 
For Instance. Mr. Eagleburger provid- 
ed the United 8tatee Embassy In 
Borne with guidance on how to handle 
proas calls related to the BNL scandal. 
Be also rec ei ved two cables from the 
United States Embassy in Italy that 
contained Interesting revelations. 

The ftm Indicated that top BNL 
manager* approached the UA Ambas- 
sador to ask for damage control relat- 
ed to the handling of the BNL scandal 
hi the United States. The secood In- 
volved a meeting at the UA Pnb amy 
at which a BNL official voiced his dis- 
pleasure at rumor* that the Justice 
Department was about to Indict BNL. 

As a aide note related to the Italians* 
request for damage control. X would 
Ifte to say that United States taw en- 
forcement officials did not conduct a 
serious investigation of the role BNL*s 
Rome management played In the over 
M billion la loans to Iraq. 1 wonder If 
BNL*s friends la the Bush administra- 
tion had a role In the decIsJoa to exon- 
erate BNL** management In Rond 

The most notorious Esgleburger In- 
volvement In the BNL prosecution was 
related to the Investigation by the 
United Stales attorney la Atlanta of 
Iraqis Involved In the BNL scandal. As 
I stated above and In previous floor 
statements someti m e between the 
BNL raid tn August IMP and early 
1M0. It was decided that the Atlanta 
Investigator* would not be permitted 
to Interview the Iraqis Involved In the 
BNL scandal. 

Instead. It was decided that the At- 
lanta Investigators would be permitted 
to submit written questions to the 
Stale Department which In turn 
would send the questions to Iraq. This 
PM pal approach to the criminal In- 


vestigation effectively thwarted the In- 
vestigation of the Iraqis responsible 
for the BNL scandal and was used ae 
an excuse to delay the rest of the BNL 
Indictment until It was more political- 
ly correct to reveal Iraqi Involvement 
In the scandal. 

To show the State Department In- 
volvement In the BNL case, consider a 
March 90. 1992 . New York Times arti- 
cle containing excerpts of an Interview 
with Robert L. Barr, the former OA 
attorney In Atlanta who was in charge 
of the BNL case until April 1090. Mr. 
Barr acknowledged that In the BNL 
case considerations of foreign policy 
had become intertwined with those of 
taw enforcement and that the 8tate 
Department was Involved In thwarting 
the BNL Investigation. The Times 
quoted Mr. Barr m saying: "The State 
Department had become Involved 
early on and that the case became 
complex both legally and because of 
foreign policy concerns. 1 ’ 

To illustrate Mr. Esglcburger'e role 
in the 8tate Department’s Involve- 
ment In the pen-pal Investigation of 
the Iraqis involved tn the BNL scan- 
dal. consider a February 9. 1990. cable 
from Mr. Esgleburger to April Olasple 
In Baghdad. The cable provides a 
status report on the BNL Investigation 
and the CCC program from Iraq. In 
the cable. Mr. Eagleburger refer* to 
State Department's role In handling 
the questions for the Iraqis Involved tn 
the BNL scandal. Mr. Eagleburger 


• • • Legal has received s memorandum 
from the USDA Oners! Owned re ams- 
mendtnc s demarche to the Iraqis to request 
amuranets that they *10 sestet Id the WL 
Investigation. If the Department of Justice 
(DOJ) or the Atlanta prosecutor have any 
specific questions they want to put to the 
Iraqis, we (the Bute Department) should 
convey them **•. 

Apparently Mr. Eagleburger did not 
want the USDA or others back In 
Washington to get wind of the State 
Department’s strategy. Later In that 
same memo to Ambassador Olasple. 
Mr. Esgleburger states: 

We have no problem with your sharing 
the above with the USDA attache at your 
discretion. but please ask that he be careful 
not to play K buck to Ms coUeacucs here <ta» 
Washington. D.C.). 

Mr. Eagleburger played a key role In 
winning approval of the CCC credits 
for Iraq and In the State Department's 
handling of the BNL ease. Mr. Eagle- 
burger did not recuse himself from the 
State Department handling of the 
scandal. 

ALA* fTOOA— KiaaiMSX ASSOCIATE! 

Another link between Kissinger As- 
sociates, BNL and Iraq Is Alan Slogs. 
Alan Stags Is a former economist at 
First Chicago Bank and la currently a 
director of Kissinger Associates. Mr. 
Stags Is said to be an expert In coun- 
try risk analysis and International fi- 
nance. Re has been Interested In the 
Middle East for many years and he* 
made extensive vistts to the area. 


Mr. Stags worked as the chief eeeoo- 
sslst of the International division at 
First Chicago Bank. The chairman of 
the First Chicago at that time was A. 
Robert Abboud. the chairman of the 
United Btates-Iraq Business forum and 
director of First City Bank. Houston. 
TX. 

The former head of BNL’s UA oper- 
ations stated that he attended a 1907 
meeting In New York with Mr. Btoga, 
the head of BNL 1 * Rome headquar- 
ters. and Mr. Kissinger. Mr. Scow-croft. 
Mr. Eagleburger In 1997. The meeting 
wae held to give BNL advice on doing 
business In several countries Including 
India. Mr. Btoga and Mr. Bcowcroft 
brought the BNL officers to lunch 
after the meeting. 

Mr. 8taga was also a friend to the 
United Slates-Iraq Business Forum. 
Hs is a friend of Mr. Robert Abboud. 
the former chairman of the Business 
Forum. On November 14. 1909 Mr. 
8togx was a panelist at a Bittiness 
Forum function titled. "Third Annual 
Symposium on UA. Commercial Eco- 
nomic and Strategic Interests In Iraq. 
Mr. Stags gave advice on the economic 
aspects of financing trade and invest- 
ment with Iraq. 

Just months before that meeting, in 
June 1999. Mr. 8taga visited Iraq with 
Mr. Abboud and other members of the 
United States- Iraq Business Forum. 
The Forum members met srtth 
Saddam Hussein to discuss expanding 
commercial relatione between the 
United States and Iraq. 

Committee investigators Interviewed 
Mr. Stags about his role during the 
June 1909 trip to Iraq. Mr. Stags 
stated that he went along on the trip 
to get to know the country belter since 
he had never before been to Iraq. He 
stated that he did not go on the trip to 
discuss Iraq's debt problems. 

To the contrary. In a "90 Minutes’* 
Interview that aired 2 weeks ago. the 
president of the United 8tates-Iraq 
Business Forum. Marshal Wiley, 
stated that Mr. 6taga was In Iraq to 
advise Saddam Hussein on Iraq’s debt 
problems and the feasibility of restruc- 
turing Iraq’s debts. Mr. Stags may also 
have misled the public about Kissinger 
Associates relationship with the BCCI 
organisation. 


sea avtiliatx a cum or kissixcss 


BCCI wse notorious for recruiting 
well connected former high-level gov. 
eminent officials around the world In 
order to Influence government policy 
and to gain protection from the law. 
They also tried to hire Kissinger Asso- 
ciates In the fall of 1909. when Mr. 
Stogm and BCC1*s representatives met 


Ing a client of Kissinger Associates. 

The day after BCCI -Tampa was In- 
dicted for money laundering In Octo- 
ber. 1900. a high-level BCCI official 
wrote a totter to the president of BCCI 
which stated: 

I nsstvsd s esO today fiem Mr. flue*, 
who Informed mo Umt Dr. Xhoto g rr rtcom* 
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feMt Mfill i UlM User' MteklMIS 
^tKrtr p mooal co ntacts wttii theftrm 
Mi mofc* the ONMW7 fecOSMMndsUsm. 

In newspaper report* Mr. Stoga 
dented ever coring that Mr. rtnliMir 
^ feeommwidwl a pubtfc reteUont 
•ffensJvg. He tin stated that "Henry 
emu them 

CBCC1I. BOCI Itself mar net have 
become a client of Kissinger Anod- 
•tea. but It appears that BOCI's secret. 
Ij oemed affiliate, the National Bank 
Of Ocorffa. erhlch eras puxportedlr 
27 >ed hr Saudi front n^nOhsJth 
Pbaroan. vas a client of g«— lage r a* 


HStff 


In a Near York Timas Intenrtear Mr. 
Stoga Is quoted as sUUnr "We vert 
never employed hr them (BCCI) and 
we&re not In a hahlt of givlnc free 


The committee has obtained docu- 
ments shoving that the former preai- 
the National Bank of Oeorgia. 
Cartwo. received a briefing 
from Mr. Kissinger. Mr. Carlson's ex- 
ponse report from July 1H« states. 
Briefing Session Dr. Henry Klssln- 

.As Mr. Stoga stated. »n— i h tTf Amo- 

g**«» * ■ ImSSS. tS 

WmpMl Bum e* Qwik tlMrafara 
■•net have been a dtent of Kissfnmr 
Aee odat ea. After all. Mr. w*— «f\g tr 
toear Ohaith Pharoan'c father, an ad- 
vlsor to Saudi royal family, and he 
knew Ohaith Pharoan for many yean. 
This rateea the question of whether 

2L5 Mr- • SE 

awft worked on the National Bank of 
goorfla account white they were at 


Those revelations art not •«» 
Jng-Mr. Seoweroft and Mr. Engle- 
burter refused to recuse themselves 
from the handling of Che BNL scandal 
sven though BNL was a dtent of Kte- 
tlnger Associate* Just months earner. 
Their actions pr o vide a revealing as- 
the ethical atmoMhere at 
*** lht top levels of 
tht State Department. 

As for Mr. Kissinger, he mlsltil the 
■fbUc about his relationship with 
and about his firm's contact with 
Hussein. Mr. Stoga misted the 
Banking Committee about the reasons 
for his trip to Iraq In the summer of 
1M9 when he met with Saddam Hue- 
seta to dim its Iraq's debt rmtilsnm 
Their ethical behavior Is fust as de- 
Pterablo as Mr. Scowcroft's and Mr. 
Ibgleburyer's. Is anyone really sur- 



publl 

BNL 


ecnlevtnc so ua auttoartosd team «o 
tree by the AUama branch of BNL. estiamT 

Uwre h am hem 
pomtote tapropewt, awn to- 

tavMJmtem froai Um Office af Um I*, 
specter Ovaersl have asm iitdlui to ««o 

hi Attow yy *" «*» «£ 

m*mu gu\ o n . in tht conn# of tti rwum# — - 
ytetism with Iraq. USDA lea n Mi Uiat 
thm were mioMrew allegations af r~nnni 

termyc rreei the Office of Ovmral emm 
sent te Atlanta to dm Um matur 
talk the tamtam UK Attorney m XJJ 
of the ca st, to nm mui Um OIO p t f SS S 
tavosOssUon. and u review 
avaftaWs bank raesrda 1 nest ittontn 
wrt thm.se of um owTvmmaes mS 


Minister* have come under oMteaUow t 
pern Interests; and R can bt prmSier i 
head that their votos sr spcochos imvu bee 
cemipt-W. ChurchOL 

Artides referred to follow; 

Dpa ngifT or AoaicutTwag. 

Ovnm or ncs OerauL Ooomm. 

DC October** UM 


ant they Pteyed any rote In the postin- 


pwoscutioo Of BCCI when 
Uwr «m buk la Um OorniuBort. 


WH. WM a <**« of Mr. Scoveraff. 

wtUtr h. m th. nc^chUrmm of Kit- 

Motor AMoe Utoa Mr. Soovctofl Kf» 
M prooMot .Met to BNL1 moo- 
tomcat tad noHnl beftr f«t la 
mum. 

Mr. Seoweroft and hie staff at the 
Councfl - ^ 

the State Department, masterminded 
the Bush administration s handling of 
the BNL scandal tn order tomnfcate 
Uie damage It would have caused to 
Sutso-Iraq relations. In the 
goceoe they trampled on United 
Bute* law enforcement efforts and re- 
peetedly misled the Congress and the 
jmbltc about the United 
Sutee policy toward Iraq. 

** Esgteburger's 
^-ntMKtolnotr Agoctete. oBhough 
ho did meet with BNL s management 
for « t km OO. brWln.. But I did 
». IMl and Mn. 
•ry 34. lets floor statements that sev- 
*21,°*“' Eefleburgert Yugoslavian- 
venlurm * «»• LBS 
Tugo automobile. relied 
on BNlrAtlanta wNm nnenfn 
theoe ties Mr. Fagl s bur ge r did not 


«m.*nrRBL iMEUmr, 

Dtp** AstUfsaf to th* Pr**l4**t sad Dime- 
_ tov. Qmc**fC*bin*t 40b(r*. 

Tbs WbOr Noam WaMiaptoa. DC 

Ocas Smc AUachsd Is a paper prepared 
£.£!*_ Agr icultural denies rseard- 

tof U m OSM cr edit narmntos program The 
pap er ites crlbss the pfcecas by whim eeua- 
try credits snd Individual tranaacUoo cuar- 
aatoes are ippr w il It atoo fyiissw the 
sltuaUoa with respect to Um Iraqi credit. 

As roe know. Underse cret ary Crewdsr h 
^ to bs offared 
to Iraq qukfcly. Plcass tot ass know If yew 
tor say other awmbon of Um group room 
ssssbtod last wee k) have any quostiom on 
thto. or If I can prevido fun^ bdbrinaUon 
m the sftuaUoo with Um Banco HastoauS 
dal Lavere. 


unesvered whim todteatss ndsuss of the 
OW program or wron gdoin g by Iraq. At 
thto stage, the allegations of taapeepitety 
appear to derive from theories of posototo 
tntouM hypoth esise g because of nldenee of 
•OPsmot wrongdoing uncovered In non-OOC 
ioan U- anMctlon s. At th is juncture, howev- 
•r. the endeneo devetopoi In Um case ap- 
poare to centor largely on bank fraud. aT 
Uiough the tavesugation to na at anmrty 

Under the dreumsuneow a prudent and 

Iraq has sn gagod In ntouse sfoS pro. 
"“^and i so ctoarty dtoeooUnuatMno# 1 the 
program wmiM not bs aarrantod. At 
•*-». whoa serious aOegatiom act 

ta Iks BNL taveoUgaUon. a 

jgv ■ ■ ■ umaT approach sbcbm unawe. 

im iNmaw . B prSc a a 
to offer a am asurad program. aimounctM a 
larva enough credit line to permit Iraq to 
conUnuo purchases over Um near tom! 
whflo making every effort to eesure that 
there have Indeed been no program abase* 
Amodatod with thto. UBDA will accelerate 
Bo own efforts to ensure future program to- 


Um a 


OBOA Poomow on last 


WDA to currently evaluating its 
m/m Export Q mdN Ouarantoo PregraM 
tofWAQ for FT UM ThtoWimuSTT 
^tendng of political and fl. 
nsndd rtoksagalnst marketing opportiud- 



On the one hand. Iraq repr ese nts s very 
carefully nurtured tl bUUon market for DA 
agricultural exports. Failure to room an 

** lorn of that market and a 

""■bt of potential spillover effects; alien- 
y 10 " * f kt * “ ctor> of UK agrtcutture who 
havo been partidpaUng la thto OSH 
market; negative Impact on the UK trade 
baloncw economic hardship la several agrt- 
cultural sectors; snd tanpairmont of Um 
•artfully measured political rapprochement 
£**5 “»• United States has been develop- 
tat «ith oo# of the richest and meet biflu. 
ontlal Arab States. 

On Um other hand. Iraq's general credR- 
w *rthlnem appears to have deteriorated 


Btoskfagton. SC October Jf. J$n. 

- Je Tra nsmissi o n for Stephen I. Dm- 

mmfcy Deputy Asstount to the Freol- 
dent and Director. Office of Cabinet Af- 

Aten Charles Raul. Oeneral CoujumL 
, Ota Slav*. Attached to a press re tease 
*r Uw Iraqi Embassy m Washington 
tawhim H indkmus that Iraq firmly 
abide* by these agreements (with BancaN* 
ttonak del Laron) providing letlervcfmdM 
for the companies having cm- 
tnctg with Iraqi astobOshments) and to do- 
droue to honor Its part of these sgreemems 
ta ageordance with International lam-s and 


Umugh Iraq has continued to pay Its UK 
debt, k hoe not aaot Mo payments to seme 
•thtr creditor natio n *. In addition, Iraq hi! 


t thought you should be swar* of thto 
Iraqi assurance In connection with your 
tovtew of the matter. Please call me If you 
have any question s . 

STATXMXVT tSSUVS ST TUX IlUQJ CUBASST IS 

Wassumtow D.C 

Baring hoard the Inac curaci es appeared In 

KSTOiKTkSK 
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•sport CM 

liport 1 m*. or Uw C- M RtO y 
pwotlM vWi iwport HMorMr OUW mri of Act fcwKuse U MNN tM Ik* 

pmiMM With UM program* UW pUSt OIO 

Kbtonpcr hi r r wivs d m > new p w go a The sols- 

J At Ib iwpU p ew had any gMfh pripwii Ir OSU, tart uSta g 

h nhw i H* *Wi these UJ. Oorerusaco* hritaMnl of Uw COC iumsbIom Id 



S. Neither Uw UAlreq lui l RW torum 
nor tu preds etwee orgmatssUoa ni m • 
dkW of KMW f A sse rt s ! m . 

4. I do not ksw m oWrt. if any. cttonts of 
Ktoelruer Awodow wort members of Uw 
UA-Iraq Business Forum. 

». Neither FM CUP Bmmmp nor WfoF 
No affiliates hart mr been dlenu af Kb- 

Ur »««. to _ " r ° rt *** T '• 

ik. .*<*•««* 

i! ^*=*r s*us& 

ufftetato. AdWUonalir. Mr. *toga and e«Jwr •*** 

srMjataaaM ;£E£5HH£Sr£ 

with Uw United Stats* Hoaeror. no opedfle 

M-unwrui oraiMU m mr iHwnwsil former really dooa ua juaUea. but I am raw 
Kor. aa I mentioned abort haa Ktoslnger *“**•*• JJJJ* 

AsKCtetMCvw done aw business b Iraq. abb Uw klndo of concur* pt ujacta *! 
1. Ktotager Associates ha« had no reto- •»*«**• J£r ctienU ‘ .T?* ***- 

uaotpnwionirN gundliw of geopotttlei and o oo n o a dc a ; a 

client should net ssk ue bow la bufld a poly- 
oUurbfw plane but should aak about what b 
OJ.Dirutnanor8TMa Ukalp to happen to Uw various countries 


over a pear and hones, have « 
ated as reauM af Uw pro 
I Iasi that a rebUonahlp oouM be eota*- 
Hshed to the mar future depending on ho* 
fast Uw present pUbUdtp end* 

I ahan beep you duly In formed of my neat 
mooting with Dr. Klwhwcr himself which 
ahouM be sometime r 


t a nest step should be far uw 


WtoAlagCou. DC. November A IMS L 
Toe The Acting Secretary. 

Mrirort. , » »■ * 2 ** - 

In your conversation earlier today. Da- London <1 oaa Users too weeks ago) Uw rest 
parUnant af Uw Treasury Deputy Secretary of this year, but might be abb to a rrang e a 
John Kobeon asked that you send him a detour either on November 1* or November 
letter outlining the policy reason* for which It (between those days I win be to to ads*, 
a uto etrocwly backed USD As proposal for France, and Italy). Alternatively. I could fly 
o fuIL bUHan-doQar program of C o m o wd lt y over for a day to early December , al th ou gh 
Credit Corporation (CCC) credit guarantees, for expense and convenience re ea rn s. * 
ortth safeguards, for In*. Attached to a would prefer to Ue London Into another 
letter for your signature that outlines those trip. Let me know your thoughts so thta 
policy considerations. It cewotlally follows | look forward to “ * 

Uw talking points provided for your tab- Rest regards, 

phone convermUoo with Mr. Rokeen. 

RococamtndaUow: That you sign the at- 
tached tetter to Deputy Secretary Rol 

tow rorfcO^MlMt 

asl Relay 

Toe Mr. Swmlch NaqvL 
Further to our recent con venation b 
| met with Mr. Alan Stoga who to 
one of Uw ) partners of Kto a togcr Aw e d 
ate*. Inc. SubeequenUy. Uw dev el op men ts b 
Uw United States took place. Judging by 
the high level of advene publicity that to 
being generated by the media. S Is toper*- 
live that a firm response be mads. 

I rec ei ved a call today from Mr. Stoga who 
Informed me that Dr. 



Tec Mr. Ssrateh NaqvL 
t am b communication with N 
Stag* Partner of Wtoatngor rtm ncbl aa. las. 
The* response was they are Int er e st e d b 
principal but would Uke to wait a bit longer. 
I wfB be meeting Mr. Stage In Uw tint week 
of January. IMS and wlU be dtocuntag Uw 
torn further. It would be of Merest Iter pm 
to knew that Mr. Sc ow cr oft to no* Uw Na- 


of Ktotagrr Aaoo ebt ee Is being tapped fur 
dsshtsiu Secretary of State b the tosh Ad- 
mtotot ration I shall keep pm In f or me d ef 
my next meeting. Tou may i 


WhsMapSon. DC November A IMA 


needs time to be cultivated. I am working b 
ihat db o ctto u . 

If Uwrs an any further lawtracUens urSh 


Deputy Secretary df tar TVeannt 
Dcas Jour. Further to our d heu m l s a . on 
foreign policy grounds n support Uw De- 
partment of Agriculture's proposal for a ML 
MO Ion -dollar program of C o m m o d ity Cred i t 
Corporation OSM-1S3 export credit guaran- 
tece In FT M. with adequate safeguard* for 
lim- 
bi addition to the near-term benefits for 
agricultural mbs. Uw CCC program Is to- 

dend t» the rrwident In N8D-1A bag Is a made by ue and In that context has 
major power to a part of the world which Is ed using Buraon-Marstellar. a hig hly repute 
of vital Importance to the United States. Me public rclaUonsflrm that lUMiashiSy 
Our ability to Influence Iraqi behavior to dealt with the 1st Chicago wises tot ye ar, 
um from Lebanon to Uw Mtddto Bast K twto gcr Associate* Inc. have b g nt o d 
penes process to mtedte proUfsntba to so- Uwt they shall be happy to use the* per- 
tomedby expanded trade. Aim. U realtoe sonal contacts with Uw firm and make Uw 
Iran* enormous potential as a market for necessary recommendation*. I shall, of 
UA goods snd eerrtse* we must not permit course, not proceed to any way without es- 
our d i sp la ce m e nt as a major trading part- pile* Instructions from you. 
mt. While I aa certain, we have our fa* share 

With regard to Uw real ee nc erus which af advisors and co n s ultan t * I thought R 
artoe bom the hwsssigtils* tota the spar- prudent to paw on the tofi 
aliens of Uw Atlanta braaeh ef Uw Banco erlng the Importance of Ms 



I had a lunch sseetbg urltb t 
aa January A ltgg and a follow up tab- 
phone conversation on January M. IML B 
was established that It to to our best Inter- 
ests for both parties to continue with Uw 
conversation* As such, the door for an 
eventual relalloaatilp remains open. 

They were far uwre k nowled g eab l e af Uw 


owwtndaUons which I shall convey to you 
at our next meeting. I am ma st ing asp con- 
tacts sertfsr partner by Uw end of January 
with a view of < “ 
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tJSJtSjJJJJ*' D ““» *««*• "*• Cracnt Contract** 

'S' 9^" D ' u<>u ~' OWMtnm t of *«Tt tJSmV Abdul IUIumii. botm of 

•R. (vlturt. Iraq. 

Donoid If . DeMorlno, Deportment of Com- Mushir RsookL Erabemy of Iraq. 

** _ Burtc O RelUy. Pord Motor Compony. 

**poft- Import Bonk of Philip Render. Deportment of Stole. 

w ^iS5«U-.AHAMCO. Jt“- *'“~0«rall*U«C W «. 

hMJ. ®nro« Estep. Luxor Coit/omlo Dportj. More Rose. Pepel-Cole Iniemotlonol. 

OhoJeb O. Pokh. NsiJonol DI Anb Thornes C. Rooney. BDM InlemeOonel 

len- **•"***. °!"“~- Thomoo A. Some. Deportment of Com- 

■I. Benedict P. FltxOerald. BDM I nte motion- metre. 

_ "«■«* L. Stork. OeneroJ Motors Over- 

u- Mleheel Pocter. Abu Dhobi lm emotions! oese Corporation. 

Bonk. Alon J. 8 u>co. Klsslneer Amort* tes. 

Joy O hotel. Office of Senotor PelL Witold & Sullmlraki. ENTER CAP Invest- 

l * u Edward Onehm. Deportment o( Stole. menu. Inc. 

Horry Onffllh. Brown * Root. LA. Txubenblelt. Bechtel Group. Inc. 

Jr. John HoJdone. UA lnq Business Ponua. Mlchoel Von Dusen. House Subcommittee 
"J* Thornes Harrold. Olon McCullock Sherrill •*» Europe end the Middle Cost. 

* Horroid. Christopher Voa HoUen. Middle Lut In- 

John R. Royeo. MobU OU Corporation. «UtuU. 

?** John M. Howland. American Rice. Inc Moroholl WUey. DA Irtq Business 

Arthur H. Hucbec Deportment of Stole. Porum. 

L. Hunt Hunt OU Compony. Ouenther Wilhelm. Exxon Corporal Ion. 

EvoJeen Jso eer. OeneroJ Motors. Willism P. William*. Bonk of New Tort. 

N" Pmui Jobber. Bonkers Trust Compony. Vohon Zenoyen. Petroleum Plnonce Inxti- 

JsL Lc* Jonko. Neill end Compony. lute 


r The SPEAKER 
o previous order 
gentle worn eh 
Kattum ) lx j^ogn 
(Mo. kXPTUT 
House ylfer remer 
after Jfi the Extern 


taper e. Under 
/W. the gen- 
WotMirrcTOP) 


[listen carefully, 
from Texas (MV 
•n Issues msth 
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DEPARTMENT OP AGRICULTURE 

Office Of TM OCMCMM. COUMtCk 
WASHINOTOM. OjC. INN 


October 30, 1989 


Honorable Stephen L Danzansky By Hand 

Deputy Assistant to the President 
and Director, Office of Cabinet Affairs 
The White House 
Washington, DC 20500 

Dear Steve: 

Attached is a paper prepared by the Foreign 
Agricultural Service regarding the GSM credit guarantee 
program. The paper describes the process by which country 
credits and individual transaction guarantees areapprovejk 
It also discusses the situation with respect to ^Jrflraqi^cpwJiL 

As you know, Undersecretary Crowder is eager to 
resolve the new credit to be offered to Iraq quickly. Please 
let me know if you for any other members ot the group you 
assembled last week) have any questions on this, or if I can 
provide further information on the situation with the Banca 
NazJonale del Lavoro. 

Best regards. 


Sincerely, 



Alan Charles Raul 


cc Robert E. Grady 


bee 


: Milch 


1 chard T. Crowder, U/S, IACP 
Christopher Coldthwelt, FAS 
Thomas V. Conway, AeEoe. CC, OGC 
Kevin Broach, OGC 
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usd* position gw ita 


1. Balancing Blsfcq . 

H m | a currently evaluat ing Its CSX- 102/101 Export Credit Cuorantoo Progress 
(or Iraq (or FT 19*0. This evaluation Involves prudent balancing o f political 
and financial risks against narkotlng opportunities and benefits. 

On the one hand, Iraq roprosonts a vary carefully nurtured $1 billion aarkot fot 
V.S. agricultural exports. Failure to roach an agroonont vlth Iraq on a CSX 
prograa for FT 1990 risks loss of that aarkot and a nunbor of potential 
spillover effects! alienation of key sectors of U.S. agriculture vho have boon 
participating in this CSX aarkot » negative lapact on the V.S. trade balancci 
•connate hardship In several agricultural sectoral and lapalraeat of the 
carefully aoasured political rapprocheaeat which the United States has boon 
developing with ono of the richest and aest Influential Arab States. 

On the other hand, Iraq's general creditworthiness appears to have deteriorated 
soaewhat la the past several years. Although Iraq has continued to pay Its U.S. 
debt. It has not act its payaents to soae other creditor nations. In addition, 
Iraq has recently coae under scrutiny for possible Involvoaont In the Banco 
Rationale del lavoro (BNL) affair In. Atlanta, where there has apparently been a 
Mjor case of bank fraud centering on unauthorised loans to Iraq by the Atlanta 
branch of BNL, eat lasted at $1.7 billion. While the BNL Investigation Is in Its 
early stages, there have been suggestions of possible ieproprlety vlth respect 
to MtL's CBN loan portfolio, which Is approxlaately $730 nllllen. 

Investigators fron the Offtce of the Inspector Ceoeral have been detailed to 
vork with the United States Attorney In the BNL Investigation. In the course of 
Its recent negotiations with Iraq, USOA learned that there were nuaerous 
allegations of possible wrongdoing, potentially Involving Iraq. Attorneys fron 
tbs Office of Ceoeral Counsel were sent to Atlanta to discuss the natter with 
the assistant U.S. Attorney In charge of the case, to aeet with the OIC 
personnel Involved la the Investigation, and to review aveilable bank records. 
Those attorneys report that, as of the current stage of the Investigation, no 
bard evidence has yet been uncovered which Indicates alsuse of the CSX prograa 
er vrongdol* by Iraq. As this stage, the allegations of Ieproprlety appear to 
derive fron theories of possible ntsuse hypothesised because of evidence of 
apparent wrongdoing uncovered In non-CCC lean transactions. At this Juncture, 
however, t be** evidence developed la the case appears to center largely on bank 
fraud, although the Investigation la still at an early stage. 

Odder the drcwstances, a prudent and neasured approach oust be developed. At 
the current tins, there has been no evidence developed to support allegations 
that Iraq has engaged In alsuse of CSX prograas, and so clearly discontinuation 
of the Iraq prograa would not be verranted. At the sane tine, when serious 
•negations are being node In the BNL Investigation, a 'business as usual* 
approach seens unwise. USOA believes that the prudent approach Is to offer a 
aoasured prograa, announcing a large enough credit line to pernlt Iraq to 
coatlaue pur chases ever the near tern, while asking every effort to assure that 
there have Indeed been no prograa abuses. Associated with this, USOA will 
accelerate Its own efforts to ensure future prograa Integrity through iaproved 
saaagenent and regulation. Including the develepnant of a systen of prograa 
eoapllance review. 
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Urvtrt SUIti 
Otparimtftl o I 
Agriculture 


Office of Vie 

Generrf 

Counsel 


Washington. 

OC 

20250-1400 


October 31* 1989 . 


FACSIMILE TRANSMISSION FOR STEPHEN L DANZANSKY 

Deputy Assistant to the Preside* 
and Director, Office of Cabinet Affairs 

FAX NUMBER: 458-7739 

FROM: AJan Charles Raul 

General Counsel 


Dear Steve, 

Attached Is a press release issued by the Iraqi Embassy in Washington in which it 
indicates that Trao (Irmly abides by these agreements (with Baoca Nazionale del Lavoro 
providing letters of credit guarantees for the companies having contracts with Iraqi 
, establishments] and is desirous to honor its part of these agreements in accordance with 
international laws and conventions.” 


I thought you should be aware of this Iraqi assurance in < 
review of the matter. Please call me if you have any questions. 



Richard T. Crowder 
Undersecretary, IACP 
USDA 



your 



871 


PRESS OFFICE 

CmUitf of+9 
Rfpubh< of /'Of 


III! C — mww A«« . NW Umtrn 
VuWf^OC :«* 

(Mil IIS 4011 



Aui>~eJl 


Issued by th« Iraqi embassy In Washington O.C. 


reports on Irregular! t !«• concerning Letters of Credit Issued for 
Iraqi liras oy oence suioniia os I Lavoro fSNL) - Atlanta trench, 
the embassy of Iraq Issues the following oteteoenti 

f • 

to IMS Iraq olgned agreements with tense has lone Is del 
Users providing Letters of Credit guarnteee for the companies 
having eontracte with Iraqi establishments, teth contarcting 
parties worked for the proper Implementation bf these agreement a. 
Iraq, on Its part, honored Its obligations provided for by the 
agreement, l.o., prompt and eneet payments* 


However* the embassy feels obliged to express 
astonishment at these unfounded reports Ineluding the account 
given by tHL officials who claimed that their Atlanta branch 
acted In violation of thler bank policy and had no author Itat Ion 
to sign those agreements with Iraq* 

The* embassy reiterates that Iraq Is not Involved In any 
way in tbs so-called Irregularities, The agreements between Iraq 
and the PH wars lawful and the f sell it loo provided for by these 
agreements wars used for the Implementation of development 
projects and the Import of agriculture and food products and 
machinery of purs civil nature under contracts with well known 
Italian and «f firms* 

the embassy bo Haves that those reports are untrue and 
eatlrly detrimental to the Interesto of Iraq and Italian and US 
flmn. 

• % 

furthermore, any Mh re Instance to Implement these 
agreements would cause eerlcus damage to those firms, 

in the mean tins* Iraq firmly abides by these agreements 
and In do I reus to honor Its part of those agreements In accordance 
with international laws and conventions. Iraq also expects the 
other party to do so. 
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09ARTMCNT OF AOMCULIUM 
WA3HMQTON. 0.0 20260 


GENERAL COUNSEL 


November 7, 1989 


MEMORANDUM FOR STEPHEN L DANZANSKY 

DIRECTOR 

OFFICE OF CABINET AFFAIRS 
FROM: Alan Charles Raul 

SUBJECT: Iraq 

Attached are possible materials for circulation by 
Treasury for tomorrow's NAC meeting. 

T hanks for your help on all of this and please let me 
know if there are any additional materials I should prepare. 
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UmteO SUMS 
OepwImwU of 
AgncvAxt 


Office olihe 

Oeoertf 

Counsol 


W«shir>gioo. 

OC. 

20250- 1400 


May 16, 1990 


MEMORANDUM FOR RICHARD T. MCCORMACK 

UNDER SECRETARY OF STATE 

EDWARD S.O. DENNIS, JR. . 
ASSISTANT ATTORNEY GENERAL 

TIMOTHY DEAL' 

SPECIAL ASSISTANT 
TO THE PRESIDENT AND 
SENIOR DIRECTOR 
INTERNATIONAL ECONOMIC AFFAIRS 
NATIONAL SECURITY COUNCIL 


FROM: 


f 


Richard T. Crowder 
Under Secretary 
International Affairs and 
Commodity Programs 


Aha Charles Rani AC£. 
General Counsel 


SUBJECT, Report of Administrative Review of Iraq GSM 

Program 


Attached for your review and clearance is a draft report of USDA’s administrative 
review, of certain transactions in connection with the GSM program for Iran. We intend 
to release this do cument to the House and Senate Agriculture Committees, and «"* v t it 
available to the public; together with an executive summary and q press release. We 
beBmit is essential to get these facts and conduridns out to the public as soon as 


In essenc e, after interviewing Iraqi agriculture officials and certain U.S. exporters, 
and reviewing certain bank records, exporter records and Iraqi records, we have 
cooduded that certain Iraq GSM transactions improperly included freight charges w ithin 
Um amounts that weft registered with USDA. In idditio^ the evidence suggests that a 
number of exporters provided Iraq with ‘after sales services* In possible violation of the 
GSM regulations. 
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U.S. HOUSE OF REPRESENTATIVES 

COMMITTCI ON lANKINO. FMAMCf ANO IMZAN AH AMS 
ONC HUNONCO SCCONO CONONKSS 
tilt lUYtUNN HO UK OffiCC HffirfHNO 
WASHMQION. DC tot It 


August 1, 1991 



Or. Honry Kissinger 
Kissinger Associates, Inc. 

350 Park Avonuo 

Now York, Now York 10022 

Door Dr. Klssingor: 

Ttio Con it too on Banking, Pinanco and Urban Affairs is 
invostigating $4 billion in unauthorlsod loans to Iraq sado by tho 
forsor osployoos of tbo Atlanta branch of Banoa Nasionalo dol 
Lavoro (BNL) • Tho Banking Conittoo would llko to loam sort about 
your porsonal knowlodgo of BNL loans to Iraq as wall as that of 
your firs, Klssingor Associatos. Accordingly, in your capacity as 
a forsor sonbor of tho BNL Consulting Board for International 
Policy, tho Conittoo would appreciate your response to tho 
following quest ions: 

A. Related to BNL: 

1. flow long wore you a director of BNL? In what capacity 
(l.e. political consultant, financial advisor, etc.) did 
you serve BNL? 

2. Zs BNL a current or former client of Klssingor 
Associates? If yes, during what tine frame? 

3. As former employees of Klssingor Associatos, did Mr. 
Lawrence Sagleburger or Nr. front Scoucroft have any 
involvement with BNL? If yes, in what capacity? 

4. Wore you or any employees of Klssingor Associatos aware 
of the unauthorized BNL-Atlanta loans to Iraq? If yes, 
please explain. 

5. Did Klssingor Associatos osployoo Nr. Alan Stoga, visit 
Iraq in 19B9 as an official of Kissinger Associates? if 
yes, in what capacity? 
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Mlittd to V.s.-Xr «4 COMMCOUI rolotlonai 


4 . 

5. 


J— C '“ f ' •• « 

A« Mployooa of Klooli^or Aoooclotoo, did Mr. Lowr.nc. 
Ii?k*ffc r,ir °P Hr. Bront Scovcroft havo any lnvolvaaant 
vith th« export control proctu, the Export -Import Bank 
or tho Coamodity Cradit Corporation «. it wliJJf ti 
coiMtcitl relations vith Iraq? If yes# please exoliin 
Was the 0.8. -Iraq Business Forui (previously the US- 

^■42 ^nas.-iuS;., 

f!# 4 , F i lr ? t City B4n ? or P*' Houston, Texas# or its 
Associates? * curr#nt op former client of Kissinger 

To the best of your knowledge, have you# or has anv 
cu F r * n * °* •®P 1 °y* € Kissinger Associates ever 

*«<Was Hussein or any other Iraqi government 
officials to discuss U. 8 .-Iraq commercial relatione? 

Are any of the following currint or forir C f 

Kissinger Associates! «-w*«yees or 

s« U. 8. -Iraq Business Forum Chairman - Robert Abboud? 
b. Amman Resources# Amman Jordan f addouo/ 

!• 2?2L 0 f Cr ? dlt Commerce International (BCCI) , 

d. First American Bank of New York or its affiliates. 


Thank you for tins and cooperation* With best wishes. 



Chairman 


RBGidJt 


2 
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Kissinger associates 

*90 fAII AVENUE 

NEW YORK. NEW YORK 10012 '0022 
•in 1 

TtLtCOPT: (Sill 739 0041 


SEP jisg. 

M I Mm liha tor 


August 30, 1991 


Dear Mr. Chairman: 

Your letter of August 1 raised a number of specific 
questions. Before responding to those, I would like to make two 
general points: 

o First, neither I nor any of my associates had any 

personal knowledge of loans to Iraq made by the Bancs 
Nazionale del Lavoro (BNL) or any of its branches or 
subsidiaries; 

o Second, neither I nor Kissinger Associates, Inc. (KAX) 
have ever done any business in Iraq; nor has KAX ever 
done any business with or on behalf of any Xraqi entity 
government or private. 

You asked twelve questions; ay responses follow: 

A. Related to BNL: 

1. I was never a director of BNL. From 19B5 to 1991, X 

served as a member of the bank's International Advisory 
Board, along with Raymond Barre (former Prime Minister 
of France) , David Rockefeller (Chairman, Rockefeller 
Group), Pierre Trudeau (former Prime Minister of 
Canada), Lord Thorneycroft (former British Chancellor 
of the Exchequer and Minister of Defense) , Lord Ezra 
(former Chairman of the British National Coal Board), 
Roberto do Oliveira Campos (Brazilian Senator) , Silvio 
Do Capitani (former Swiss Parliamentarian), Hans Merkle 
(Managing Partner, Robert Bosch Industrietreuhand) , 
Enrique Fuentes Quintana (former- Deputy President of 
Spain and Minister of Economic Affairs) , Jean-Pierre 
Amory (Chairman, Petrofina S.A.), Horst Jannott 
(Chairman, Munchaner Rockversicherungs-G. ) , Pierre 
Ledoux (Chairman, Banque National de Paris), William 
Takagaki (former Managing Director, Mitsubishi Rayon 
Co. Ltd.) and Ettore Lolli (Chairman, International 
Advisory Board, Banca Nazionale del Lavoro). The Board 
met once a year to discuss international economic and 
political developments, with each member contributing 
comments on current developments in his own country. 

It was not the function of the Board to analyse, 
discuss, or pass on BNL's specific business activities. 
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2. BNL was a ganaral consulting client of Kissinger 
Associates fros July 1986 to June 1988, during which 
ties we provided the Bank 9 s senior management with 
briefings on international political and economic 
developments. We were not involved in advising the 
Bank on any specific business activities and had no 
involvement in any BNL business with or in Iraq. 

3. As Vice Chairman of Kissinger Associates, Brent 
Scowcroft participated in the three general consulting 
meetings which were held with members of the senior 
management of BNL between July 1986 and June 1988. 

These meetings dealt with international political and 
economic developments, not with specific business 
activities of the Bank. As previously reported to the 
Senate Foreign Relations Committee, the KAI clients 
with whom Lawrence Eagleburger was involved did not 
include BNL. 

4. Neither Z nor my associates had any personal knowledge 
of BNL 9 s loans to Iraq, authorised or unauthorized. 

5. As Managing Director of Kissinger Associates, Alan 
Stoga visited Iraq in 1989 at the invitation of the 
U.S. -Iraq Business Forum to inform himself about 
conditions in that country. 

B. Related to U.S.-Iraq commercial relations: 

1. KAI represents no clients before U.S. Government 
agencies nor does it lobby any branch of the U.S. 
Government on behalf of clients. Therefore, Kissinger 
Associates did not assist its clients with any aspect 
of the U.S. export control process, the Export-Import 
Bank, or the Commodity Credit Corporation with respect 
to Iraq or any other country. 

2. As indicated above, neither Kissinger* Associates nor 
any of its employees had any involvement with these 
U.S. Government agencies. 

3. Neither the U.S.-Iraq Business Forum nor its 
predecessor organization was ever a client of Kissinger 
Associates. 

4. I do not know which, if any, clients of Kissinger 
Associates were members of the U.S.-Iraq Business 
Forum. 
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5. Neither First City Bancorp nor any of its affiliates 
have ever bean clients of Kissinger Associates. 

6. As indicted, Mr. Stoga participated in the U.S.-Iraq 
Business Forum's trip to Baghdad in 1989 during which 
U. 8. -Iraq commercial relations were discussed by the 
group with Saddam Hussein and other Iraqi officials. 
Additionally, Mr. Stoga and other employees of 
Kissinger Associates met with Iraqi diplomats on social 
occasions. At these meetings the Iraqis often 
expressed their desire for improved commercial 
relations with the United States. However, no specific 
commercial projects were ever discussed. Nor, as I 
mentioned above, has Kissinger Associates ever done any 
business in Iraq. 

7. Kissinger Associates has had no relationship with A. 
Robert Abboud or any of the organisations you mention. 



Mr. Henry B. Gonsales 
Chairman 

U.8. House of Representatives 

Committee on Banking, Finance and Urban Affairs 

One. Hundred Second Congress 

2129 Rayburn House Office Building 

Washington, DC 20515 
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Doited State* Department of Sut 
Vai/unfon, O.C 20530 




COHf.I PE HIIAZ. 

ACTION KKMOfVWCHJM^r 
& S “' 1 


8925977A 


TO: 

FROM: 

SUBJECT: 


The Acting Stcrttiry 


Letter to Treasury Ooputy Secretary Robson 
on i CCC Program Cor Irif 



Xa your conversation osrlior today, Dopartiaont of tho 
Troasury Ooputy Secretary John Robson asked that you sand bin « 
lottor outlining tho policy masons for which Stato strongly 
backed USDA's proposal for a full, billion-dollar program of 
Commodity Credit. Corporation (CCC) credit guarantees, with 
safeguards, for Iraq. Attached is a latter for your signature 
that outlines those policy considerations. It essentially 
follows the talking points orovided for your telephone 
conversation with Mr. Robson. 

Isrn— snilaHni 

That you sign the attached 'letter to deputy Secretary 
Robson. 


htimhMat - Proposed letter to deputy Secretary Robson 


CQiyriDEMTlhi 



380 


8925977 


PI S_T : 
D 

; o 

e 

T 

c 

s/s 

s/s-s 

TMA 

TUB 

S/P 

SEA 

EB 

ACHIC: 

Parnell 

RT:n 




NOV -8 P3 54 


OCPARTMCNT OP STATE 
WASHINGTON 

November I, ISIS 

CONFIDENTIAL 
Deer John: 

Further to our discussion, on foreign policy 9 rounds we 
support the Department of Agriculture’s propose! for s full, 
bill ion-doll »r program of Commodity Credit Corporation CSM-lOi 
export credit gusrsntees in rt 90. with sdequste ssfegusrds. 
for Irsq. 

In addition to the near-term benefits for agricultural 
sales, the CCC program is important to our efforts to improve 
and expand our relationship with Iraq, ss ordered by the 
President in NSD-2C. Iraq is a major power in a part of the 
world which is of vital Importance to the United States. Our 
ability to influence Iraqi behavior in areas from Lebanon to 
the Middle East peace process to missile proliferation is 
enhanced by expanded trade. Also, to realise Iraq's enormous 
potential as e market for U.S. goods and services, we must not 
permit out displacement as a major trading partner. 

with regard to the real concerns which arise from the 
investigation into the operations of the Atlanta branch of the 
lUHonSle de Lavoro. we have received from the Government 
of Iran a pledge of cooperation. Our intention is to hold Iraq 
to this cowaitment and to work with the Department of 
Agriculture to ensure that the problems with the program in the 
osst are fully resolved in e new program. The safeguards 
proposed by US DA, including disbursement of the CCC guarantees 
In tranehei. buttress the program end merit our backing. 

1 appreciate your support in this connection. 

Sincerely', 


'■fuUxi 

Lawrence S. fmgleburger 
Acting Secretary 


The Honorable 

John Secretary of the Treasury. 


rnwrinnrriAL 
DCCL: OADA 



381 


KitSINOIt AMOCIATW 
rVIMIT'NJRN noot 
ISO MU AVSNUS 
NiW TO»C. N«w YORK lOO« 
ma r».iw 
TtUR> 4«MU 
TtLtCO#Y*tl» rM*004l 


October 7, 19M 


Abel Pasl delay 
bank of Credit and Connerce 
International 
120 Berk Avenue 
New York. New York 10022 

Oeer Aboli 

* an loved lunch yestecoay and, even more, your suggestion 
that BCCt night ne Intereated In developing a relationahlp with 
Kleainger Associates. 

you suggested, t ir encloaing e brleC explanation of our 
<i M and biooreph leal aketchea oC our prtnelpala. I an not aura 
the foraer really doee ua Justice, but I aa reluctant to beaora 
specific, at leaat on paper, about the klnda of consulting 
protect a we undertax# for cllenta. The key point, of course, la 
that our conaulting and tranaactlon work are rooted In the fln»‘e 
understanding of geopolitics and economical a client should not 
m MW S build a polyethylene plane, but should ask about 
what la likely to happen In the various countries where that 
plant night be sited, 

I agree that a naxt see? should be forne to nee t your 
aanegeaent in London or In New York. I an not scheduled to be in 
London (S was thera two weeks ago) the rest of this year, but 
niaht ee able to arrange a detour either on Novenber 10 or 
Novan bar 10 (between those days I will be in Sweden, Prance, and 
Staly). Alternatively, X could fly over for a day In early • 
although for expense and convenience reasons, I would 
prefer to tie London into another trip. Let ae know your 
thoughts on this. 

X look forward to hearing froa you soon. 

Best regards. 


6i— 

Mm Stogi 


AS/JK 


C trust N •. • fdMMMBlOHi * c 



WMWMMMWICWXT 


Oetobor ja, mt 


Abol FmI Dalny 


fir. ImiM Maori 


Further to our rocont cwT<n«tl«t la London. I net with Mr. Alan 
Slot* who la ana of Ihe 1 partner* of Klaainjtr Aaaodetee. (m. 
Subeoquentty. tho d*vek>pfo«nta in the fatted State* took 
placo. Judging by tho high lewel of adverse pobMoUy that fa hoing 
(MorotMl bp tha media. It la teperatlvo that a flow raaponao bo 
read a. 


I raoalTod a rad today /root Mr. Hop who Intoned om that Or. 
Klaainfar reoooaaier.de that a public relotlma offoaatve ha ooado hy 
oa and In that aontOKt haa oufgosted uatnf ■«roon*fiarataaar. a 
highly raputabla public relatione firm that auccoaafttOr daalt with 
tha lat Chicago crises laat year. Kbilapr Associates, I no. have 
Indicated that they ahalt ho happy to use thalr paraonal oontacta 
with tho flm and aiako tho nacoaaary raeota wn datfona. I ahall. of 
cowrao. not powered In any way w l lhao t an p B a t t Instructions Cron 
iron. 


While ( aa certain, wo have enr Mr aharo a t advisors and 
cenevltante. 1 thought It prudent to pa** on tho Inibcmtton 
considering tho importance of Ito aaurco. 


Do at Paraonal Bogarde. 
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m M«kw ti. mm 


AM M Ibtn * •wrttli Maori 

ACC. Kn Ink OCC. looAoo 


I «• MwdMta^ fcr jMMOiMiln tha Mlavaat Caul la m IlMtapr 

I aM k* awA< tMa taaavra* (Ortabar 14, MM) (a dacvaa 
IMAar flotrtlt I ahaO kacy ;>« apptcfrtalatr tolwaaC. 



i 
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Md M IMar * Mr. ImMi Naqot 

•CC, Mm Varfc KC. Latalm 


I lull M Ur. Alan Stag*. Or. Kioalngar*! par t n ar and 
d i e wiM Um ratovant nation mm r avr phana ran ar oat Ian af 
yaatarday. 


> anphaalaad ta Hr. lagi that oar c a ovar oattan In g ottlng awr tea 
mapacl** •rgmUalHna toaathar tea ham gains an Ur awar a 
yaar and Manat, hava nat bom gmaratad aa ra«M d tea praaant 


I IW that a ratetenhU cauld bo nttbOM In tea mar Mara 
d o pt nd tog an tea that tha pro not pabWolty onda. 



act Ur. MMar N. Mm 
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.HU 


1», 19M 


Abol ful Rilay 


<n 


Mr. fvilill Maqvi 




I u la eoMunkidM ufth Mr. Oa Mofi, fartnar of Xlsiingar 
A— sed at es, tna. Thoir response woo they tn intMuoa in pdnertpt 
bat weald Hke te vd i Ut longer. X will bo aoatlnf Mr. stoea in 
too fir at week of January, 19(9 and win be dlMtnlny too (moo 
farther. 2t would bo of intecoot ter yea to know toot Mr. 
foowccof b io new too Msdonol Security Advisor Designate in too 
>aob Adsdnlatredon and another fartnor of Klsdnger Aaaodatao lo 
being topped flar Assistant Secretary of (cate in too tosh 
Administration. X ahalL kaop yea In fo r me d of my next nesting. 
You may agree that tola o aa odado n with Xbdafw Aaaodacaa, be. 
nooda tiro to be cuhfcratod. X an working in that direction. 


Iff there are any farther instructions with respect to tola matter, 
please call prior to sy January e mo ting. 


•oat Regards. 



n Nr. 
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m 

WMdWMIlWWWWW H| January *»# l«» 


Abol fa cl KiOjhjt 


w Nr. IwiM Naqvl 


X had a lunch aaodng Wtth the fanttanan on January 9, 19M iM a 
^ • «**eratoloa on January 10. 19Cf. ft war 

eaeabUnhad that ft la 1 a our beat intonate for both pnrtfea to 
continue wuh cha oonvaraatlona. Ac auch. eha done foe aa eventual 
raUtforahlp c au aina open. 


They wan for non knowledgeable at tha dntafla at nur — |T%in 
dtidif thla needng and made eactaln 'moOfol* - ant 
reeoeeendnriona which I a hall convoy to you at our next a •»*. 
Z mm m eating ay aonnrta aeitior partnnr by tha and oC January wfth 
a via* at diacuaaing our ovaraU worldwide irtlrrirln 
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Unhid States-Iraq 
Business Forum 


Third Annual Sysposiua on U.S. Commercial, 
Economic, and Strategic Zntaraata in Iraq 


Sponsored by tha 

Unitad Stataa-Iraq Buainaaa Forum 
and 

The Middla East Znstituta 




TUESDAY, NOVEMBER 14, 1999 
THE GRAND HOTEL 
Room S, Conference Laval 
2330 M Straat, N.W. 
Washington, D.C. 


Topic: 

"Financing Trade and Investaent with Iraq" 


v. i. «. . . , FftliwlnirY Progrta 

. ’ • VI. f .-••,->••• . . . . 

9:43 A.M. - . Introductory Remarks ; " " 

Marshall W. wilay, President 
Unitad States-Iraq Business Forua 


9:00 A.M. Graatings and Coraantary * 

His Excellency Dr. Mohaaad Sadiq Al-Mashat 
Aabassador of Iraq 


9:15-10:19 A.M. Panel One 

* t 

•Tha Unitad States and Foet=war Iraq" 

Sandra Charles, National Security Council Staff 
Tha White House 

Michael H. Van Dusen, Staff Director, 

Subcoaaittee on Europe and the Middle East, 

House of Representatives Coaaittee 
on Foreign Affairs 

MODERATOR! John R. Hayes 

Middle East Public Affairs, Mobil Oil Corporation 
(Member of the U.S.-Xraq Business Forua) 
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10:15-11:15 A.H. Panel Two 

"Economic Aspects of Financing Trade 
and Investment with Iraq" 

Alan 7. Stoga, International Economist, 
Kissinger Associates 

Vahan Zanoyan, Oil Economist, 

Petroleum Finance institute 

MODERATOR: Witold S. Suliairski, 

Servus Associates 


11:15-12:15 A.M. Pan«X -SUlO 

"Doing Business with Iraq" 


Bay L. Hunt, Chairman of the Board, 

Hunt Oil Company (Keaber of the C. 9. -Iraq 

Business Forum) 


Donald II . DeKarino, Deputy" Assistant > 
Secretary of Coemerce- ;-,* ’ - _ • 

• • ; •’ <"■* . 

' ‘MODERATOR: william H. Arnold,. 

First City Bancorporation of Texas-’^'-t' :•*£ 
-'•* *"*- ‘•T. ' (Member of the U.S.- Iraq 1 Business Forum) 


vt* 


12:15 


Beverages at the Open Bar and Telephone Break 


1:00 P.H. Luncheon Working Session 

Presiding: A. Robert Abboud, Chairman of the Board 

and CIO, First City Bancorporation of Texas 
(Chairman of the Board, U. 3. -Iraq rfusinebs Forum) 


Address: Elvard Gnahm, Deputy Assistant Secretary of State 

for Near Eastern and South Asian Affairs 

"The Future of V.S. - Iraqi Relations" 

2:45-?.M. Closing Renarks 

Lucius D. Battle, President 
The Middle East Institute 
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Special Order - July 9, 1992 

Scoifcroft Improperly Intervened in CCC Program and Many More Lies 
tO CPMT91S 

-Scovcroft Improperly Intervenes in USDA Administrative Review 

-Scovcroft Gets Visit from Iraqi Ambassador 

-Conspiracy to Defraud 

-Scovcroft- Yeutter Axis 

-Press Release Misleads 

-Strategy to Deceive Originated at State Department 

-Mo Public Announcement of Suspension and Lies to Congress 

-Crowder Avoids Issue of NSC Intervention 

-Conclusion 
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diminished So vtet timt. tit fit Is 
drop* oilr oeo iMtttml pttet U 
»il. Gifts tilt tfc# total issiil r»4- 
ml RAD Investment It woU ever *76 
bUHoa. small percentage dlfta fros 
dtCratt to dvtUaa KAO hart tit pw* 
towtlal to j1«ld Urn rttonit Is U da » 
topical investment. Reverting tit cur* 
root 60.40 defense: civilian rutit to s 
6H8 ratio would reallocate a total of 
tt« billion frets defense RAO to dvtUaa 
RAO programs. 

la short, wo can afford tbt 830. If wo 
consider It to to a crucial part of a 
tosf*tona strategy to rtdrtat toat 
wry distorting investment mod* la 
tit Ualttd States. If these trtad* art 
allowed to proottd unchecked. they 
cannot fall to tat ava r at oar standing 
la a world which will to Incrtaalrglr 
dominated hr telenet and Uchnolofy. 
eoKuian 

Madam Speaker. I would like to dott 
Chit tpecUl order with a few words m 
tht problem* that wt la tht Oo ^r t** 
toot Is datllac with Me tcleoot— 
projects Ukt tht SSC. fusion r ea ct o r s, 
aad tit tpaot station that are to crest 
ladr oontrovertiel btcaott of tk dr 
dot. tltir txpenta. and tit anlUjear 
commitment atetttaxy to brief them 
to fruition. Blf science futilities art 
aot Mf to c aa se of pork-barrel eeodd* 
eraUossL Ther are lam tocaase 
shared, complex facilities lave become 
essential to tdeotlflo progrtt* la a 
whole run of disciplines, tsolndiaf 
astronomy. ooeanocraphr. oomputiap. 
and Melocr. at wtll to physics. 

If ere txpeot to oootlaue to to world 
l e a d e rs, we can not eipeot to rev* 
olutloolse science hr watchlaf applet 
flail from a trot. Wt will seed aa appro* 
prints halaaoa of small aad Mf tdtsta. 
It It mlndlttt to oppose all hip tc leoot 
projects dmplr because tier art Mf . 
Is do trap to. wo virtually puaranttt 
that many foodamental breakthroughs 
Is our sadtruandlnp of nature wtll not 
oocar to tit United States. By rajeot* 
top all Mp tdtoct. wt dsossttrato 
that wo are unable or onwUllap to plar 
tit role of tit steady, scientific leader 
Is s new world order wktrt ttosfttjr 
win to toted as mock os toooo mSo aad 
toclnoloflcal ttreaptl at as military 
eroapoufy. 

I know that to the toot o f huo todp- 
ti dtfldto. It U not star to oapport a 
prorraa whose benefits art aa uaear- 
tain and long-term at tit BSC'S win 
to. But ultimately, even If wt lost our 
will, tit scientific promise of tbt 8SO 
win prove to to to lntrlpulnp that tht 


shores. Aad wits that happens, wt wUl 
seed tit dpnal that wt kntw what a 
front society should do. but wo lacked 
tit will to get It dons. This would to a 
message to the youth of America— end 
to tbt world at larpt— that wears ana* 
Moo la decline. 


tltmaa from Ottrpla {Mr. flows— 3 Is Os May It, MU tot Wtoto Mosst M- 

reoopnlaed tor M minutes. attf tettrvua s i to stop tot puhtie am 

(Mr. O INO RICH addretttd tht Mini nouncemeut. Brent S cow cr oft. lit 
Bit remarks win appear ht r ea fl t r to Prteidtnt’s tM^Rf Hyl Se cnrtt y Ad* 
tot Extensions of Rtmarfea.1 wiser, as k ed U80A Secret ary Clayton 

Testier toheldeff ta aueuoto ton 
_ sut p tstlos of tie procram. Testtor 

The SPRAKER pro tempore. Uadtr a vest aloof with tie seisms to Bridged 
*f**°—j2*L * S*"*?* 1 * Gw pshllo aad ta May ML MtO. a pram 
tttmss from How Tort (Mr. LaP sin) roUtoo kned by tbs USDA dM sat 
Is recognised for M sriautot. mention that tot pr u prsm was asm 

(Mr. LaPALCS addraaaad tot Moots, peaded. Hart atw was a public tw- 
BU remarks win appear hereafter la souaotment tf tot asa p t s tie s, 
tie extensions tf Remarks.! It It alter tost tot White Hearn aad 


tot 000 Prtfftm hr Ira*. They 
—malty term to tutj—d tot : 


SOOWCROPT IMPROPERLY OfTRR- omatoalty tprm to tut pm d the paw- 
VENED Zti 000 PBOORAM AND pram ta late May IMS, 1st they kept 
MANY MORE LIES TO OONORMS8 tot suspension a secret from both tie 
The SPEAKER pm tomstm. Omdtr a Ooogrom and everyone aim. r can mm 
•mWout order of tot Home, tot tew- llfht oa those events aad show 

today mt rirllttriM it tta Hlldirf UAtom VM MltUof tat 

wwmsM# >u# mumfum ww— ovuM-msf ee a a. #0 _ IfVis wt l*ml IBs Am lealas 

Committee called upta toe Attoruoy "****•" rramstsa wa it — 
Otatml to seek the ap p o latm ts l tf aa u 

Isdeptodent counsel to Invetdpato tot wa,a m .!S l J! lir , lfll< 

eoaduet tf officials and private parties a fZ w.«w •«_ 

tamlTCd la tk. IfM(*U ttuir. TUn kfr. l rMt ******* »«, kwt lr |» 
«« Jssst nttcitt ter tkla, .ok lata fra- SSSJ £,*£r*J2*£ 

flfeiOTfeuitottaar. “■"I ^ T." 

I will prona. M iXonuOM Dot. w» «k » towl wd U Ik. ■MlqyU Hy 
la« tkat tk, WklU Rmm of that frotng MU1 hyq lBTjkM ta- 

Intervened in tit Agr ic ult u re Depart* wait Is Aapuet IMA Mia s t a ff at Ha 
mttoT^ptmUos oftto CouunSS M8C lad freqatat etstoot wlto ton 
CmSt cSSwtS^nfOOc! totcdsrto staff of tot USDA team iavetUpattaf 

am totv violated their own seller of tottry, Mr. Scowcroft h i ms e lf later* 
set WkMuiidltMmM .1 vtntd to wU hie way with toe DSDA. 

mvl Indeed. It was a key dtcINosmaktr Is 
^^-r^nrl^tSSnSSnS tot C0C Prepram. which It UlaetnUlos 

<* *° w ***** PMMF domlnatod Iks 
Oonirm and U.S. farmers about the aoreipB omoit propium. 

SSSnS w“tScccSSam^ To illustrate them potato Joe ms 

~ pooto from a March A IMA State Da* 

l3v31? , * **** partmest mtmoraaduia. 
la umvlous 1 have vs- Natlteal Smart l y Osuatl — sm t asito 

s?o! 

A IMA NaUonal Advisory Couaedl deel- 

Moo to approve the tl MUJoa COO Pm- imO tot until uucte tew. Utoat 
pram tor Iraq that year. I showed toad pr msa t delay it vsleaaap tot s s ce ud i r at ch e 
tit White House. National Sooarlty da w teu tot i tu retlt tf PA. p rtd ut sr s tote 
Council, and tit State Departs— tto to hue a wett te eer pelt— vetoMew- 
toed tlelr power to wta approval tor 

tot toU Mllios dollar prepram for Iraq — that h e^uke » deed* 

dAn||A jirtflUl AAfl— ftog kf * ■BWM WMB 

•ry Department, Us OOloo of Maaapw* Fmtatd tor acUto by frog, an d aaa- 
ment and Budrot. and the Podtml Ra* lose to mollify Sa d da m Husstla. Soow*> 
ttrve ttot touM sot aad the State DopartmeaS 

ispay the credits udtlat U*M6rapiM hauhoda plan to uas too COC Pmprnm 
wae rtfs with oorruptioa as tvMtaoed M a political weapea apulaat too 1»* 
totito^tcsSSal. crtatlnply hefilpursat bug. Tho Prmd- 

Today I will show that Whlto Bos m deal and Mr- Scowcrolt aow have to 


too operation of tht 000 Progr a m for lowed Irae to utilise tot first 1960 
Irsg <Sd not end la IMA latort^totlr Uoa — 2l««sto of CCC orsdlto prior 
latervsntioa tsoalattd at IMO ssfoldtd. to susptndlnp tie propram. 


Mr. Mrtat Scowcro ft wet Itaody la 
solved 1a tot decision to n s p * tft tot SI 
M mo s COC Prepram tor Wa sad Re 
was alee Involved la tot msalpultrtes 
of that propram until Iraq I n vaded Ku- 
wait is Aapuet IMA Us staff at the 
N80 led frequent etstoot wlto toe 
staff of toe USDA team lavetUpatinp 
tit BNL scandal. Visa It wae aot* 
ttstry, Mr. Scowcroft hlmsqlf later* 
vtntd to wU hit way with tie USDA. 
Indeed. It wae a hey decision makar Is 
tit 000 Prapram, which it Ulottratitw 
of low toiulps policy demist led toe 
tortlpB credit program. 

To illustrate these potato let aw 
quote from a March A IMA State Dw* 


USOA March t It to* 

me ooo rrocrusti < 


Ueatot asw. USDA** 


pr m et delay it releasing tht meted tranche 
damages toa lata ret U tf DA p red et ac s tote 
aaO to Iraq a watt at ear pe ktt ea l r ale W as 
toip wtto to e t i m pt rt att sauaW y . • • • » 
pear* that It win taka a hteMaval RAO iaet* 
man to swvt l—A any mate qtoakty. 

Fretted tor actios by bn and ass- 
lout to moUlfy Saddam Huattla. Boom* 
croft aad the State DtpartmeaS 
hatched a pins to set tie COC Prepram 
ae a political wtapes against too Is* 
cretsingly hefilpsisst Iraq. The Piurt- 
dent and Mr. Scowcroft sow lave to 


Ae as example, la April 1IM tit Stott 
Department told Ua USDA net to puh- 


eonraucr ip o— 

Ae the memo I foot mad ton ladl* 


OHIO 

Tie SPEAKER pro tempera. Uadar a 
prtvtoue order of tit Bouts, tot puw- 


Udy announce that Iraq lad hrokta cates, by March MM tit USDA lad ta- 
numtrous COC fepulatioaa At the time flout doubts about going forward with 
tit USDA toqutoaotd. hut they again tit ttoood MM million tranche of 000 
pressed for a public announcement of credits tor Iraq, but tie Whitt House 
toe tueptetios la May IMA May MM le aad State PeperUsest wort opposed to 
Jaffa tow months before August R IMA suspending the pruprum because they 
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my. er mouuy itm mi 


osw 

The USDA* Under Secretary. Rich- 
ard Qrowder. mi iwpoMlbto for the 
000 Program. He appwiaUir biUmd 
that tbo 000 regulations required tte 
menus for Iraq to bo suspended. as 1 b- 
dteated by u April A 1IM. USDA 
dam. which reports: 


Disk Crowder sod t awl with Date 1 m> 
■story MaOtmatk (s Stele Ds p sr tm o nt «M- 
steD Ite ywtete efteraoon. »i edrised 
luu ofoupteu tai they mors «r toss sow* 


tons "suspend” nfwdlaf Iraqi fOOCJ pro- 
pnsL tasUAd wo ssa talk la tbs proas rs» 
imm aboot tks sx l s t sn oo of say further 
fwaiutsss evening w tei Oos sad oddl- 
UowcJ laiorwtsUoa regarding Iks psa d lag 


A USDA-pr op arsd draft prosa release 
dated April MM states: 


year WO 000 program tor Iraq weald bo sea* 


sakaastsd • • • UtOA review of tks troel 


gardtng ooedaoi a f tks pwraa sad USDA 
has fksrstoro aeUllsd Iraq od its tatsaUoe. 
as tks earroet Urns, to s u s p end tks preciasi 
tor ftoeal year UM at tks sweet MM mil- 


Zb het, Crowder went as ter as tell- 
isg several Capitol B1U staffers that 
the COC Procram was suspended. Notes 
ben a May IT. MM, brleflnr o t Senate 
Africa! tore Committee staffers state: 
We bare saoesk frideaoo to swpsed pro- 
gram* • * Crowde r will sot re commen d tor- 
tksr OOC credits maul 010 (OCflos of Iaspse- 
tor Oeaeral) and crlotlaal tavcstigeUoes are 
eomplsied. UkOA la aot going ferward with 
the —rool IMP nUitoa 


Tks assertion that the USDA had 
enough evidsDce to suspend the pro- 
gram is supported by a May T, MM. let- 
ter from Mr. Crowder to the USDA In- 
spector General regarding after-sales 
services, which to a Dancy word for 
kickbacks: 


accord tor is Iraqi oOctaJa. this pr a c ti se 
oscorred primarily to ooofon e t l ou with sales 
sd wood products. bet os aodsr st a a d efter- 
salss ssrrtcso have base a soauaoa strategy 
ed may Iraqi nets enterprises. Iraq Idee ti- 
ded several U.S eaportere la tks wood prod- 
ecu tedootry tkat provided after- aatos ssev- 
less* • *. 

To summarise the situation la April/ 
May MM the USDA wanted to abet 
down the Iraq program beca u so of a«- 
merous program violations. Tbo USDA 
bed concerns sboot the diversion of 
U.S. commodities for weapons for mili- 
tary purp os e s . The USDA had proof 
that It was Iraqi Government practice 
te solicit bribes, and tbs USDA found 
evidence of overpricing of commodities 
to Include freight chargee in violation 
ed program regulations. 

la addition, the UA. attorney la At- 
Since had found numerous violations of 
the tows related to the 000 Program 
and Iraq and the U.S. attorney to 
Raleigh. NO. found tight BNL ftoaaeed 
toheoco companies had Improperly ta- 


eleded foreign source toheoco ship- 
ments to Iraq and that three had paid' 
bribes to Iraqi offlddto to wta con- 
tracts with Itm. 

la other words the 000 Program for 
Iraq was rite with corruption. Iraq had 
violated numerous 000 Program regu- 
lations. and there wee eoncera that 
Iraq had diverted commodities to pay 
for weapons. It to dear that the USDA 
had ptenty of evidence to shut down 
the program. Despite that e vi de n c e . 
Brent Soowcroft and Clayton Yeotter 
stopped Mr. Crowder from suspending 
the 000 Program and then oonepired to 
keep that Information secret. 

sooocnofT-TBvma us 

Notes from a Tr ea su r y Department 
conversation with the National Secu- 
rity Council on May IT. UM. state that 
the USDA sent a M-page report to the 
Justice Department. State Depart- 
ment. and the National Security Coun- 
cil. The notes state: ''Agriculture plan- 
ning to shut program down." The notes 
go on to say that the USDA will re- 
lease the newt after the oommodlUee 
markets dose on Friday. May It. UM. 

Armed with Its recently oomnleted 
administrative review, which clearly 
showed problems In the 000 Program, 
the USDA was ready to abut It down on 
May IS. lMO. but Mr. Soowcroft Inter- 
vened to stop that action. Notes from a 
Treasury Department conversation 
with the National Security Council 
dated May If. UM. are astonishing. Um 
notes state: 


Soow c roft eelled Testier end asked klm 
ees to put eet prase release today mytag 
"terminating program** Net to do tkat asUl 
we have aa tote r ag eeey review. Agrloaltera 
easy still put out report staee it doa a et kave 
say policy reeoameadatloaa 


Let me repeat that: "Soowcroft 
called Yeutter and asked him not to 
put out press release to day saying pro- 
gram terminated." 

The Treasury Department's notes are 
supported by Commerce Department 
notes from e Rostow Gang meeting 
held to June 1M1. The Rostow Oang 
partldpante that day were dleeuedag 
the various Information that they were 
going to deny to the Congress, and we 
are trying to figure out bow they could 
do that. Tbo notes of the meeting re- 
veal the existence of a May If. MM. let- 
ter from Soowcroft to the Department 
of Agriculture. 

The notes indicate that the President 
was going to protect that letter. In 
other words the President would claim 
Executive privilege on the Scowcroft- 
Y sutler letter. The Banking Commit- 
tee has made numerous requests for In- 
formation to the USDA. X have signed 
many a letter. The Soowcroft totter 
was never turned over to the commit- 
tee, and X have written Agriculture 
Secretary Madlgaa asking him to ex- 
plain that oversight. 


Apparently Clayton Tsutter docs not 
ko to disappoint his superiors. On 
toy ». UM. the USDA issued lie ad- 


tmtlvo review. The prose n 
ipaaylng the review did aot 


ttoa that the program was suspended. 
Obviously Mr. Yeutter compiled with 
Soowcroft *• rfqoeet to say nothing. It 
would ho Interesting to knew If Soow- 
croft was acting on his own or the re- 
quest was cleared hy the President 
himself. The President should answer 
tkat niisotlnn 

On the same day the U S. Ambon- 
sedor to Iraq. April Otospto, seat a se- 
cret cable to Mr. Soowcroft which ex- 
pressed alarm about reports that the 
000 Program wouM be cut off. She 
pointedly stated: 


Word bee reached ike tmUmj here la 
Baghdad— bet set Ike Oovarsmeet of Iraq— 
that Agriculture has decide d to bare dewu 
the eeeeei tranche of 000 eredlto tor Iraq. 
• * * from a toralga pokey perspective Ike 
deeisloe la difficult to Joetifr. My own think- 
tog Is tkat unl e s s Agriculture bee unco vere d 
s legal hornets* nest, we will waat to pro see d 
with the seooad tranche ef credits. It re- 
mains eadeer why ws would want to use 
food as a weapon. 

Referring to the plsnned suspension. 
Ambassador Otospto protested that a 
out-off would undermine efforts to ooo- 
vlooe Saddam Hu s ss l a that the United 
States really wanted to work with him: 

Temtogdewo Ike 000 ered lto would seed 
Ike signal tkat the adsUatotoettcs has de- 


tad no option bet to parsec a pokey ef sane- 
ttona sad eoetalamant. A s s d da a shift new 
wUI he reed by the Iraqis ss purely polltt- 
eal— part ef the US. eoeeptrecy agaleet Iraq 
What the cable shows to that the 000 
Program for Iraq was first and fore- 
most a foreign policy tool and that 
Otospto did not want the program ene- 
pended becauso she feared It would 
send Iraq the wrong signal. Her superi- 
ors obviously and evldsntly agreed. 

Mr. Crowder went along with the de- 
cision to say nothing about tbs suspen- 
sion which meant that American farm- 
ers. the commodities marksts and the 
publio had to be deceived. There to 
some evldenoo that indicates that 
Crowder may not have like the idea. In 
a memorandum to Brent Soowcroft on 
May 33. MM Crowder states: 
Notwithstanding the above considers ttoue, 
additional OOC credit guarantees to Iraq 
mould not bo nado over and above the SIOO 
mlllc# already authorised la fleeul UN 
until the qoootion eooeentog program Imp 
uUriUee with sales to Iraq are cleared *P> 
• • • It cannot overemphasised that any con- 
straint on 000 credit guarantees must not 
ko baaed on foreign policy ooealdoratioea 


□ tttO 

But It appears Mr. Soowcroft, with 
April Otospto* advice In hand, had dif- 
ferent ptons. Treasury Deportment 
talking points ter a May 9. liM. NSO 
meeting on Iraq state: 

Meeting has been Initiated by NSC 
staff because they want to prevent the 
COC Credit Program from being can- 
oeled ae It would exacerbate the al- 
ready strained foreign policy relatione 
with Iraq. 

Agriculture had Manned to put out a 
press misuse on May B that said the 
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In reoeot testimony Mn the Bank- 
l«C OoMUtlM Mr. Crowder purponety 
MM U aamr IM ommIUm'i 4 


MM. the USDA'a Oonenl Oouasel. Alu 
Baul ni quoted m stating: 

Baal m iMtfe i* —leas* the MAO rani 
ftoi*! latirul totwat ail lawl vara 

tku l f"w opctottoa air km n m tek to fenlii patter • • w *ra H tion* tkovt NSC end fkiu 1 

esoarrad aai rutali silent n a pm- pMaUj. Mnraat to iU> han dling M tka 000 

piMiiia Lie * Uk» thm m a aai aa oftta I Program for Iraq- la a Uttar of tnvftn* 

la fort. Chara la a aaaaaaalaa ta ef- aamrtlmtt voaiar If tiw Vktu Bones. M* af May SL tWt. tk* cmuaIUm 

Ut, Agriculture kM already MiM IUU. aai Acrlcaltora DipartmaU —*•* ^ *• 

Oaograaa oa thie prospect. actaally believe that li la true. The Mataaiaat tia fotlemlag qoee- 

Wa belle?* that further 000 pro- evidence aural/ ioaa aot ouppori their 
Ur Iraq should ba suspended pious pubUc aUUoMoU. 


If USDA believes It U warranted aaiar 


tnuraar to aaemt aamaAtw at arata 


Quaatloa No. S; Bov < 
ley a oaa Maratlc aa affoet the USDA'a 
paaltlaa raUtai u the aeaaliaratlaa af 
tba Aaeal year ISM 000 Procram Mr 
The atraUfy fee deceive the public tract 
about tba auapaaaloa af tba 00C Pro* Quaatloa No. 1 Bov lli Iraq's bumaa 
Cram a p paara ta have baoa apavnai la rlfbta raoori affect tba USDA'a pool* 
n.. ,, 1 . t ■ a , n— 0x9 * ut§ **V*rta**t by Mr. Jock feloa raUtai to tba c a aa lia r aUoa af tba 

tte State Dapartmaiit fPromlatai a fist ^ April 1M0 8UU Department fiscal year MM OOC programs Mr tract 

2 *°“7 option, that ct« I VMMtUOr nMnonnt.m from Cn, to fuuS- QmmIm N. ft PImm «pUU tS» 
W M«< u » «•?* *? SSf 1 ? *2 * **• pwtant Bidw SMTM 1 I 7 MM N.tlofill B^arltr CoMCir. r.1* U tk. 


Tba NM DopuOoa Comal tfeoo 
lay vae boli oa May M. MM, to 4 
pMovtlal atratoflaa for dealing 
UHb praparatloa for tbafe moattaf 


tlooa. Regarding tha COO Procram tba JSmtal U atattr 


OOO trapue 1U la tha h u n t pr a ci am 
va aarrmtly tart vtth Iraq AU tha asae* 
tlm |— uisttoa aa tha Bill nth bam 
laoajr-Cuua. tumpU 000. PRO: Stoat 
baa's raoori of repayment m 000-cuarsn- 
feooi loaaa ta ftxrf a ad UftOAt mtov wtU 
pretsMy give Itm & talrty etaaa toll af 
Malta, —tomtom af 000 at Ula sotoa 
vaali to a atraac PoRUmI aut 
b 

nOA 



hoi vtn aot ba a poMtteal 
aafe to to a position to make a tor— al aa- 
a— niaaat. that there vttl to aa aaooai 
traoeto af OOC crailtt tola roar. Wa oaa la 
fiat plaoa tha frofrsm aaiar p r o ta a — i aa 
view. maulUaf ta tha 


Thla atratacy to atlaload the puhUo 
about tba aaa of febo 000 procram aai 


Maatobto 

Apparently. at the eoadualon of tba 
meeting. It vae iaclioi that tha aaooai 
MM mlUloa laatallmaot vaali sot to 
ralaaaai ft via a too tittle, too Uto ef- 
fort to pat touch oa 8a Ad am Hussein. 
Iraq bai alraaiy utlllaoi M09 mlllloa of 
(bo first tranche aai tha taxpayer* fat 
stock arlth tha tab for that mistake. 

Per tba White House aai Mata Da* 


procram aa May M. MM. mut that 


i policy seal aot aslay fooi ee a pe- 
so! weapon. This amoaatai to Or* 
waJltaa Doublespeak aloes fooi vae 

000 ftrogrem for Iraq vaa suspended, 
becoming a respectable vorli eltlaaa. Tor ,xajnpl#: 


am iovarlcht abamalaaa Lias Hko 
tboaa hurt real people. One seat of tba 
suspension Ha la that the Bush aim In* 
latraUon had to mis! sad formers, tba 
commodity markets, particularly tor 
floe, tba Concraaa and tba pahlio about 
IU real policy toward Iraq. 


Tbo dodaloa to keep secret tba deci- 
sion to suspend tba procram lad to 
many morn U«e. Tba USDA bai to 4e- 
calT* 0.8. formers. Members of tbo 
Congress. and tba public. Tba Basking 
Committee hii numerous letters which 
tbo USDA vrou to OeacracHBoa to* 
tvaaa April MM aai Aacust IMS. aai 
noaa of the latter* mention that the 


or at least a facsimile of < 

What disturbs me today la tba hypos* 
rley and arrocaat attitude ef the ad- 
ministration. They repeatedly toll tbs 
Concraaa and tha public that they don't 
oacaca la such primitive practlcaa as 
ualnc food as a political weapon. Aa aa 
example look at aa April 10. State De- 
partment latter commaatlnc oa Coa- 
yrraaman Bout an ‘a Iraq sanction* bill 
Introduced in early MM. Tba letter 
vary primly says: 

It to* been the etrouf and repeated peat* 
tlaa af toe Aimtaietratamnettou— toaias 
aa em s o m l c vuapm af fervtfs policy 
•breach the ImpoelUm of atobsifeua aa ag- 


May 1 19M, USDA to Sa eater Bov* 


May SL 1M0. USDA to Senator Ltoro 


Tba USDA ehtiaoi la aa tbo effort to 
deoatra about tbo Hereto* paBcy nature 
of tba OOO Proynua when aa April M, 


May M. 1M0. USDA latter to Hoaaa 
Judiciary Chairman Jack Baoocs and 
Conffrusaman Mm Axvucn of Texas; 

Juno 11, ISO. USDA loiter to Senator 
Tbknt Lott and 

July A 1000. USDA letter to Senator 
RacHAmo Shxlst. 

These Member* all had hard wevtl* 
formers la their districts that vara 
concerned about loainf tbo sales of ag- 
ricultural commodities to Iraq. They 
had plans to make and resources to re- 
allocate If them was aot relay to bo 
eale to Iraq. In other words they bad to 
run their b e Mn eesse. Tba adminlstra- 
Uee meat ba required to answer why 
they totaled UA formers aad thetorap- 
rsee n tatlvss la C o n craaa 


USDA'a administrative review af tba 
BNL scandal? 

Mo. 1: Planet explain tba 
White donee's and National Security 
Connell's role In USDA decision i ‘ 


lay pr o c o m routed to tbo fiscal year 
1090 COC Procram for Iraq? 

Close acrutlny of Mr. Crowder's toad- 
toony reveals that ba foiled ta add r aaa 
any of tboaa q u a si loo s la bis vrlttoa 
eubmlseloa ta tbs oommHtoa. la bet 
Mr. Crovdsr aUslsd tbs oaenmlttos 
about tbs sdmlnlslratlva review and 
when he testified aa May SI. 10M, ba 


I laeuueiei the team Is prepare e repeat 
aad v* met scale ea May t MM. At itot 
— ee tl ay. t d*«er-laei that 1 would make a 
puMIe a e aeuaw m eet itedoelar the reuelm 
of the aim — le tmtfve review sad my deter* 
set te proceed ee say forther cred* 


Iraq aalll eeedsaleu ef toe ML laveeupu* 
Ilea. Our propose d report sad soaotnnfitl 
wsa provided te the 01 Attorney tu Atlanta 
aad to OSDA'o Office of laopector Oeaerul 
aad Wi* circulated vHhla the admUUtra- 
Ueu to e ther latervsted syeuctea. The flaal 
report wee reteseed ou May M. IPMl 

All true eutomeate. but tboroucbly 
arisleailaf . I maintain that the reason 
Mr. Crowder so conveniently foiled ta 
address tbs questions posed and tba 
reason bs conspired to mislead tba 
committee t* that bs wee protecting 
Mr. TeutUr, Mr. Seowcroft* and tba 
State Department from embarrassment 
related to their obviously political ma- 
nipulated of the OOC Program for Iraq. 
In short, bo lied to cover up for Ms su- 
perior*. 

As I have revealed la previous state- 
ments Mr. Crowder repeatedly misled 
tbs Congress about the foreign policy 
nature of the COC Program for Iraq aad 
about the pressure he wee receiving 
flrom tbo State Department. There Is 
more to say shout this deception, and I 
will provide more details as Urns per- 
mits. 

COWCIX'HOM 

I must restate the President's recent 
comments about the 000 program for 
Iraq. While addressing as sgrtcultural 
group tbo President stated; 

I thlak we property seed the— (OCX* cred- 
' - da and I 
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° f «'»«'• * by «b* Depertmen’t weald 

y* r* “ SSf t TiJlt S ®P policy fhJIuree. prMMi a ooomct or internet whom m* 

ftl ? T1 ?!? 1 I think the appointment of an lad*- moooiao or mboocMoo (Cl 

"iTt pbodeBtcouamlta Important te remind H ohonM bo sour that the rowiag teteer* 
^MiK^an^MTSttL aU tbooo ta power that choodag the "«•••« * , ** lf «te ««eM or 

*« ite OMvtaLTo^ SmJm iSu P*U of deception will moult la law «te wiumi and repeated tetter* or th* b**e- 
Mmu iMtewMool Job la <5 Implsraoo MfaUoa, aad If wirtMUi p r oo ocetl on. ** *** 

tttloo oT the la* end the oatef oT thooe cr* 4 - 

Oaeki It bo that tho Free! dost U mla- ° n^rJL?* *"»*-•*•» If It Sc^HmiL 

laferasod about tho White Houao’e iaa* * poUHeall/ paloftU. 

Uptfattoa of the COO Program? I Jj * “* •*« •“ ** P^«e. -luololS-^^uSS? J 

doubt It. After all tho Freoldeat's top Jf 4 *• c ®*j d “®* »P*rU Motional Security Connell m ve*m af tha 

aaUoaal aocurlty advlaor. Broat Scow- “ dw# al,ow * •"* drcaoiouacoo ro- Executive Broach to pradwc* aemaroea m* 
croft, woo Intimately involved ta mak- ,air# * qnooted document* from ot least four ogen- 

Uff decision* rolatod to tho OCC Pro- «*•* •«* £• Uifon or tho Executive tmm\ 

c 4 Information to tho Ccngreco. It to Roa. Vuum P. Bam, OooMaittoo aooOo to foausei. ■■ »-■* !*? 

■ow becoming lncreaalngly dear that Au f mt * c *y l - U fpartmnt o /Aube, Its*- oooaool wtthfeU oob pooa a i>4 rcnsicotsmj 
’ ' authority. la thlo regard. tho coo tradic lory 


Mr. teoweroft wao tho hop fleam la 


the manipulation of tho 000 Program A iT PC CjfL AdmteletrnUo* testimony u particularly 

J* ( 1 * 4 . It I. barO to Io«i*ta* Ouu Mr. & SZSZSl OZuSvSX u uuSSi?S2 

idMmA am .Im . M u a. LTz!!l J. T ■ Aoiol roeorio. tho “formolUod" proeoduit 


•ooweroft did not alao haro a rolo la majority of tho majority Moan boro oT tho 


WhIU Rooao callo to tho aoatotaat UA Mooao Oommituo on tho Jodiciary. onto to ** r^omay Ooa rr oo oi oaal m 

attoraoj la Atlanta or tho Jaatloo Do- tenaally roqooot that jroo. aa Attomoy Oca- *** **** ^locmaMoa. tho pooaiMo dlmloo 
partmeat’o handlin g of tho BNL aean- •*•!. oooli apyotatmoat ot aa ladopoadoat «r fooocaoooaHloaaood loaa procoodo lor 
Qal Oooaool to lavootlyato oortooo alloratloao oT ml,IUr Y parchaooo. aad tho apyaroot mloooo 

ii.k ln# u . |j Jin wtrnft . „ ^ pooofblo otolatloao of federal erlmlaaj oUt> M ttlri eooatry am traaaforo to Ira«. 

thoCCCFH^ir^f^I?^ fSrr^iLui «M 0 by hlfhfoaklaf omclalo or tho *100^ Ftaoliy. allopUooa or trr««oUrlUM la tho 
rf™ rtograa and tho BWL ocaadal Uvo Broach. Tbo pououal crlmiaal ooateet Doparuaeat’o haadllaf oT a hoot or lanoOoa- 
JJJJJ ^ tooaUon of Prooidoat Boah a la oaooUoo roUtoo to actinuoo by both car* Horn toochla* opoo DA policy to Iroo mm 


lc hard to boJlooo that tho Prooidoat HSf £ m?i j?tR £^.5JS7 to * l ? - ? f 5f* ^ - 

TCohdag oaed ao a poUUcal woapon la offldal record* aad other docamoata. aad 2?IoSS! oTthTuAA tMai7u!T2^ 
vlolatioa of tho Prooldont’o own policy, throach othomiao muieadiag aad obotract- trtet la whiS tho mattor^! LwST £ 

y JSnSST" *“ ,U U, ^ U ^ UC * ^ pomit£ 

n*** 1 * 11 ? -eU* JTatToIIi U teS^thil* SSSftSTtl !nu|^^T 

®*®tr*a* about tho oao of tho OOC Pro- ooth tho Homo aad Sona ta* b n oodotTorod holdlag of olaoeUtod latormatloa from tho 
PUB ter Iraq. They cam# before Goa- to oaamiao tho ollofouoao dooenbod above AU “ u prooocoton. aad tho mddoa and ea- 
PtM aad aay thht tha 000 Progran throoyh hearing*, rogooota ter ^odaetkm or «>pocUd plea baiyalaiao arraacomoat by foe 
ter Iraq van not oaad a a a foratga pol- docamoata. aad roqaoata ter aaoworo ta qoaa* puartmaat roachod with doToadaat Paal 
ley tool aad that tha State Department Uom propoaadod la writing. Aa a rooalt of P ro **® 1 u arraagomoat which tho p ni i d* 
WOO not proaoofinc tha U8DA to go a * M MMroooioaal oversight ofterto. ao woU «M federal dlotrtot Jadgo oovoroly aad pate 


•teed With tha program doom to < 
JJJM of Iraqi wrongdoing. Both 


aa other tatormatioa which haa now colored tely orttletaod oo myotortoao aad fr_ 

7 , tha public Coma la. it oppoaro that there may aad la hie view, warraatiag tho appotatmoa* 


OtDA Jdit+tL TSJrJII have booa vioiouoao by poroono la the White af aa ladt p oqdo a t Oooaool. Booaaoo tho oth* 
zj # Uf ®tete Dopartmoat woro Horn end lo vartouo dopartjamu or tho b* loo la Oovoramoat Act pmdoatly ooatalm a 
Pjro that thay worn mlaloading tho ocouvo Branch or govommoat or provtatooo mochaalom by which to ovoid • oitaoUoa 
telle about tho OOC nogiam. or tho Uoitod 8UU| Code, Including hot not whore a Dopnrtraonia] lavootlntioa mlcht 

Am I moaUonod at tho on toot, tho Ja- *•*"•••* **. 11 USC IP! (coupiracy to do- mooli ta a ~ personal, naaaclal. or potiUoal 

eklary Committee announced today Uo Uaitod Suui or commit aa oflhaao ooafllct ot lateroat** Bor tho Antonov ^ 

Su? would r^m^o tS Attor^ -al or aj SSS^of S Sii SSS mjS: 

JU Ooatral that a apodal prooocutor 0 ? tesumr^ um'iwS *** ( *^ U8C w to this roo> 

dppotated to lnvwotlgate tho high- mTuSo ^ ffo am terthor aware. 

^BrnMnijiarsUonm^ ,i«i ipon-ryi » uS: 

jJ^Mvtag Iraq. I commend Chairman use 1 130 <*tr* fraud), aad 11 USC |X7 at- ■ ** p * f * oa * > * ** — ** 

JtepU and tha root ot tho committoo aaacui coonict-of tnurost by high boce* *** W'*^ 1 

te having tha courage to Uko ouch a u*e Branch ofnclals). Ugomck amclala aa doflaod la nh- 

stop Obviously . tbo Legislative Branch lo not 

It tea UcoBM M im MmiMii ooaoutellooally empowered to either proa* *^*®* u ^ ■teemUadeble aad daaomod 

w*u« inssiSShSi SLi • cmu w ui*5w! ss <• ^ **» 

[l, a . . . *** hlghoat loetl Of th# y*|- im. maooa tho onumoratod llat or am ateadarda af tha Dopartowot** porsoaaeL 
Bah terdnlMration to lie to tha Con- uaual crlmiaal vioiouono eanaot bo coaoid ***** tea Jaatteo aad la tho Bold, tho 
pbte aad the Anaoiicaa public about end oahouoUve. end certainly lo not motno- •* rrt * l *g ***d te moooerv tho Amortcaa 
Ri anomic performance la running our tlvo of tho animate Jurisdictional mandate P****e *tet >msco haa. la fret, boon done te 
ftdem] Government. Thu very fabric of of aa Badspsodsot Counsel. Moreover, ao the «*• baadllag or Ulo eaoo would appear te 
•w democratic ays tom la torn when BUlata provides, the ladopeodoat Oonaaol mUiteto otroagly tgmlnst the Dvpanmoot la- 
foopla la poaltloao of authority, from ahouM bo charted with lavooUgatlag aad vwtlgaUag Ha owe handling or thlo amot 
Ite con on tha atrnot ta the Pruoldnat ^rom co Uoo all parson* Involved la crlmiaal controversial matter la addlUoa te tha other 
of Ute United bntoL datormlan that * <UTtu ^ “*« IMKoHc). inch pomoao aHogntteu dloonoood above, 
tho boat JmmmmT "ooH teatado at loaot all White Bonaa aad Wo know af year abiding aad tworm com* 

^trOsT^- ** ter Bsocntlv* Breach offlclala mltmaat te apboid th* law of th* United 

hte^IS SSSS r SHr Sl ZES TS ? * 4 ** ****** gy^ ^tem uoa State*, ta tho otroomouaoo* pmooatod. w* 
and hla bap adwtaom ohoaa tho fb» of iMaowoflaa other cAdeta the tavoo* Maoomly baltovo that tho law aa woU a* tho 
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hur BoepUak. CM« A. Wetotoptoa. A|fk«lun bak p>um 4 to po t— to press ^^yLSrelwotl JTliKti 

Doo Btverka. Xmmm L. MonolL reMeee oo May D tbot aotf tbo propram ••■ ‘SSmSTwIa" 


SuciMtoUr, Beraoy Freak. Mike impcvprtouoi to Ui propram 


IfuTMo Wn, Jr.. Moi U^m, CU004 
JOck Kook. Mlko Ka p otokL Tbo I 


NSC preveltok oo AprtcaHara to 


Oam KanM 

5 ton naekmtbet* make coU Mo fc 

MOD 111 NSC will cook loitor to rooootL 

Mart. 

Mf to Cbooof tatoo. 

twwroft to Dope Ac- May Ml 
Ocroknmrr or AoaKULTvas. 

Orra or tvs Otonua. ooomn. 

vtiMmM.oc.AMf.im 

MimhoKo fee tbo Secretary. 

Prase Aloo Cbortoo BooL Oooorol Cooooot 
BabMot: Bak of Week Deport ^ 

6 Ires- t receives o farther brieflap tklo 
rook (Took tbo Departmrat of Jootloo roforA* 
loc tbo Atlooto tovooucotloo IBM tbo BiM 
jtootooolo kol Uvon ook relates nettece. I 
krtoM tbo Deputy Secretary oo eortoto sew 
Inooo to tbo tooeotlfotloB. 

Tboro muNM -Dopotioo Con nlt too" 
noettop OB tbo Inc OSM prapram tklo rook. 
| tbPBCbt I ■ boo Ik ottook tbot m oo tt o c . kot 
too Doaatr Secretary kotormlook tbot Abb 


tiproprtoUoo rot hot* oocorrok ook ro- 

MOlBOk OUOBt OB O OO O pOBt l OB 

lo lot, tboro lo o OOOPOB OI OB to oCbot. If- 
rtoottoro kM olrooky hrtoM eoBcrooo oo tbto 
prospect. ook tbo preoo boo reported oo too 


22 oof m toot tovoodfotloB wkM* boo wport 
Oktf lavolrek taoooo of bealdap Imitto 
__ moo to BkktuoB. USDA boo oiBtoofk to 

<4 sisszsis'SJrsssrAs: 


t boo retook o Boi Bb or ok toeoueeo ro- 
of ooetrast prteJap. P Mki toc pne- 
. ektpmeot. roqoooto for okklttoool oero- 


Vo believe tbot fBrtbor COO prapie nla f 
tor DUQ oboalk bo — yiolil If USDA be- 
Uoroo It to varraatek maker IM ova iterates. 

Tbo Ukollbook tbot trap Ml Aof paytap 
OB tbo COO orokfto bmp kopook oo * betbor 
Aoook Kola tbot tboro to too possibility ok 
•ov oroktto BBkor too prapram ot o lotor 


USDA boo rouok I to ooa c orao oboot tbooo to 
ooee vttb rpproooBtattooB ok tbo 0»voraoMBl 
of Ires. toolBktac Kept Intoonoknr to too 
UBltok Itoooo. USDA expects to work vtto 
too Oororameet of Iras. vblch boo tokteotok 
Ito BilliBfBooB to ooo p o r elo oak p rov i so to 


V tree kooo flop pojrtac tboro toll bo B 
bokfot ooot m USDA starto paytap off dalmo 
of tbo books wboM eroklto wen laoarok. 

trap mc root to roockoko l o tta repay- 
Moots, bat toll osly ko oo maker o bdetora! 
apro snoot. wbilo too US. toll oaly to 
tbroofb tbo Forts dob 


Mb I boro aot booa brtofok say oo too moot- 
toe yob bot I aako ro toa k tool It roo koetkok 
tbot »o okkltloBol emonatooo boyoak too 
ftrot HOS MIUIOB woeM bo sr o r i m to trap 


i year. Tbo koeMtoa opporoatly taraek oa 
vertoae taroeUfoUOBO tbot mj offloo bos 


tbo VO/tOBO tBTOOUCOUOBO tbOt «J OOlOO BOO 

booa tooBitorloc oktoBC. UaiaMl. too 
MCo Special Aoslataat to too FrasMeet tor 
AoUo Alio I/O. Blcherk Hooao. wn a Uo aok to 
too tbot tboro m ooppoook to bo o ooMo 
Boat to Itm tklo rook latonalac tbom of too 


totoriniS0oir.Jvnl.MI 
TMS OHMS SSCBSTOkT OP A Ato- 
■ ooltvbb roa DrmufanoxAL as 


VbikSy— - PC.ffuB.Mt 


(Secret) . 

Hum — k — tor Tbo RobocbMo Drool 
Booweroft. Aoototoat to too FrooMoot tor 
Metlosal Soeafity Atom 
From: Rlcbork T. Crovker. UBkor l oo r oto r y. 
Sabjokt USDA* Fosltloa oo Opttooo to Hlflf 
Pops tloo Comal ttoo Bevtew of FOC 
Paper oa IrapfSl. 


DtroBTW P rr or AoracoiTvaa. 
omes or no Osmsml OotB»tsu 

toMkloffoa. DC 4p*tf A IMS. 

MmoruOui tor Koola Brooeb. 

From. Aloa Cbo/loo Doot Oooorol OomaooL 
lol)j>trt~ l/oo. 

Dtok toWkor oak I not wttb Uakor too- 
rotary MoOormocb oa Iota yoourkoy oftor- 
boob (Voksookoy). V# okvtook tbon of ear 
ptoao ask tboy more or loot eoaearrok. bot 
vobM ook toot «o aot bm too term no- 
peak* 4 roforklac bnl OSM pro«mm la- 
•took. «o coo talk la tbo proor Moore abort 
tbo oxtoostoa of oay tortbor norutM 
ovolUBC roeolotloB oak okkiuoaol latormo- 
Uoa rocorkiac tbo poaklac taootloao. 

Aloo. yoo rtu bo oscitek to leorm tbot too 
Stole Doportnoat •uoaoly roo omm oako that 
VO co to bofkkok to ook roloroat cooottoao. 
Tboy boll ore K nU boor eortala ktptonotlo 
boaoflto. m veil m provtko bettor oooom to 
tbo aoooooory Inti offlcUlo oak ko c Bmoata. 

I will bo la Soottlo oa Tbvokoy oak Frt- 
koy. bat 1 voolk Uko to bo kopt opprtwk of 
oay kooo l op m oato oa tbo Iras tome t Ml 
00 H la portoklcolly bat Kotby Ml aloa kaov 
bow to roacb bm aak bow to too tblapo to 

™Vboa too ^Qo oak Ao“ are kooo. pUooo pot 


Uakor tbo OSM-MI procram. too O b ibm iI 
Hy Croklt Oerporotioo (COCk a to k o ra l oor- 
porouoa vttoia too Doportmoat of Apt- 
oaltaro. aotooto ofttcaltarml oaporton bp 
proetkiac saarmatooo vblcb oacoaroca prt- 
voto flaoaclac of export ooloo of ocncmltaM 
oolee tor vblcb ropoymoat to moke na rc o Tt y 
poor a tbroo year por lo k. Tboro are aa toro ct 
oatloyo of toako Baton oak aattl tboro boo 
booa a koto olt la poymoac la tbo mm ot 
Iras. SB claim bare over boos anko as too 
CCC oo a resell of na r a o took aalaa la has- 
Tbo Iras OSM profran bopaa to MR aak boo 
atpaakok otam tbot ttmo. Oarroatly. 000 
boo oatotoaklac noma moo oa i ppr o ot 
antoly MJ bUDca worth of ooloo noko boot 


Aay lea Mac irronlorlUos tbot nay boor 
aooarrok ot BNL ko aot offoct tbo rtok aa- 
kortoboa bp tbo 000 to toon tap tbo faoraa- 
Moo. boeoaoo tbo rtok aoko r t oko a Motes to 
ropoymoat bp too toreln parebaaor. Uakor 
too OSM prapram COC aooaoMo a# rtok vtto 
respect to tbo boat la tbo UaHok Stales to 
aoactap tbo solo. R eo Kb olooa. USDA rootov 
of tbo Iras preplan bos retook o Bomber of 
SoosUoas roparktop coakect of tbo propvam 
ask USDA boo. tborotoro. aotiflok Iras of Ito 
toteauea. at too carroat Uno. la waul 
tbo propram Dor FT ttoO ot tbo oarroat MM 


Soares: Doportmoat of Aprtoaltaoa. 


Tbo opttoao paper p ropert y e 
too tmpo oi of ooaotloatop Iras i 


SB motors croklt narpatooa Ins to aa 
Dporuai mirkM tor over tveaty U S. aprt- 
oaltaral commodJUoo ooM maker too croklt 


paaraatooo of tbo 0SM-M9 profran. Door- 
poor. It caaaot bo overerapbutoek that aay 
OBaotratat oa COO croklt naraateee moot 
•ot be bank oa a toratpa policy nUoaalo. 

M ok wltbouaklap tbo above eoaslkoratloaa. 
akkltloaal OSM-MP aak OSM-MI eraklt 
paaraatooo to Iras eboalk am bo anko over 
aak above tbo VW milltaa alraoky aatbor- 
fecok la flaoal MM aatU tbo toesUoao ooa- 
aoratir pr o f ram trronUiitloo with ooloo to 
Ins at* •Mankap. 

USPA vaoto to oaQ ao ana y oprtoaltaM 


oamvakltloo abroak ao pon lb lo. l aebMto p to 
Into bat tatepTtty of tbo proevan ooporookoo 
too knlro to ooU at aay ooot. 


A nui. u m-Cader Socrotory Blob ark T. 
Cravkor aaooaocok tokay that tbo Doporv 
noat’o Fiscal Year 1Mb OSM-MI prapram tor 
Iras *o«M bo euspoakok after tbo MM mU- 
lies lies of export croklt paaraatooo. aa- 
ao aa cok la November. 1IM. to o t b oaot ok Tbo 
OSM -Ml prapram far Ins bak booa opera t- 
tap. kartap oacb of tbo two prior fiscal yean, 
at a leval of appro* imouly u bUHoa aaaa- 
ally. 

Tbo Dopartraoat taaacbok Its ova ekmtato- 
traUra rovtov of too Iras OSM-MI prapram 
lau last rammer after eUepettoao of toaklap 
trreomtomieo lavolvlap Iras oortooH la aa 
laooounttoa tor too Offleo of tbo Uottok 
Soatoo Aioaraoy tor too Mortbora Dtotrtot of 
Ooor pt a of too Atlaato opoaop of Baaoa 


FV ABCS AMP UBBAJI ATT AMS. 

VMbayna. DC. kprtl M. IMS. 
Mr. BmmaabT. Caovpea. 

(Mr ternarp. A Mm nftoaal Affatn ao k 
O iom kW y fnp mm . Dep or tment of 4f4 
cvffaro. Vojbtaptoa. DC. 

DBAS MX. cxorvtt: Tbo O o mm l tto o oa 
Boaktap. Flaaaeo aak Urbaa aftotra Ml boM 
a boartap oa tbo NaUoaol Akvtoory Ooaaok 
oa tatormaUoaal Mo aotary aak F l aio rtol 
Policy (NAO aak Its role la app r or t ap tbo ■ 
MUloa FT UN UA Dopa/tmeat of Aprt- 
caitara (USDA) Ormmoklty Croklt cm 
poratloa (OOC) prapram tor Iras. 

Tbo Committor raopocttolly r ose —to toot 
yoo testify at tots boartap aa May «L UHL at 
BM a m. la Boom DM. Boybara Haaoo OBa 
BalMiap. Tbo OooMalttoo voaM bko yarn to 
okkrooo too follovtap saootloao la year vm- 


I. Ftoaoo osplola tbo USDA'o role to ft 
MAC p r opo s e 

t Bov ktk torotn policy ooaolkoratlooo i 
foci tbo USDA’b pootuca rotates to tbo oo 
•Ikerauoa of tbo FT IMP 000 propram I 
trap! 

Bitov kM f M tv rt bia mo ooap ora o i 


399 


CONGRESSIONAL RBCORO— HOUSI July », 1991 

* ta Mi NM ftr IM* (nat Nm* ,f wwfc 


m»m ini tan mm aaw a 
fed tti 0HU1 ndMii rotated la Ike «m- 
Btamuoa of too FT MM 0C0 prapvom tar 
kto* 

1 VkM lo flaao o o 4M too Bua HmUqq li 
tal Uw« imu modal tea# ao ita 
nOAl fMttiM rdsu4 10 tta wHlwH i i 
dtall bUhoo rr t*>0 00C mmo tar 
feltf 

1 Floats opuo toe Retieaal Imrttr 
CfeoaeiTa iMACe) ntootta URDA'e Ataato- 
Mnilt* taflra of toe BKL modaL 
I. Ptam anUta tta Vhiu Horn's aod 
MCI rata la tta USDA*e doctoloo naklaf 
|mwnbu4 Mdamoo OOC proprmm 

Ptam taal free to atelt say tattar eoo> 
■rata tool you nor km oo too above too 
tat luktif OoauBitm rotas rsqatra rov 
•rttioa U dlo osi bo mode available to 
Mwlm of too Commttwo twsaty-tear 
boon la advaaoo a 4 a tavtaf. Aecordtop Vy. 
ptam dettvar 300 ooptae o i poor vrUtoa Uo> 
torn* to Room 3130 Roybwu Rom ORtao 
BaUdtof fer OJi ojo. May SR MHL 
Tbeob yea ter yaor ttm aod ooooMoraUao 
of ton reqaeot no Committee looko ter- 
ser! to year testimony. 


ttaPaoTtaCMT or tram, 
StaMtaptra. DC. April M. tm. 
■m. Rnuito Dado, 
fifeam. Q0tao V tataaooami aad fitdon 
Duo Ut Dutus: Tbta louor tae uo rdo 
too luto (fefaitoooCi novo ao too lonaao 
MO b ao nofa c oaocUoaa oo Iraq, ao yoa to* 
tototed. 

Tbo Ml latoooaa epee mdod oaooMaoo 
ocalaoi boo without llokiof toom to aoy 
Policy objective. Thus It would ollmlaato 
oar PioobtaoUal OesibUlty to dealtop alto 
to l ata o r u a i bat difficult ooaatry. without 
toodAoaUy tartoortof aoy U.t. aatioaal to- 
tomia 

Ibo Prv o ld tu t baa aaado etaar ooo c tra at 
too moot too*! attompto to emapvte expect- 
tara-nto poooiblo m to ancloar woa poao ■ 
tot or too U.t. He baa mode deer bis satraps 
m too broopoaolblo toroau taouod by lroq’o 
ProaiJeat tadiarn Ho too to. Tboro have d- 
*i)n brve oiftiflcaat UJ coocono oboat 
bo)i tobanor. aad to fact too U.t. Oorora- 
■Mat boo loay im p o ood oiaoy or tbo auao- 
«*• too taftolattoo would amadou. Tbo 
•bU Dopo/tmoat ooooraUy problblto too 
tata or troadbr aT U.t. MaatUoat List Itom 
to In* PHty c boat loo to Moot; nod oo pocoo- 
ttally aoo bio to cbowtaal woapoao propvaom 
an problbttod tar export la In* Hom oo 
too Commodity Oootral Ltat doomod hboly 
ta aid Iraq's oaetoar. oataollo. or atooc pro- 
Mtwatloo propramo ora doalod. 

or too otoor oo art toao ootrtatoood by too 
tan. wo aoto toot Iraq ta ooo oT too laryvot 
taorbou tar CJ. aprtcaltaral expect* Tbo 
Ptoaary objective oT owr oprtcultore orodtt 
Pntramo mto Iraq boo booo la toemoo 
tatao or U.t term products abreod. Tbta 
Oita protram, wbieb baa rao oboat n MUtao 
maally la rocoat yooro. prondoo crodit 
Ibonatooo to 0.1 oiportoro of agricultural 
tamoMdiuoa. It boo booo too ouroat aad ro- 
poatod poaluoa of tbo Admlniocratloa aot ta 
«» taod ao ao ocoaomtc w tapes oT tarolfo 
policy tbroatb too impooiUaa oT oabo/fooo 
•• otrlcaltaral ox porta, or otoonrtoo to 
Pta^ltmltooa oar export programs lor pm 

Tbo oborvtarm OX taporbloport Boob 
•ndta taoaraaea ta tot oa d o d la promato too 
toport of UX todaotrtol poota Oo Jaaaary 
B fo oi H iaiButodgnad a waiver ta too rr 


Ropardtof UX voto la' latereaUaoal PV 
a o aotal laoutatlooo onto ao too IMP. vbtab 
pooka to oapport a stable. amr bot o rt oa t od 
ooooo m y. too Uoltod Stotoo boo trodtuow- 
ally tried to avoid pottUctaottoa oT tbo IMP. 
wblcb voald aadoraiioo too Food** toebatoal 
aad toeaatary eheroeter. ty baotop IMP am 
ttoao oa political enuru. too Uoltod ttotoo 
vaaM crooto a procodcat otoora waaM toon 
tobiy try to exploit to wayo txlmkml to U.t 
totorooto. For exampta. Uaportaat U.t aliloo 
mb oo taraol ocald bo oabjoct to olmllar of- 
tacts by otoor ooaatnoo. laob poUUcuoiloa 
weald dtvort tbo tUTo ottoatloa fern prow 
top seed* to too touraouaaal onoanmlo qo 
tom lacladtop debt ouatopy aad rootra««ar> 
top oT Baotora Europe. la oddities. It ta tbo 
opto t oa al tbo Dopartmoat or Jaotloo that 
taptoUtlaa amadouap OX vouo to later- 
■oil pool Ptooaclal laotltatloao woald bo ao- 
eoM*l tattooaL 

Tbo ttoto Dopartmoat oppoooo tbo nr- 
laally tattl oeeaoaUo embafpo oT Iraq wblcb 
woald remit from tolo RUL Tbo Prooldool 
aoodo flexibility to doallap vtto Iraq aa ooeh 
baporta xt tana ao too Arab-loraoll Pom 
P r o o f , to wblcb Iraq boo too capability ta 
pixy x pool tiro— or amative- rota. Tbo Ad- 
mtol otrotloa toatotolaa ao aotlvo review oT 
oar policy tawordo Iraq wito a now tawardi 
omoooinf bow boot to tartoor oar totorooto la 
tbta tboray btloural roloiloortlp. Tbo Ad- 
Mtolotratloa'o appreacb to Iraq boo boot to 
deal firmly otto problem u toey ortoo w I to- 
la tbo oawteit of brood, moay-toootod rola- 
Uooe. bapoalOoa oT rtfld. loplolotod oaao- 
tlcao will aot support nui U.t totorooto to 
tbo roptoo. aad mipbt won oodoreat Impor- 
Coat U.t obfocuvaa. 

Rxporioaco boo obowo ooacHoao ora meat 
ottoettva wboa Impoood anlutaurally. At 
tbta potot ear aliloo ora aot ooatomplattof 
mactloao opatoot Iraq. Aoy oaactloao 1m- 
paaod weald toerotero bo tymboUc oaly, wito 
too coou bora# by too Uoltod Stotoo. 

for tbo above vaaooao. too luu DoparV 
meat oppoooo too Borneo bUL 
Itoooroly. 

JapptO MotAOm 
Ataxooal f o r anarp. 

Athtn, 

Madam Speaker. I yield to the fto- 
tlemao from North Caroltsa (Mr. 
Rots). 

Mr. R08E. Madam Speaker. 1 Lhaak 
the faatlemea for yteMlnf. 

I would like to compllmeat oar 
(Maud, the protlcmxn from Tiui (Mr. 
Oopisalix) for the frret work ba bxe 
done In thta vary Important area and to 
tell him how very much K have enjoyed 
worklnp with him to the end that we 
have achieved. ! know there will be 
many ether opportunity In the future 
for up to work topothor on olmllar 
project# ouch ae thla 
Sot I want to pay the fontleman 
from To xxe the compliment of axylnf 
that becaupe of hit chalrmaaphlp and 
hto aMUUeo with thin very dim cult 
leeue. what we worked on, what I 
worked on, what my committee mom- 
hero worked oo many year* apo. it hap 
hatn paid attention. And 2 want to 
thank him fer puttier hie reputation 
and hit expertlte to work to briny thta 
whole question of old to Iraq, the CCC'e 
Involvement and the documents that 
he haa pr o v i ded for oa which have made i 
many thtofp p e e rt b lo. I win ftrevar h# to: 


Mr. OONZALBZ. I thank tho chair- 
man vary mu ch . Lot tho record show 
dearly that Chairman Itonn hop boon 
In the forefront in this matter no tho 
chairman of the Saboommiltoe on De- 
partment Operations R esearch, and 
Forolpu Afrtculturo of the Committaa 
on Aprieultara. the aobeommlttao of 

C tlnant juriedlctlon. and hop bean In 
t Indlapauaabla In allmlnr hlmoplf 
with our efforta from the Committaa 
on Bankinr. Pi nance and Urban Af- 
tbiro* etand point, and I think tho 
record aupht to clearly show thaX 
I aloe want to eay that I have pro- 
vided with my preaentatlan a copy of 
tho documentation I have re terns* to, 
plat a copy of the letter of the Com- 
mittaa on the Judiciary that wan neat 
today under Chairman Bnooaa’n elf- 
nature to tho Attorney General. 

Madam Speaker, I thank the Speaker 
for her patience. 

The IPKAJOl pro tempore (Mrs. 
Byron). Under a previous order of tho 
Bourn, the fantlamao from California 
(Mr. Riooe) la reeofnlsad for « mtn- 
utea. 

(Mr. RIOGS addre— ad tho Houoo. Bp 
remarks will appear kareaftor In the 
BstontletM of Remarks.) 


LEA VS OP ABSENCE 

By unanlmoue eonaant. leave of ah- 
tone# woe fronted to: 

Mr. BTM (at the raquaat of Mr. 
Miaw .)i from 4X0 p.m. today, on ac- 
count of family medical reaeono. 

Mr. JoRNtON of Texas (at the ra q uaat 
of Mr. Micvcl), from 13X0 p.m. today, 
on oeeouat of knee eurvery. 

SPECIAL ORDERS GRANTED 

By unanimous consent, permlsdon to 
addrooo the Houoo, followlny Dm Itfle- 
latlva procruro and any opodal orders 
heretofore entered-, woe granted to: 

(The (ol lowing Members (at tho re- 
quest of Mr. Ooaa) to revise and extend 
their remarks and Include extraneous 
material:) 

Mr. Dootrm*. for • minutes, today. 

Mr. WAUesn. for I minutes, today. 

Mrs. Bcntlbt, for 90 mlautee, today. 

(The following Members (at the re- 
quest of Mr. Ooncaixx) to revise and 
extend their remarks and Include ex- 
traneous material!) 

Mr. Taylor of Mississippi, for • min- 
utes. today. 

Mr. Pocxr. for 6 mlautee, today. 

Mr. Horan, for S minutes, today. 

Mr. McClookoy. for ft minutes, today. 

Mr. Aukvkzjo, for I minutes, today. 

Mr. Panctta. for f minutes, today. 

Ma. PsLom, for • minutes, today. 

EXTENSION OF REMARKS 

By R w l m oup eaneant, permleolon to 
revlae and aato n d raa mrk a was gran t e d 
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ONf MUMOWO MCOMO CMHUI 

Congress of the Hinted States 

H«ue if RcptioudKi 

COMMfTTfl ON THt JUOtClANV 
21M NfMMHOUNQmcilWMMC 
WMMNITM. DC 10t1S-«*lO 

July 9, 1991 



The Honorable Hill Urn 9. larr 
Attorney tenoral 
U.S. Department of Justice 
Washington, O.C. 20530 

Door Nr. Attorney tenoral : 

Pursuant to the Ethics In Government Act, 2t USC f 592(g), no, the 
undersigned, constituting a majority of the majority tenders of the House 
Cennlttee on the Judiciary, write to fonully request that you, as Attorney 
tenoral, seek appointment of an Independent Counsel to Investigate serious 
allegations of possible violations of Federal criminal statutes tar high- 
ranking officials of the Executive Iranch. The potential criminal c ond u ct In 
question relates to activities by both current and fornor officials to 
Illegally assist the reglno of Sadden Hussein prior to the August 1990 
Invasion of Kuwait, and to attenpt to conceal Information about potential 
criminal activity from Congress through the making of false statements, the 
nonproduct Ion, falsification or alteration of official records and other 
documents, and through otherwise misleading and obstructing Congress In Its 
Investigation of such natters. 


As you are well aware, this Cennlttee •• as well as at least four ether 
Committees In both the House and Senate - has endeavored to examine the 
allegations described above through hearings, requests for production of 
documents, and requests for answers to questions propo u nded In writing. As a 
result of these congressional oversight efforts, as well as other Information 
which has now entered the public domain. It appears that there nay have been 
violations by persons In the Hhlte House and In various departments of the 
Executive Iranch of government of provisions of the United States Cede, 
Including but net limited to: II USC f 371 (conspiracy to defraud the United 
States or cenmlt an offense against the United States); II USC f 1001 (making 
a false statement); 10 USC f 1505 (obstruction of Justice); II USC f 2071 

" ‘ — * ■“* ' — * 10 USC 

lal 


(concealment or falsification of records); 10 USC f 1021 (perjury); 10 USC 
| 1341 (mall fraud); II USC f 1343 (wire fraud); and 10 USC | 207 (fl 
conflict-of-interest by high Executive Iranch officials). 


Obviously, the Legislative Iranch Is not constitutionally ampowara d to 
either prosecute w r ongdoing or adjudicate Illegality. For this reason, the 
emaorated list of potential criminal violations cannot be considered 
exhaustive, and certainly Is net restrictive ef the ultimate jurisdictional 
mandate of an Independent Counsel, tereever, as the statute provides, the 
Independent Counsel should be charged with Investigating and prosecuting all 
persons Involved In criminal activities under f 591 (a) -(c). Such persons 
would include at lout all Hhlte House and other Executive Iranch officials 
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The Honorable Wiliam 9. Barr 
July 9, 1992 
Page 2 


cwpwntM at 1 avals specified la subsection (9) tf | 991 as mil at attar 
officials tta Investigation af which by tta Department would present a 
conflict af Interest within tta munlng af subsection (c). 

It shoal 9 ba noted that tha growing laparatlva far this request Is 
Itsalf tta rasalt af tta trlllful and rapaatad fallvra af tha Executive Iraach 
ta comply with this and attar Cernmtees' raaaasts far both do cu— n ts and 
witnesses aaadad to shad light an tha Unas af Inquiry clearly ralsad by 
Caagrasslanal Investigations extending back ta 1991. Tha failure af tha 
Executive Branch ta produce wltnassas from tha bhlta Hoasa and National 
Sacurlty Council, tha refusal af tha Exacutlva Branch ta produca nunarous 
raquastad do cun ants fraa at laast four agencies, and tha failure of tha 
Executive Branch ta reconcile on-the-record contradictory assertions oade by 
different Executive Branch officials before various Coanlttoes, have only 
reinforced our view that tha Judiciary Ceonlttee needs to request an 
Indep e nd en t Counsel with full subpoena and prosecutorial authority. In this 
regard, tta contradictory Administration test loony is particularly troubling 
In tta areas of tha alteration of official records, tha *forma11zed* 
p rocedures for screening or rebuffing Congressional requests for Information, 
tta possible diversion af go vo r nn en t- financed loan proceeds for nllltary 
purchases, and tta apparent misuse of third country arms transfers ta Iraq. 

Finally, allegations of Irregularities In the Department's handling af a 
hast af Investigations touching upon U.S. policy to Iraq must ba considered 
carefully from the standpoint of the Ethics In gov e rnme n t Act. Of most 
obvious concern Is tha Department's actions In tha Banco Nationals dal lavoro 
(*BNL a ) litigation -- Including tha scope and timing of tta Indictment finally 
brought, the circumstances surrounding the appointment and recusal of the U.S. 
Attorney in tha district In which tha matter was handled, tha possible 
political Interference of high Executive Branch officials with the line 
attorneys handling tha case, tha possible delay or withholding of classified 
Information from the Atlanta prosecutors, and tha sudden and unexpected plea 
bargaining arrangement by the Department reached with defendant Faul Drogoul 
— an arrangement which the presiding Federal district judge severely and 
publicly criticized as mysterious and unseemly, and In his view, warranting 
the appointment of an Independent Counsel. Because tha Ethics In government 
Act prudently contains a mechanism by which to avoid a situation where a 
Departmental Investigation might result In a •personal, financial, or 
political conflict of Interest* for tha Attorney general or any officer of the 
Department of Justice (» USC f 991(c)), we concur In this roc w in l et ion. 

And as you are further aware, this subsection would also apply to any possible 
criminal violation of persons In or outside of government who are not high- 
level Executive Branch officials as defined In subsection (b). 

Despite your understandable and deserved pride In the generally high 
professional standards of the Department's personnel, both at Naln Justice and 
In the field, the overriding need to reassure the American public that Justice 
has. In fact, been done In the handling of this case would appear to militate 
strongly against the Department Investigating its own handling of this most 
controversial matter In addition to the other allegations discussed above. 



Tha Honor tbit Hill 1m P. larr 
July 9, 1912 
Pifl 3 


Ht know of your abiding and worn caaltaant ta uphold tha law of tho 
Uni tad Status. la tha circumstances pro tan tad, wa s lac truly ballava that tha 
law as wall as tha public trust would bast bt served by tha appointment of an 
ladapandawt Counsal. 


Sincerely, 




417 


Questions from Rep. Schumer 
to Deputy Secretary 
Eagleburger. 


May 21, 1992 

Pg. 152, Lns 3654-3657 

thru pg 153-3689-3693 


Q: Mr. SCHUMER: But I would like to know what in the 

Congressional Record that Chairman Gonzales disclosed has 
compromised our security in any way? I would like to 
know specifics. 

A: Mr. EAGLEBURGER: On reflection, I continue to believe 

that it is inappropriate to go one-by-one through 
documents that have been leaked to determine after the 
fact what national security interests have been 
violated. I certainly could not do so in a public 
forum. The fact of the matter is that a procedure exists 
for any member of Congress to follow in seeking to 
declassify documents. It is an intolerable situation if 
each of 535 members of Congress plus thousands of 
Congressional staffers can be the judge as to whether 
documents are worthy of being declassified and placed 
into the Congressional Record. 
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Questions from Rep. Sanders 
to Deputy Secretary Bagleburger. 


House Banking: 5/21/92 

page 233, line 5639 


Mr. SANDERS. I have heard, and this is speculation, tell me if 
I am wrong or not, that in one way or the other, through 
laundering or however, they ended up in that war with billions 
of dollars in money they didn't have when it started. 

Mr. EAGLEBURGER. We understand that in connection with Syria's 
role in the international coalition against Saddam Hussein, a 
number of Gulf countries, including Saudi Arabia, Kuwait, and 
the U.A.E., pledged financial assistance to Syria. Roughly 
half of this assistance was in the form of grant aid and half 
in economic project aid. While Syria has received most of the 
pledged grant aid, we understand that most of the project 
assistance has not yet been disbursed. As a result of the Gulf 
War, Syria also received commitments of bilateral aid, 
primarily project assistance, from several European countries 
and Japan. Gulf-War related pledges to Syria total several 
billion dollars. The United States did not pledge or provide 
any assistance to Syria. 
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Date of Hearing: May 21, 1992 
Page 235, Lns. 5672-5689 


QUESTION SUBMITTED BY REPRESENTATIVE SANDERS 
SAUDI ARABIA'S TRANSFER OF ARMS TO IRAQ 


REPRESENTATIVE SANDERS: Are you aware of any third-country 

transfer of U.S. military equipment to Iraq beside the 1986 
Saudi Arabia transfer brought out in a recent Los Angeles Times 
article? 


MR EAGLEBURGER: I am not aware of any transfer of U.S. 

origin military equipment from Saudi Arabia to Iraq other than 
the item reported in the Congressional notification sent to 
Congress in August, 1986. 
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QUESTION TO MR. ROBSON FROM REP. SLATTERY 


QUESTION: 

Mr. Slattery: Mr. Robson, one last question. If you could 

provide me and the committee with a list of the banks in this 
country that had loans outstanding to Iraq during this period of 
tine, that would be helpful. Could you provide, the Treasury 
Department provide that information? 

ANSWER: 

It is not possible to provide a list for the entire period based 
on data from Treasury's regular reporting systems for 
international portfolio investment. This information is 
collected under the International Investment and Trade in 
Services Survey Act (22 U.S.C. 3103) which prohibits release of 
information on individual reporters. 

However, on August 5, 1990, Treasury requested information on the 
assets and liabilities of large international firms vis a vis 
Iraq as of August 2, 1990. This special survey was carried out 
under the authority of Section 203 of the International Emergency 
Economic Powers Act (50 U.S.C. 1702) and Executive Orders 12722 
and 12733 of August 2, 1990. Information in this survey should 
provide a reasonable guide to bank positions during the period 
preceding Iraq's invasion of Kuwait. 

In the August 5 survey the following banks, including the 
domestic or foreign offices of U.S. -based banks and the U.S. 
affiliates of foreign-based banks, had banking claims on 
residents of Iraq. Unless otherwise noted, reports were made 
by banks' New York offices. 


Banca Nazionale Del Lavoro (Atlanta) 

Bank of America 

The Bank of New York 

Chase Manhattan Bank, NA 

Chemical 

Citibank 

Continental Ban)* Corp (Chicago) 

First City, Texas (Houston) 

First National Bank of Boston (Boston) 

Gulf International Bank BSC 
JP Morgan 

Manufacturers Hanover 
Natfonal Bank of Kuwait 
l^BAF Arab American Bank 

These ^reported claims were those of the banks themselves and in 
some instances represented only deposits in Iraq banks. They do 
not include holdings of long-term securities nor custody claims 
belonging to customers. 


Treasury /Off ice of Data Management 
November 18, 1992 
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DEPARTMENT OP AOfeCULTURE 

OFFICE OF THE MOMTAKV 
WASHINSTON, D.C. «OHO 


Honorable Honey B. Gonzales 
Chairman 

Cbnalttee on Banking, Pinanoo lorll 1 W* 

and Urban Affairs * 

U.S. House of Repre s en t atives 
2129 Rayburn House Office Building 
Ifeahington, D.C. 20515 

Dear Henry: 

Thank you for your recent letter in which you request information 
relating to claims received by the Ocnaodity Credit Corporation (OOC) from 
U.S* banks for amounts which Iraq, through Rafidain Bank, has failed to pay 
in connec t ion with purchases of agricultural commodities with respset to 
Milch export credit guarantees were issued by CCC. 

Ne previously provided to Nr* Kane of your ocenittee staff a list of 
all files maintained by the Department of Agriculture (USDA) relative to 
these claims and all files relating to Banca Nazionale dal Lavoro (BNL). 

On several occasions Hr* Kane met with USDA personnel to review various 
files* In addition, we have provided copies of specific docunents end 
files requested by your committee and Nr. Kane as a result of his review. 

Enclosed you will find e single table which Mmiarises the data 
requested in itass 1, 2, 3, end 4 on claims filed and paid, including the 
specific data relating to BNL. 

In reference to your request for "any and all additional docunents the 
Department of Agriculture has that are relevant to this matter," the Office 
of Controller of OOC maintains these files, of which there are more than 
366,000 pages. If there are any particular materials you are interested 
in, please advise us ao ws may determine how best to proceed. / 

You are correc t in your understanding that USDA's Office of the 
General Counsel has been reviewing and consulting on legal issues regarding 
claims filed by BNL under the OOC export credit guarantees. No final 
analysis or decision is available at this point. 

Thank you for your interest in this matter. 


Sincerely, 



received 

APR 3 1992 

Onmmftai ion Banking. Fkwno* 



STATUS OF IRAQI CLAIMS PROCESSING 


CwmnimiM Tktomp Kbc*rj 14, 1993 

BANK 

WHCtTAL 

CLAIMED 

CLA1MBD 

TOTAL VALUB 
CLAIMS UCBVBD 

FBINCXFAL PAID 


TOTAL VALUB 
CLAIMS PAID 

ABC 

S 79, TUjSO\M 

S 19.MXU0.72 

S 99444,74144 
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• 
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DO 

luasjnjo 
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14J0MJ7U9 

W.72X47U7 

SS9 i K0j| 

1X2BXJ7175 

FCTY 

IS Jt 1.94X41 

44J0,mu 

4X50X715.71 

2X14007.71 

X4JX7IXU 

37jM5jQSX94 

an 


544X4401 

40M7X7MJ7 

541450004 

3X22X17541 

549A5940.17 

QUO 

7UQ9.72U2 

1442MWJ7 

9LUX1S7JI 

MJW47X47 

7j0X»OO 

7XX3XI0X9T 


99J64.40.P7 

1017>CJQ 

wmm» 

905X927.70 

XML5CB29 

10X73X43X99 


1 >0.14.11 T <1 

UM75WW 

15X554 J5SJ7 

13XMJA.14 

M5730J8 

144.72X904* 

UBAF 

]46jtxnia2 

19.7KX044J9 

144.UXSSUI 

i4xnonj7 

1XMX0S4JI 

15X54X^.75 

TOTAL 

IU3MJ14S747 

114440X77115 

Si 4 1941X47043 

S 91X49X90X91 

s amms 

S LMX42XB4143 


Bank Abbreviation! 

ABC Arab Banking Corporation 

BNL Banca Nazionale del Lavoro 

COBK CoBank-National Bank for Cooperatives 

DO DG Bank 

FCTY First City - Texas, Houston 

GIB Gulf International Bank 

GIRO Girozentrale Vienna 

MORG Morgan Guarantee Trust Company 

NBK National Bank of Kuwait 

UBAF UBAF Arab - American Bank 
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BML Chronology 

Relating to tho Department of Agriculture (OSD&) 
and tho Motional Advisory Cowell on 
International Monetary and Financial 
Policy (MAC) 


1982 U.8. agricultural exports to Iraq total lass than 
$135 aillion. 

March 1982 Tho Stats Department removes Iraq from the punitive 

list of states sponsoring terrorism. 

1983 Iraq begins participating in Commodity Credit 
Corporation (CCC) Export Credit Guarantee Program 
with an initial allocation of $401.9 million in 
export credit guarantees. 

December 21, Telex from U. S. intelligence in Embassy Baghdad to 

1983 the Secretary of State states the necessity to 

provide CCC credits to Iraq because this action 
"... would demonstrate US confidence in the Iraqi 
economy.” 

December 24, Mr. Eagleburger sent a letter to William M. Draper 

1983 III, President and Chairman, Export-Import Bank of 

the United States trying to convince him to allow 
Iraq to obtain Export-Import Bank financing. This 
letter states: ”1 would like to bring to your 
attention the important role EXIM can play in 
furthering long range political and economic 
interests of the United States by being receptive 
to financing American sales to and projects in 
Iraq. I understand that there were legal 

constraints on EXIM financing for sales to Iraq 
arising from Iraq's links to international 
terrorists. . • The terrorism issue. . • should no 
longer be an impediment to EXIM financing for U. S. 
sales to Iraq. . . Prom the political standpoint, 
EXIM financing would show U. S. interest in the 
Iraqi economy in a practical , neutral context . . . 
This evidence of our interest in increasing 
commercial relations also will bring political 
benefits. . .” 

1984 Iraq's allocation in the CCC program is tripled to 
$680 million. 

Mr. Christopher Drogoul is appointed Branch Manager 
of the Atlanta Agency of BNL. 
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Wovember 1984 Diplomatic relations b t t w tn the Uni tad statas and 

Iraq ara raatorad. 

November 28 # Eabasay Baghdad fonrards study to tha 8acratary of 

1984 Stata concluding that "tha Iraqi aooooa y has 
suf farad a sarious daclina.” 

1985 In 1985, approx iaataly $385.8 ail lion in salas of 
agricultura coaaoditias to Iraq vara guaranty ad by 
CCC. 

January 21, Babassy Baghdad sands a talax to tha flac r atary of 

1985 8tata that expresses oonoam about Iraq's aoo n oa i c 
problaas. According to tha talax, "Iraq is facad 
with aassiva dabt rapayaant obligations in 1985 and 
will hava difficulty aaating than." 

April 14, 1985 Iraq defaults on sons of its 1983 rescheduled 

payaents. 

December 1985. BKL's Atlanta branch reached tha $150 million 

exposure limit sat by tha bank in its Commodity 
Credit Corporation (CCC) contracts with Iraq. 

1986 and 1987. BML's Atlanta aaployees authorise additional CCC 

contracts with Iraq despite reaching tha authorized 
limit in 1985. 

1986 In 1986, approximately $354.3 million in salas of 
agricultura commodities to Iraq vara guaranteed by 
CCC. 

March 1986 Bxiabank suspended Iraq from its p r ogr am s because 

of continual payment problems. 

1987 In 1987, approximately $573.4 million in salas of 
agricultura commodities to Iraq vara guaranteed by 
CCC. 

January 1, 1987 Iraq defaults on a total of $420 million in loans 
to major Western governments. 

February 1987 BNL-Atlanta off tha books transactions with Iraq 

begin with loan facility vith Rafidain Bank, an 
Iraqi government bank. MlrAtlanta e xc eed s the BHL 
internal $100 million sec u red lending limit, having 
issued $365 million in letters of credit to 
Rafidain Bank. 

1988 Iraq's CCC allocations totaled for FY 1988 totaled 
$1.1 billion. 
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January 1988 


February 17, 
1988 


August 1988 


August 20, 1988 

8sptssbsr 8, 
1988 

October 8, 1988 
December 1988. 


An Aanesty International report accused Iraq of: l) 
having thousands of political prisoners? 2) using 
torture routinely and? 3) executing thousands 
without a trial. 

BNL-Atlanta begins extending letters of credit to 
the Central Bank of Iraq. By August 1989, tha 
Agency's credits to the Central Bank of Iraq would 
total some $2,155 billion. 

Nr. Drogoul and other BNL representatives fly to 
Baghdad, Iraq and are set by Nr. Sadik Taha, 
director general of the Central Bank of Iraq. The 
purpose of this trip was to sign a $200 million, 5- 
year credit facility to be used by the Iraqi 
Military procurement network. 

In interagency meetings of the National Advisory 
Council on International Nonetary and Financial 
Policy (NAC) , the Treasury and the Federal Reserve 
Board representatives oppose the proposed $1 
billion for FY 1989 in CCC credit guarantees and 
recom m end a limit of $600 million, citing Iraq's 
huge deficit and its practice of rescheduling its 
debt bilaterally. The State Department 
representative favors the $1 billion program level 
and even discusses the possibility of increasing 
it. 


The U.S. Export-Import Bank experiences arrearage 
problems with Iraq. 

Iraq-Iran cease-fire goes into effect. 

Agriculture announces an increase in Iraq's fiscal 
year 1988 CCC credit guarantees by $36.5 million. 

Department of State announced that it had 
conclusive evidence that Iraqi forces used chemical 
weapons unlawfully against the Kurds and condemned 
its use. 

BNL Atlanta Agency signs a second loan agreement 
for $150 million with Iraq's Ministry of Industry 
and Kilitary Industrialisation (MINI) • 

Mr. Drogoul meets in Washington, D.C. with MINI 
representatives and signs third loan agreement for 
$650 million. 
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Dtoobtr 23, ML l«tUr of credit fra tho acoo un t for project 

1988 395 end tho Technical Oorpo for Special Projects 
(TKCO) . Project 395 ie the Iraqi missile program 
including the missile named Condor II. 

1989 according to an agriculture Department memo "the 
CCC program cannot be seen by the Iraqi side 
outside the context of the overall U.S. - Iraqi 
political relationship." The memo also mentions 
that the ambassador to Iraq has stressed the 
threats to the overall political relationship that 
a cutoff in the CCC program mould pose. 

In 1989, approximately $1063.5 million in sales of 
agriculture commodities to Iraq were guaranteed by 
CCC. at this time, Iraq is the largest importer of 
U.S. rice with purchases in 1989 of $180 million. 
They purchased $173 am in Wheat; $69 am in 
feedgrains; $37 am in oilseeds and products; $94 
feed and other grain products; $64 am in cotton; 
and $34 am in sugar. 

February 15, according to the Department of State's Country 

1989 Reports on Rumen Rights Practices for 1988: "Iraq's 

abysmal human rights r ecord remained unacceptable 
in 1988." 

February 28, an Amnesty International report accused Iraq of 

1989 ' imprisoning, torturing, and executing children of 

political opponents. 

March 27, 1989 Iraq agreed to pay $27.3 million in compensation to 

families of sailors killed in the 1987 attack on 
the USS Stark. 

March 31, 1989 The Washington Poet reported that Iraq was secretly 

engaged in a crash program to build nuclear 
warheads. 

April 8, 1989 Mr. Drogoul goes to London and signs a fourth 

credit agreement with the Iraqis worth $1.1 
billion. 

July 27, 1989 BML-tf.Y. regional management informs Mr. Drogoul 

that he needs to take tame ditto steps to correct 
most serious abuses at Atlanta Agency including 
unauthorised booked exposure of $5 million to the 
Central Bank of Iraq. 

Informants appear with counsel at the U.S. 
Attorney's office in Atlanta to report unauthorised 
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August 4, 1989 

August 8 , 1989 
September 1989 


Siptobtr 7, 
1989 


September 21, 
1989 


October 1989 


sctivitiss at tbs agency. 

The FBI, Federal Reserve Bank of Atlanta and the 
Federal Reserve Board raid the Atlanta Agency of 
BNL. Federal Reserve Bank of Atlanta conducted its 
first examination of BNL-Atlanta . 

Nr. Drogoul returns to the Atlanta Agency fros 
France and is fired by Umberto d* Addosio, general 
vice president BNL-Rone. 

The OIG wrote in its September 1989 report: "The 
CCC program was operating without the benefit of a 
compliance review process or progras to assess the 
direction and impact the program has had on U.S. 
and foreign agricultural marketing activities... 
As a result, U.S. exporters are participating in a 
$6 billion program without FAS or CCC conducting a 
review, or periodic check, to make sure the program 
is operating in accordance with applicable laws and 
regulations." 

In a NAC meeting, the Department of Agriculture 
proposed an interim $400 million in CCC credits for 
Iraq. An additional $400 million would be offered 
once Iraq was exonerated from responsibility for 
the BNL scandal. This approach was approved by the 
NAC. Iraq later rejected this offer as an insult. 

BNL releases a figure of $2.64 billion as the total 
of the unauthorised credits to Iraq, of which $920 
million is not yet disbursed. 

In a memo from the customs Service to Robert L. 
Barr, US Attorney, Northern District of Georgia, 
the Customs Service states that BNL "is suspected 
to have provided loans to various U.S. firms for 
the illegal export to Iraq of missile related 
technology to be used in the Condor II project." 

According to a telex from the American Embassy in 
Rome to the Secretary of State and the Treasury 
Department the chairman and the director general of 
Banca Nazionale del Lavoro (BNL) "called on the 
Ambassador to express their concerns about 
developments in the BNL-Atlanta affair. They 
suggested that the natter should be raised to a 
political level, and indicated their desire to 
cooperate fully with US Government authorities 
while at the same time making it fairly clear they 
want to achieve some kind of damage control." 
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October 6 


October 

1989 


October 

1989 


Department of Agriculture begins administrative 
review of certain aspects of the Iraq's Export 
Guarantee Program and Irregularities involving BML- 
Atlanta's participation in that program. 

The Department of Agriculture resubmits its 
proposal to the NAC for $1 billion in CCC 
guarantees to Iraq for fiscal year 1990. Two MAC 
members oppose the $1 billion amount. 

1989 Meeting between Secretary of State Baker and Iraqi 
Foreign Minister Tariq Asis. In this meeting 
Minister Asis stated that lately there had been 
reports that "some American agencies" are trying to 
destabilise Iraq. In the opinion of Asis, "the CCC 
program was being linked to the BHL Atlanta branch 
scandal of which Iraq had no part." Minister Asis 
said that such actions was not a sign that the U.S. 
wanted improvement in relations with Iraq. 

The week after this meeting a cable from the U.S. 
Embassy in Baghdad stated: "As a result of his 
conversation in Washington last week with Secretary 
Baker concerning the CCC credits. Foreign Minister 
Asis has high hopes that the Secretary will seek to 
break the current impasse in the US GOI (Government 
of Iraq) negotiations.” 

11, According to a State Department memo: "The 

unfolding BHL scandal is directly involved with the 
Iraqi CCC program and cannot be separated from 
it...." 

13, According to a State Department memo: "It now 

appears that at a minimum, elements of the 
Government of Iraq knew of the illegal dehlings of 
the BHL, but found it convenient to continue using 
its good offices. Indications are that in addition 
to violating U.S. banking lairs, the BtfL's 
activities with Iraq may have led to diversion of 
CCC guaranteed funds from commodity programs into 
military sales. • . U8DA expectations are that the 
investigation could "blow the roof off the CCC."” 

The memo continues on the charges of diversion of 
CCC funds for other purposes. According to the 
memo, " ... (I)t appears more and more likely that 
CCC guaranteed funds and/or commodities say have 
been diverted from Iraq to third parties in 
exchange for military hardware ... Where documents 
indicate shipments arrived in Baghdad, the timing 
appears improbable, shipments arrived in Baghdad 
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October 20, 
1989 


October 26, 
1989 


October 30, 
1989 


prior to arriving at interim porta.” 

The mbo also mentions that some diverted funds 
might have been used to acquire nuclear material. 
According to the memo, ”... USDA's Broach noted 
that the U.S. Attorney aaid there was aome 
indication that diverted funda (and poaaibly direct 
bank lent funda) were uaed to procure nuclear 
related equipment." 

According to a memo from the Director of the 
Strategic Znveatigationa Diviaion in the Treaeury 
Department to the Aaa latent Commissioner of the 
Office of Enforcement, BHL ia auapected to have 
provided loana to varioue firma for export to Iraq 
of miaaile related technology for uae in the Condor 
II project. 

Nemo to the Secretary of State, Jamea Baker 
concerning the Iraqi CCC program. The 
recommendation ia that Nr. Baker telephone the 
Secretary of Agriculture, Clayton Yeutter, to urge 
that the U.S. government "go forward rapidly with 
a CCC program, with safeguarda and to be made 
available in tranchea , that could go up to the full 
$1 billion, provided the review proceaa turns up no 
evidence of Iraqi wrong doing. ■ 

One of the talking points in this memo is: "The CCC 
program is crucially important to cur bilateral 
relationship with Iraq. We strongly support your 
effort to reinstitute it. • • On foreign policy 
grounds, we support a program of up to one billion, 
released in tranches, with periodic compliance 
reviews." 

Letter from Nr. Alan Charles Raul, General Counsel, 
08 DA, to Nr. Stephen I. Dansansky, Deputy Assistant 
to the President and Director Office of Cabinet 
Affairs forwarding a issue paper prepared by the 
Foreign Agricultural Service regarding the CCC 
credit guarantee program. In the transmittal 
letter Nr. Raul writ es: "Please let me know if you 
(or any other members of the group you assembled 
last week) have any questions on this, or if I can 
provide further information on the situation with 
Banca Rationale del Lavoro." 

The issue paper states, "Failure to reach an 
agreement with Iraq on a CCC program for FY 1990 
risks loss of that market and a number of potential 
spillover effects including: . . • impairment of the 
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November 1989 


Movtibtr 3 , 
1989 


NoYtiber 6 , 
1989 


November 7 , 
1989 


Novubtr 8 , 
1989 


carefully auiurtd political rapprochement whJ 
tha Uni tad Statas has baan davaloping with ona 
tha richaat and most inf luantial Arab Statas . . . 

Copy of tha memo was sant to Nr. Richard Crowd* 
Undar Sac ratary, Intamational Affairs a 
Commodity Programs, Dapartmant of Agricultura. 

CIA informs Commerce, state, White Noose amd otl 
agameias about tha ezistemoe of tha Iraqi ax 
proonramaat aatwork amd its smbaidiariaa iaolmdi 
Natrix-churohill • 

Hasting of tha National Advisory Council (HI 
alternates to consider tha USDA's request for a r 
$1 billion CCC program for Iraq. The Trees* 
Dapartmant and Padaral Reserve members formal 
moved to block a decision and sand it to tha W 
deputies committee. An internal Stata Depart** 
memo says that OKB was taking its role as ”t 
administration's watchdog against scandal" a fc 
too seriously. No decision is made at tt 
meeting. 

According to a Stata Dapartmant memo sant to t 
Deputy Secretary of Stata Lawrence Bagleburger, t 
Secretary of Stata (Nr. Jam as Baker) had determir 
that policy considerations warranted support fox 
full $1 billion program of Commodity Cred 
Corporation (CCC) credit guarantees for Iraq. 1 
recommendation of this memo was that V 
Bagleburger "telephone Treasury and ONB and ux 
that a (NAC) Alternate meeting take place as sc 
as possible to approve USDA's proposed full progi 
of CCC credit guarantees, with safeguards, I 
Iraq." 

Letter from Nr. Alan Charles Raul, General Couns* 
US DA, to Nr. Stephen I. Dansansky, Deputy Assist* 
to the President and Director Office of Cabir 
Affairs forwarding materials for the NAC meetir 
The letter states: "Steve, attached are possil 
materials for circulation by Treasury I 
tomorrow's NAC meeting. Thanks for your help 
all this and please let me know if there are < 
additional materials I should prepare." 

In the NAC Deputies meeting. Nr. Kimmitt says t* 
Secretary Baker believed that the CCC program 
Iraq was crucial to the U.8. bilateral relations! 
with Iraq. According to Nr. Kimmitt, "to abrupt 
terminate the CCC program in Iraq would dearly i 
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1990 


January 4 


January 9 


oouatar to the FnsldMt'i lataitloa and would 
furthermore, oauao a dotarioratlon la our 
relationship vita the Iraqis. 99 

According to tho Treasury rsprssantativo in this 
sooting: "... (A)bsont cospelling agricultural 

export and foreign policy interests this proposed 
progress (CCC credits) probably would not go 
forward." 

In a letter fros Lawrence Baglaburger, Deputy 
Secretary of state, to John B. Robson, Deputy 
Secretary of the Treasury, Mr. Bagleburger says: 
"oa foreiga policy grouads we support the 
Departseat of Agriculture's proposal for a full 
billion-dollar prograu of CCC export credit 
guarantees... In addition to the near term 
benefits for agricultural sales , the CCC progras is 
laportant to our efforts to improve and eapaad our 
relationship with Iraq, as ordered by the President 
in asD-24. with regard to the real oonoeras which 
arise fros the investigation into the operations of 
the Atlanta branch of the saaoa Saaioaale del 
Lsvoro, we have received fros the government of 
Iraq a pledge of cooperation. 99 

The MAC voted to approve the $1 billion for Iraq to 
be released in two $500 sillion tranches. 

An Annesty International report on Iraq accused 
Iraq of: 1) holding thousands of political 

prisoners; 2) torture of political prisoners and; 
3) executions without trial (including executions 
of Iraqis that had cone bach to Iraq under 
"official annesty." 

, 1990 According to a State Department nano, "... US DA 
nay still be reluctant to proceed with the second 
tranche. CCC has been criticised heavily for 
nisaanageuent in recent nonths and nay not want to 
risk pushing for the second tranche at this tine. 
We want to nova ahead with the second tranche this 
nonth, as the Iraqis have requested. If it appears 
US DA is holding back, we nay want to force the 
issue by bringing it before the MAC Deputies 
(Conaittee) ." 

, 1990 US Attorney Atlanta letter to Federal Reserve. The 
latter states, "Anticipated indictments early next 
nonth." 
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January 

1990 


February 


28 , Treasury Department memo states: "The Assists 

U.8. Attorney -Atlanta, now expects to bring initi 
indictments in the case in February 1990. US 
understands that the U.S. Attorney- Atlanta h 
requested but not yet received permission from t 
Justice Department to ask Iraqi officials f 
information. 1 * 

1990 John Kelly, Under Secretary of State for near Ba 

and South Asia (WBSA) writes memo on CCC progr 
and Iraq. According to this memo, "CCC is a k 
oompoaent of the relationship and failure 
approve the second ($500 million) tranehe will fe 
Saddam* s paranoia and accelerate his swing again 
us. We need to move quickly to repair the dame 
to the U.S. -Iraqi relationship by getting th 
critical program back on track •** 

State Department* s memo to the Treasury Departme 
calling for a KAC meeting to discuss the release 
the second tranche of CCC credits. John Kell 
Under Secretary of State for near Bast and Sou 
Asia (NBSA) writes: **USDA*s present delay 

releasing the second tranche damages the interea 
of U.S. producers that sell to Iraq as well as o 
political relationship with an Important count 
(Iraq). I therefore request that you (Treasu 
Department) convene a meeting of the WbC deputi 
as soon as possible so that I can make state* s oa 
for immediate action.** 

Senator Leahy took the opportunity of hearings 
the 1990 farm bill to question the USDA*s Richa 
Crowder, Under Secretary, International Affairs a 
Commodity Programs about allegations that the US 
was being pressured to approve the CCC progx 
based on foreign policy grounds. During t 
hearing Senator Leahy said: **I assume that you a 
getting some pressure, either from the Sta 
Department or elsewhere, within the administrati 
to loan money to Iraq. Or is it just an interr 
decision made simply by the Department 
Agriculture." 

Mr. Crowder responded: **We (USDA) are not gettl 
undue pressure from anyone on either side, eitt 
for Iraq or anyone else at this time. If «• ( 
net agree with it we would mot recommend it. If 
thought it was appropriate, we would reoommend 11 

According to the Department of State ' s Count 
Reports on Human Rights Practices for 1990: "Ira< 
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February 

1990 


February 

1990 


February 

1990 


Karob 1990 


toman rights record regained abyssal in 19S9.” 

9 , A State Department cable to the eabassy in Baghdad 
states that the State Department would prefer to 
decide on the second tranche ($500 million in 
credits) after the Atlanta indictments have been 
announced. According to the cable the indictments 
are expected to happen "some time this month." 

Cable from Lawrence Eagleburger, Deputy Secretary 
of State to April Glaspie, Ambassador for the 
United States in Baghdad. In the cable. Nr. 
Bagleburger apprised Ambassador Glaspie of the 
State Department proposal that the Justice 
Department prepare a list of questions that it 
wanted to ask the Iraqis involved in the BNL 
scandal. The State Department would then forward 
the questions to Baghdad urging the Iraqis to be 
forthcoming with the BNL investigators. Nr. 
Bagleburger stated that the United States 
Department of Agriculture attache in Ba gh dad could 
be apprised of the strategy, but he was not to 
convey that strategy back to his colleagues in 
Washington. 

12 , Senator Leahy wrote to then Secretary of 

Agriculture, Clayton Yeutter asking about the BNL 
scandal and the fiscal year 1990 $1 billion CCC 
Progr a m for Iraq. In the letter. Senator Leahy 
wrote: "I am also disturbed by rumors that foreign 
policy pressures have encouraged the Department to 
give Iraq special treatment in this case." 

20, U8DA Secretary Yeutter answered Senator Leahy and 
in letter he wrote: "You mentioned that there were 
"ru m ors" that foreign policy pressures have 
enco uraged the Department to give Iraq special 
treatment in this oase. To the contrary, the 
emtemsiea of ooc guarantees in connection with 
sales to Iraq have recently been subject to special 
scrutiny because of the ML investigation 

A previous draft said: "You mentioned that there 
were "rumors" that foreign policy pressures have 
encouraged the Department to give Iraq special 
treatment in this case. I can assure you that 
there is no basis to his rumor." 

UB and British Customs stop the e xport of military 
electrical components (capacitors) to Iraq which 
could be used for nuclear weapons. 
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March 5, 1990 Stata Department memo related to the release of tt 

second $500 si 11 ion ccc installsent for Iraq sayi 
"National Security Council staff (NSCS) contacts 
the US DA March 2 to inquire about the delay aftc 
the Iraqi Ambassador coaplained to Genera 
Scovcroft." 


April 2 , 1990 


April 5, 1990 


April 18-22 , 
1990 


April 26, 1990 


May 1990 


According to a Department of Agriculture memo tt 
Department of Agriculture withheld approval of tt 
second allocation for the past several ‘ weel 
because they were waiting for the announcement c 
indictments by an Atlanta grand jury. Tt 
Agriculture Department representatives expect* 
that the indictments would be announced in the nea 
future. However, "this has been an expectation fc 
the past 4 weeks.” 

According to a Department of Agriculture memc 
"During the Fall of 1989, there was intense debat 
among the agencies regarding approval of Iraq* 
request for an FY 1990 CCC allocation of 3 
billion. The State Department and Nationa 
Security Council supported a decision favorable t 
Iraq.” 

According to a Federal Reserve memorandum: ".. 
says that one of the (BNL) transactions done wit 
Rafidain Bank at some point referenced nuclea 
detonators... (I)t is entirely possible that Bl 
financed some of this material . . . The resignatic 
of the United States Attorney in Atlanta has led t 
a number of difficulties in that investigatior 
These difficulties have been compounded by what J 
perceived as interference from the Justic 
Department in Washington.” 

USDA and CCC visit Baghdad, Iraq as part of revia 
of BNL involvement with CCC Export Credit Guaranty 
Program for Iraq. 

John Rally, Under Secretary of State for near Eai 
and South Asia (NCSA) testifies before tt 
Subcommittee on Europe and the Middle East, Houa 
Committee on Foreign Affairs. 

Mr. Kelly: "Regarding our agricultural program! 
U.S. policy la both this administration and tl 
previous one has been not to single out faa 
exports as tool of foreign policy." p. 4 

Department of Agriculture sends a background mai 
to Brent Scovcroft. "... it cannot k 
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oversmphas i led that any constraint on CCC credit 
guarantees sust not ba based on a foreign policy 
rationale." 

Sandra Charles, Director for Near East and South 
Asian Affairs at the NSC sends a fax to the USDA's 
Richard Crowder, Under Secretary, International 
Affairs and Commodity Progress. Ns. Charles' hand 
written notes on the seso state: "Dick, with this 
press release the NSC has no objection to your 
releasing the report. Suggest you coordinate with 
State (Department) 

Memo from Ambassador April Glaspie to Nr. Robert 
Kissitt, the former Under Secretary for Political 
Affairs at the State Department; and Nr. Brent 
Scowcroft, Nr. Timothy Deal and Ns. Sandra Charles 
from the NSC. 

In the memo. Ambassador Glaspie says: "Word has 
reached the embassy here in Baghdad that 
Agriculture has decided to turn down the second 
trance of CCC credits for Iraq on the basis of 
irregularities discovered subsequent to the team's 
visit here.... 

Prom a foreign policy perspective the decision is 
difficult to justify. Coming as it does on the 
heels of the Dole delegation and my visit. A key 
theme of both being that the U.S. is not engaged in 
an anti-Iraq conspiracy and is still open to a 
decent working relationship if Iraq cleans up its 
act. 

Turning down the CCC credits would send the signal 
that the administration had decided to join forces 
with those in the Congress who had already reached 
the conclusion that the U.S. had no option but to 
pursue a policy of sanctions and containment. . . 

A sudden shift now will be read by the Iraqis as 
purely political - - part of the U.S. conspiracy 
against Iraq.... 

My own thinking is that unless Agriculture has 
unoevered a legal hornets nest, we will want to 
prooeed with the seoend tranche of credits. Zt 
remains unclear why we would want to use food as a 
weapon." 

Hay 16, 1990 Nemo from Richard T. Crowder, USDA Under Secretary 

for International Affairs and Commodity Programs; 
and Alan Charles Raul, General Counsel to Richard 
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May 21, 1990 


May 25, 1990 


May 29, 1990 


June/July 1990 


T. McCormack, Under Secretary of State; Edvard S, 
G. Dennis, Jr., Assistant Attorney General; anc 
Timothy Deal, Special Assistant to the President 
and Senior Director, International Economic 
Affairs, National Security Council. 

The memo states: "Attached for your review anc 
clearance is a draft report of USDA'i 
administrative review of certain transactions ii 
connection with the CCC program for Iraq." 

Foreign Agricultural Service, U.S. Department ol 
Agriculture (USDA) issues its report oi 
administrative review of Iraq's CCC Program. II 
identified four problem areas: unusually higl 
commodity prices in sales to Iraq; Iraq request: 
for after sales services; questions regarding the 
arrival of commodities in Iraq; and attempts b] 
Iraq to impose taxes on CCC transactions. 

Treasury Department memo summarizing a meeting hel< 
between Agriculture, Treasury, and State 
Department. The memo states: "The meeting has beei 
initiated by the NSC staff because they want to 
prevent the CCC program from being canceled as ii 
would exacerbate the already strained foreigi 
policy relations with Iraq. Agriculture ha< 
planned to put out a press release on May 21, 199< 
that said the program was being suspended, until th< 
investigation into the improprieties in the prograi 
were completed. The NSC prevailed on Agriculture 
to say only that their investigation showed th< 
improprieties may have occurred and remained sileni 
on the suspension. In fact there is a suspensioi 
in effect ..." 

Second NSC deputy's committee meeting convened to 
go over the options paper and to develop a strategy 
for dealing with Iraq. The policy options papei 
said the following about the suspension of the CO 
program as a foreign policy option: "Pro: . . 
suspension of ccc at this point would be a strom 
political statement. Con: Zt would violate on: 
policy of using food as a weapon*" At ttu 
conclusion of this meeting it was decided that th< 
CCC program would be suspended. 

New York Times and Financial Times report thai 
State Department officials intervened to stop th< 
BNL indictments because of concerns over th< 
adverse impact such an action would have on Unite 
States-Iraq relations. 
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June 15, 1990 


July 10, 1990 


August 2, 1990 


September 13, 
1990 

October 16, 
1990 


Hearing before the Committee on Foreign Relatione, 
U.S. S«nat«, Unltad SXMta* tallSSL iSOOSi 11*01 
Baaan riahta. mam prollf.ratlon and 

Ipttrnatlgnal Law 

John Kelly, Under Secretary of State for near East 
and South Asia (BE8A) testifies before the Senate 
Foreign Relations Coeeittee. 

Mr. Kelly: M Regarding our agricultural progress, us 
policy la both this adslnlstratioa and la the 
previous oae has beea not to single out farm 
exports as a tool of foreign policy. 91 p. 8, p. ll 

Acting Secretary of State, Lawrence Eagleburger, 
sends a aeao to all the U.S. Aabassadors worldwide 
outlining the appropriate eabassy role in support 
of U.S. defense trade. Secretary Eagleburger 
wrote, ”it is the policy of the United States that 
our diplomatic posts abroad should support the 
marketing efforts of U.S. conpanies in the defense 
trade arena as in all other spheres of couaercial 
activity." 

Iraq invades Kuwait. USDA announces that all USDA- 
adainistered programs with Iraq have been 
suspended. 

The State Department added Iraq to its list of 
countries supporting international terror isa. 

First hearing on the Banca Masionale del Lavoro 
scandal by the Coaaittee on Banking, Finance and 
Urban Affairs. 

Mr. Allen Mendelowits of GAO testifies: "The reason 
why we (US government) began I believe back in 1983 
extending loan guarantees for agricultural exports 
to Iraq had as much to do with promoting exports of 
agricultural commodities as it did with serving 
foreign policy objectives." p.23 

Mr. Barnard asks Mr. Dickerson: "You do not 
generally meet with the Department of State and 
they advise you, you ought to be more liberal with 
one country than others?" Mr. Dickerson for USDA: 
" Mo we do not. When it comes to the interagency 
process whioh reviews each of these allocations 
there is discussion on the part of every agency and 
it is considered but it is market driven as related 
to risk, not foreign policy directed " p. 24 
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November 

1990 


February 

February 

1991 

April 19 


14, Memo froa Alan Charles Raul, General Counse 
Department of Agriculture, to Cameron Woods, Depu 
Director, Office of Public Affairs regarding a a 
report on Iraq CCC sales. According to the mem 
**U8DA ooasulted with the Justice Department and o: 
ewery step of the way before extending any ored: 
to Iraq after initial rumors surfaced in Aogui 
19S9. Bren before any of the investigations wea 
oonoluded, USDS reoommanded a 50% reduction in tJ 
level of credit guarante es made available t\ 
eport s ales to Iraq. - 

1991 According to the Department of State's Count] 

Reports on Human Rights Practices for 1988: "Iraq 
abysmal human rights record remained unaccepted 
in 1988." 

28, U.S. Attorney in Atlanta indicts BSL-Atlanl 
employees in relation to their involvement in tl 
BHl/Iraq loans. 

1991 A GAO report says: "Often guarantees have be 

given to further U.S. foreign policy goals as we] 
as to encourage agricultural market develo p m e nt, 
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THE GRAND JURY CHARGES THAT: 

oosmjL 

X. INTRODUCTION 
At times material herein: 

1. Bence Nesionele Gel Levoro, en Ztelien bankJ 
organisation heedquertered in Rome [hereinefter BNL-Iom] wi 
offices throughout the world, maintained e branch offioe in At lei 
in the Northern District of Georgia [hereinefter BNL-Atlant: 
BNL-At lanta , en agency of BNL-Rome, was licensed by the State 
Georgia. Its operations were to be linited to the arrangement 
financing for large commercial customers located in nj 
Southeastern states and were under the supervision of BNL-Rome i 
the Regional Manager located in New York City [hereinafter N 
New York] . BNL-At lanta had no facilities for accepting deposi 
or conducting cash or checking transactions for individuals. 

2. The defendant CHRISTOPHER P. DROGOUL, a national of 1 
United States and France, was First Vice t President and Brai 
Manager of BNL-Atlanta • 

3 . The defendant THERE8E MARCELLE BARDEN, a Frenct i nation 
was Vice President and Operations Offioer of BNL-Atlanta. 

4. The defendant AMEDEO DEGAROLIS was the Operatic 
Assistant and Credit Manager of BNL-Atlanta. 

5. The defendant ENTRADE INTERNATIONAL LTD. [hereinafl 
ENTRADE] , a New York corporation with offices in New York, was 
indirectly owned subsidiary of Enka Holding Investment Compel 
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Zac. [hereinafter taka] of Istanbul, Turkay. Tbs defendant IHTRADE 
received funding from BNL-Atlanta for various export transactions 
with tbs govsmasnt of Iraq and for other purposes. 

«. Tbs defendant YAVUZ TEZ ELLER, a Turkish national, was 
Executive Vioe President of the defendant EHTRADE and was EHTRADE 's 
principal contact with the defendant OROGODL at BNL-Atlanta, with 
Baka-owned entities in Burope and the Middle Bast and with 
Coapagnie Bu rop een ne du Bud (hereinafter COMSOD) , a company 
registered in Luxenbourg and owned by UM Advisors, a Panananian 
ccepany. 

7. The Central Bank of Iraq (hereinafter CBI] was the 
central bank for the government of Iraq and naintained its 
headquarters in Baghdad. Tbs CBI was one of the entities through 
which the government of Iraq aade arra n ge m ents to obtain funds from 
BXL- Atlanta to finance the purchase of goods, commodities, 
materials and servioes. 

B. The defendant BAPZOAIM BANK [hereinafter BAPZOAZM] was 
the principal eemmeroial bank owned by the government of Iraq and 
maintained its headquarters in Baghdad. Among other things, it was 
used by the government of Iraq to make arrangements to obtain funds 
from BML-Atlanta to finance the purchase of U.S. origin c ommodities 
mt6mr two programs — general Bales Manager [CBN] 103 and GSM 103 
— administered by the Co m mod ity Credit Corporation (hereinafter 
CCC) of the united States Department of Agriculture and to finance 
other purchases. Basheed Bank, formerly known as the Number 10C 
feranoh of MAFXBAZM, was established by the government of Iraq as 
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a corner ci a 1 bank in lata 1988, and vaa also used by the govarr 
of Iraq to obtain funds from SUL- Atlanta . 

9. The defendant SADIA BASSOS TAHA, an Iraqi national, 
a Director General of the defendant RAFXDAIH, vaa the Dirt 
General for Agreements and Loans for CBI and was Chief Finer 
Officer for Technology and Development Group, an Iraqi c 
company in London, England. 

10. The defendant ABDUL MUHXM BA SHEEP, also known as 8 
MUHIN RASHEED ABBAS, an Iraqi national, was a Director Genera 
the defendant RAFIDAIN under and was the Director General 
Investments of CBI. 

11. The defendant RAJA HASSAN ALI, an Iraqi national, wai 
Director General of the Economic Department of the Ninlstr 
Industry and Military Production of the Republic of 
[hereinafter Ministry of Industry and Military Production] 
agency and instrumentality of the government of Iraq, creats 
combining several ministries and agencies of the government of 
including — the Ministry of Industry, Ministry of Heavy Indust 
and the Military Production Branch of the State Organisatior 
Technical Industries. 

12. The defendant SAFA HAJT AL-HABOBX, an Iraqi national 
the Director General of the Al-Kassr Complex, an entity oontrc 
by the Ministry of Industry and Military Production of the Repi 
of Iraq, and an officer or director of various Iraqi owned 
controlled entities in Iraq, the united Kingdom end the 1ft 
States, including Technology and Development Group [hereini 
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TDG] ; Matrix Churchill Ltd*; Matrix Churchill Corporation; XI Arabi 
Trading Company Ltd.; TNG Engineering Ltd. [hereinafter TNG]; 
Mevcast Foundries Ltd. ; Arch icon suit Ltd. and Tigris Trading, Inc. 
The defendant AL-HABOBI solicited funding from BNL-Atlanta for the 
use of various ministries and instrumentalities of the government 
of Iraq. 

13. By its established policies and procedures, the 
management of BNL-Rome, commonly referred to as the "Head Office," 
and BNL-Nev York, referred to as "Regional Management," required 
all BNL agency and branch offices, including BNL- Atlanta, to make 
monthly and other periodic reports on all outstanding medium and 
long term loans to customers and to other banks, as veil as on all 
outstanding assets, liabilities, extensions of credit, credit 
agreements and contingent liabilities incurred. These reports 
— some of which were made in the form of telephone transmissions 
of computer data — were relied upon by BNL-Rome and by BNL-Nev 
York in the management of the bank's affairs and in the preparation 
of reports to the government of Italy. BNL-Atlanta was also 
required to make monthly and other periodic reports to various bank 
regulators and government agencies in the United States, including 
the Board of Governors of the Federal Reserve System, the 
Department of Banking and Finance of the State of Georgia, the 
United States Department of Treasury and the Export-Import Bank of 
the United States [hereinafter Exim Bank]. 

14. In accordance with its established policies and 
procedures, BNL-Rome periodically conducted audits or examinations 
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of tbo financial operations of its agancy and branch offiea 

Thasa audits — including those performed at BML-Atlanta ve 

conducted by internal auditors as well as by independent 
Reports of the audits were supplied to BML-Msv York Region 
Management and to the Inspector's Office at T Rone . the Intern 
and independent auditors relied upon the representations made 
them by BNL-Atlanta officers and employees and upon the a 

records of financial transactions prepared and presented by rh 
A tlanta's officers and employees. In turn, the management of BM 
Rone and BNL-Mew York relied upon the reports prepared by t 
auditors. 

15. The Republic of Iraq — through its ministries, agencie 
and instrumentalities including the Ministry of Industry a 
Military Production, CBX and Ra s heed Rank, and the dafeada 
RAFXDAXM — sought to obtain unsecured financing from RML-Atlan 
for the use and benefit of the Republic of Iraq and sougl 
. guarantees to third parties from the government of the Unit 
States that the Republic of Iraq would repay the loans made to 
for the purchase of commodities under the MM 102 and GSM l 
programs administered by the Commodity Credit Corporation of tl 
United States Department of Agriculture. Foreign credit insurant 
and guarantees administered by the Export-Import Bank of the Unit* 
States were also sought. 

1C. Bancs Rationale del Lavoro, by its established polieii 
end procedures, conferred upon its agency and branch offim 
varying degrees of credit and lending authority. Howe ve r, *i>ii 
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all tiaes relevant herein, neither the defendant CHBX8XOFUR p. 
DB060UL nor BNL-Atlanta had the authority to extend credit or to 
land Hl'i aoney to other banka — such as the defendant BAPIDAIN 
and C8Z and Basheed Bank — without the specific a pproval of SML- 
B o as . Bather, BNL-Boae centralised control to avoid excessive risk 
to BML froa uncreditworthy bo r row e rs, unacceptable loan 
concentrations end other unsafe and unsound hanking praetiees. 

17. On or about February 4, 1985, Moveabar 18, 1987 and March 
7, 1989, in accordance with the established policies and prooedures 
of Banca Nationals del Lavoro, the defendant CHB18TOFBBB F. DBOGOUL 
on behalf of BNL-Atlanta applied for ~ and received ~ appro va l 
froa BML-Roaa to finance credit extensions to the defendant 
BAFXDAXM, guaranteed by the United States Departaent of 
Agriculture's Cosaodity Credit Corporation, in an aaount not to 
exceed $150,000,000 at any one tiae. During the saae period, 
DftOGOUI# on behalf of BNL-Atlanta applied for end was refused 
approval to extend an additional $100,000,000 in credits to 
BAFXDAIM guaranteed by the CCC. Mo other approvals for CCC 
guaranteed or other extensions of credit to the defendant BAFXDAIM 
were ever sought or received by BNL-Atlanta. 

18. • On or about March 17, 1988, in aeoordanoe with the 
established policies and prooedures of Bence Masionale dsl Lavoro, 
the defendant CHBX8T0FMBB F. DBOGOUL on behalf of BNL-Atlanta 
applied for approval froa BML- B oaa to finance $100,000,000 in 
credit extensions to CSX to he guaranteed under the foreign credit 
insurance progras of the Bxla Bank. The application was rsjeeted. 
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1 *. On or about July 29, 1999 , in accordance with 

established policies and procedures of Bancs Rationale dal Us 
the defendant CHRISTOPHER P. MtOOOOL on behalf of EHL-Atli 
applied for ~ and subsequently received — approval free RHLH 
to finanoe $90,000,000 in credit extensions to CSX on a fully ' 
collateralised basis. Ho other approvals for cash collateral! 
Rxia Bank guaranteed or other credit extensions to CSX ear s 
sought or received by BRL- Atlanta. 

20. At no tine did the defendant CHRISTOPHER P. BHOQOH L 
apply for — or receive — BRL-Bons approval for BRL-Atlant 
extend unsecured credit to the defendant RAFXOAXR, or to CSX 
the Ministry of Industry and Military Production, to Ra ahead 
or to any other ministry, agency or instrumentality of the Rapu 
of Xraq. 

21. During all tines relevant herein, neither the defen 
CHRISTOPHER P. DROGOUL nor BRL-Atlanta had authority to extend 
than $2,900,000 in BRL's money or credit for any corpor a te, 
bank custoaar, without the specific approval of BRL-Rev York an 
BRL-Rone, even if the transaction was fully eaah oollaterali 

22. Banea Rationale del Lavoro, by its established poll 
and procedures, required that all of its agency and branch off! 
including BML-Atlanta, maintain aocurate and ooaplete documents 
regarding the terms Of financing on each agreement to ex 
credit, each credit extension and the beneficiaries thereof, 
an accurate description of the goods to.be finanoed and all ex 
documentation. Banca Rationale del Lavoro also required that 
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BNL-Atlanta effietn sign any iqmamt* binding BNL to extend 
credit or to loan nonoy. 

23. banco Masionala dal Lavoro required, by its established 
policias and procedures, that its agencies and branches, including 
SRL-Atlanta, operate within all applicable 0.8. and Italian landing 
Units and in accordance with safe and sound banking practices. 

B. MB CONSPIRACY fl» 08C «37H 
Batwoan in or about Roveaber 198S and tho data of this 
indictnant, in the Northern District of Georgia and elsewhere, tho 
defendants CHRISTOPHER P. DROGOOL, THERESB NARCELLE BARDEN, AMEDEO 
DECAROLIS, YAVUZ TEZ ELLER, SNTRADE INTERNATIONAL LTD., RAEIDAIN 
BANK, SAD IK HASSON TAHA, ABDOL NONZM RASHEED, RAJA HASSAN ALT and 
SAFA HAJI AL-HABOBZ did unlawfully, willfully and knowingly 
eonbine, conspire, confederate, agree and have a tacit 
understanding aaong thenselves and with other diverse parsons, 
known and unknown to the Grand Jury: 

1. To violate the Niro Fraud statute. Title IS, United States 
Code, Section 1343, by transmitting and causing to be transaitted 
certain writings, signs, signals, pictures and sounds for the 
purpose of executing a sohaae and artifice devised and intended to 
be devised to defraud Banco Rationale del Lavoro and to obtain 
aoney and property by naans of false and fraudulent pretenses, 
representations and pronises, and, as of Roveaber IS, 1988, to 
defraud Banco Rationale del Lavoro of the good, faithful and honest 
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services of it# officer* and employees, and to defraud the usn 
State* Department of Agriculture; 

2. To violate the Mail Fraud statute. Title It, United St 
Code, Section 1341, by using the nail* for the purpo se of execu 
and attempting to execute a scheme end artifioe devised 
intended to be devised to defraud Banea Masionale del Levoro 
to obtain money and property by mean* of false and fraud* 
pretenses, representations and promises, end, as of Vovenber 
19SS, to defraud Sanca Masionale del Lavoro of the good, fait 
and honest services of its officers and employees, end to def 
the United states Department of Agriculture; 

3. To defraud the United States of America, its citis 
departments and agencies by impairing, obstructing and defea 
lawful governmental functions, more particularly! 

[a] the Board of Governors of the Federal Mas 
System, an agency of the United States, of and oonoarning its s 
to conduct examinations of agencies of foreign banks and to req 
accurate and truthful periodic reports in oonfornity with 
statutes, rules and regulations promulgated by Congress and 
Board of Governors, and to be free from fraud and false statam« 

[b] the United States Department of the Treasury ol 
concerning its right to require accurate financial reoordke* 
and reporting in conformity with the statutes, rules 
regulations promulgated by Congress and the Treasury Departs 
and to be free from fraud and false statements; 
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(e) the Ex port -I mport talk of the United States, an 
agency of the United States, of end concerning its right to aid in 
financing and facilitating experts and inports between the united 
States and foreign countries or agencies or nationals thereof, in 
conformity with the statutes, rules and regulations promulgated by 
the Congress and the Bxim bank, and to be free from fraud and false 
statenents; 

(d) the General Accounting Office, an independent United 
States agency, of and concerning its right to audit expenditures 
end evaluate programs and activities of agencies and departments 
of the United Statee on behalf on Congress in conformity with the 
statutes, rules and regulations promulgated by the Congress and the 
General Accounting Office, and to be free from fraud and false 
statements; 

[e] the United States Department of Agriculture and the 
Commodity Credit Corporation, an agency of the USDA, of and 
concerning their right to have the CCC's GSM 102, GSM 103 and 
Export Enhancement Programs operate in conformity with the 
statutes, rules and regulations promulgated by the Congress and the 
United States Department of Agriculture, and to be free from fraud 
and false etatenents; 

4. To violate Title IS, United States Code, Section 2314, by 
transporting, transmitting and transferring in interstate and 
foreign commerce money and securities in excess of $5,000 knowing 
the same to have been taken by fraud; 
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S. To violate Title it. Halted States cede. Section 1001, 
by Baking and ca u si n g to be Bade aatarially false, fictitious and 
fraudulent statements and representations and by falsifying, 
conc e aling and covering up by trick, schans and device notarial 
facts in natters within the jurisdiction of a gencie s and 
departments of the United States; 

S. To violate Title IS, United States Code, Section ISOS, 
by co rrupt ly influencing, obstructing and inpading, and endeavoring 
to influence, obstruct and iupede the due and p r o pe r exercise of 
the power of inquiry under which inquiries and investigations were 
being had by ooanitteas and snhrnunltteaa of Congress, for the 
purpose of concealing and causing to be co n cealed naterial facts; 

7. To violate Title IS, United States Coda, Section 714a, 
by Baking and causing to ba aada aatarially false and fraudulent 
stateaents for the purpoee of influencing the actions of the 
Couaodity Credit Corporation, an agency of the United States 
Department of Agriculture, and for the purpose of obtaining money, 
property and things of value from the CCC; 

«. To violate Title IS, United States Coda, Section 4*3, by 
aaking and causing to ba made and forged, obligations and writings 
in imitation of an obligation, instrument and writing issued by a 
bank for cooperatives and a credit corporation authorised and 
acting under the laws of the United states; and 

a. To conceal and cover up the conspiracy and its objects. 
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C. MANNER AND MEANS OF THE CONSPIRACY 

The charged conspiracy was accomplished by the defendants 
CHRISTOPHER P. DROGOUL, THERESE NARCELLE BARDEN, AMEDEO DECAROLIS, 
YAVUZ TEZELLER, ENTRADE INTERNATIONAL LTD., RAFIDAIN BANK, SADIE 
HASSON TAHA, ABDUL MUNIM RASHEED, RAJA HASSAN ALI and SAFA HAJI AL- 
HABOBI, and others known and unknown to the Grand Jury, through the 
following means and methods and in the following manner: 

1. Without authority and in contravention of the internal 
policies and procedures of Banca Nazionale del Lavoro, the credit 
of BNL would be and was used to obtain in excess of $4,000,000,000 
to fund credit agreements and extensions of credit for the benefit 
of the government of the Republic of Iraq in contravention of BNL's 
internal policies and procedures designed to avoid excessive risk 
to BNL from uncreditworthy borrowers, unacceptable loan 
concentrations, lending in excess of U.S. and Italian government 
limits and other unsafe and unsound banking practices. 

2. Without authority and in contravention of the internal 
policies and procedures of Banca Nazionale del Lavoro, BNL-Atlanta 
would be and was caused to make credit agreements and extend credit 
to the government of the Republic of Iraq, acting through the 
defendant RAFIDAIN, in the aggregate amount of approximately 
$1,890,000,000, for the purchase of agricultural commodities to be 
exported to Iraq under the GSM 102 and GSM 103 programs of the 
United States Department of Agriculture's Commodity Credit 
Corporation. 
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3. Without authority and in contravention of tha intamal 
policiaa and procedures of Banca Wasionala dal Lavoro, BWL-Atlanta 
would ba and was oauaad to axtand unaocurad or adit and diaburaa 
funds to tha government of tha Wepublic of Iraq through tha 
dafandant WAFIDAIW, in tha approximate aggragata amou nt of 
$250,000,000, for tha payaant of fraight ohargas and for tha 
purchasa of agricultural produets, othar goods and naterials. 

4. Without authority and in contravention of tha internal 
policies and procedures of Banca Wasionala dal Lavoro, BWL-Atlanta 
would ba and was caused to axtand unsecured credit and disburse 
funds to tha govamnant of tha Wepublic of Iraq through tha Baaheed 
Bank, in tha approxinata aggragata anount of $70,000,000, for tha 
payaant of fraight charges and tha purchasa of agricultural 
products and othar goods and naterials. 

5. Without authority and in oontravantion of tha internal 
policias and procedures of Banca Wasionala dal Lavoro, BWL~Atlanta 
would ba and was caused to make credit agreeaents and extend credit 
to tha governeant of tha Wepublic of Iraq through CBX by entering 
into four unsecured nediun tern loan agreenents, in the ag gr e g ate 
anount of $2,155,000,000, at aarginal interest rates and under 
indefinite utilisation and repaynant schedules with various 
ninistries of tha Wepublic of Iraq, including the Ministry of 
Industry and Military Production (MXMP)s 
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PlSCS of 

BbA* Execution Signers %m**%*+ 

2/22/M Baghdad DROGOUL, [BNL-Atlanta] $ 200,000,000 

Von Wedal, [BNL-Atlanta] 

Unknown signer, 

[Mini star of Trada] 

TAHA, [CBI] 


10/6/M Atlanta DROGOUL, [BNL-Atlanta] $ 300,000,000 

Von Modal, [BNL-Atlanta] 

ALZ, [MIMP] 

TAHA, [CBI] 

12/3/68 Washington DROGOUL, [BNL-Atlanta] « 300,000,000 

ALX, [MIMP] 

Towa, [CBI] 


4/8/69 London DROGOUL, [BNL-Atlanta] $1,155,000,000 

ALI, [MIMP] 

TAHA, [CBI] 


6. To diatinguiah tha thraa saparata naans by which funds 
would bs diaburaad for tha banafit of tha government of tha 

Rspublic of Iraq, a carta in tarninology and nathodology — to wit, 
"Options A, B and C" — would ba and was davisad. 

[a] Undar Option A, as tha tarn was usad by tha 

conspirators, BNL-Atlanta would ba and was causad to confira ovar 
$809,000,000 in lattars of cradit of CBI, acting on bahalf of 
ministries of tha Republic of Iraq including tha Ministry of 
Industry and Military Production, and thereafter to pay tha 

designated amounts to tha exporters identified in tha lattars of 
credit. 

[b] Undar Option B, as tha tarn was usad by tha 

conspirators, BNL-Atlanta would ba and was causad to disburse 
approximately $693,000,000 solely upon telex requests of CBI, 


16 



456 


acting on bohalf of the Ministry of Industry and Military 
Production, which requests contained only limited descriptions of 
the materials and products purportedly being purchased with no 
supporting documentation. The disbursements under Option S were 
directed by the conspirators through a series of clearing acco unt s 
maintained by CBI, the use of which aooounts effectively concealed 
not only BML-Atlanta as the source of the funds generated, but also 
the identities of ultimate recipients of the funds and the purposes 
for which they were used. 

[c] Under Option C # as the tern was used by the 
conspirators, BHL-Atlanta would be and was caused to disburse over 
$107,000,000 solely upon the telephoned Instruction of the 
defendant RAJA HAS SAN ALI acting on behalf of the Ministry of 
Industry and Military Production. Disbursements under Option C 
were directed through clearing accounts of CBI, the use of which 
accounts effectively concealed not only BML-Atlanta as the source 
of the funds generated, but also the identities of the ultimate 
recipients of the funds and the purposes for which they were used. 

[d] To generate funds to be disbursed fo^ the benefit 
of CBX and the Ministry of Industry and Military Production under 
the unauthorised medium term loan agreements, BML-Atlanta would be 
and was caused — on or before the date of disbursement — to 
borrow sufficient funds on the world money markets to cover the 
disbursements. The initial BHL-Atlanta borrowings oovering such 
disbursements were generally done on a short-term, "overnight” 
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bull. This method of funding would oontinuo until longer torn 
financing, generally up to six nontbs, oould be arranged. 

[e] In order to administer the acquisition and 
obligation of funds obtained free BWL-Atlanta , CBX created and 
staffed a special section under the control of the defendant ABDUL 
MOTH KASHBBD, Director General of the Investments Division. 

7. Without authority and in con tra vention of the Internal 
policies and procedures of Banco Masionale del Levoro, BHL-Atlanta 
would be and was caused- to sake largely unoollateralised credit 
egreenents end to extend credit in excess of $500,000,000 at low 
interest rates for cosaercial transactions to non-Iraqi borrowers 
— including corporate borrowers who also received money from 8NL- 
Atlanta's financing of exports to Iraq. 

I. Without authority and in contravention of the internal 
policies and procedures of Banca Masionale del Lavoro, BHL-Atlanta 
would be and was causad to issue what purported to be standby 
letters of credit in the aggregate amount of $M, 000, 000 on behalf 
of companies exporting to Iraq, and over $300,000,000 on behalf of 
companies exporting elsewhere, for acceptance as performance bonds 
by the United states Department of Agriculture under the CCC Export 
Enhancement Program. 

9. Various methods would be and were used to conoeel the 
conspiracy and in order to insure its continuing existence end 
success, including but not limited tot 

[a] Failing to enter upon the books and reoords of BHL- 
Atlanta, and in turn Banca Masionale del Lavoro, as required by .its 

, . 1 $ 
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established policies and procedures, complete, truthful end 
accurate inf creation concerning all financial transactions in which 
the bank either extended or agreed to extend credit, or became 
obligated to any party. Between the oo-oonsplrators, these 
transactions were frequently described as the "off book" or "grey 
book" transactions. Sarly on in the conspiracy, BML-Atlanta CCC 
guaranteed extensions of credit to the defendant BAPXBAZM — which 
exceeded the amount ap p roved by BML-Bome — were removed from BML* 
Atlanta books at month-end and reentered at the beginning of each 
new month. 

[b] Making false entries upon the books and reoords of 
BNL-Atlanta, and in turn Banca Xazionale del Lavoro, in order to 
make it appear that authorised credit extensions to various parties 
were actually extended to such parties when, in truth and in fact, 
the credit was extended to parties whose identities were ooncealed 
and undisclosed on BNL's books and records. 

[c] Creating bogus documentation, including telexes, 
facsimiles, correspondence, commercial invoioes, money transfer 
confirmations, payment orders, receipts, loan participations. 
Commodity Credit Corporation guarantees and other documentation 
falsely confirming the existence of collateral, all for the purpose 
of concealing the true nature of various BML-Atlanta financial 
transactions from the internal auditors of Banca Masionale del 
Lavoro, the bank's independent auditors. Peat, Marwick, Mitchell 
a Co. and its successor Peat, Marwick, Main i Co. [hereinafter 
Peat Marwick] , auditors from the United States General Accounting 
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Office and txiilntgt representing tha Federal Baaarva System and 
the Georgia Dapartnant of Banking and Finance* 

[d] Maintaining a facsimile na china in tha houaa of a 
co-conspirator aaployad at BML-Atlanta and using it to trananit 
bogua communications to BML-Atlanta 'a offioa for incluaion in tha 
filaa of tha bank. 

[a] Croat ing and maintaining racorda of unauthorisad 
borrow Inga and extensions of eradit on computer diaca, on word 
procaaaing equipment, in notabooka and in cardboard boxes — which 
tha co-conap ira tor a rafarrad to among thanaalvaa aa tha "floating 
bankers' boxes” — in ordar that thaaa racorda could ba eoncaalad 
on praaiaaa or raaovad rapidly from tha premises of BNL-Atlanta and 
eoncaalad in tha co-conap ir a tor a ' car trunka and houaaa in tha 
avant that tha auditor a or examiners ahould appear* 

[f J Creating falaa audit conf irnationa to ba furniahad 
— or cauaing audit conf irnationa to ba withheld — in reaponee to 
audit conf irnation requeata made by the internal auditora of Banca 
Masionale del Lavoro and ita independent auditora Peat Marwick. 

[g] Concealing telex and telefax communications from tha 
internal auditora of Banca Masionale del Lavoro and ita independent 
auditora,. Feat Marwick. 

[h] Purchaaing — upon tha AAA/aaa credit of Banca 
Masionale dal Lavoro — tha funda needed to finance unauthorisad 
credit axtanaiona to tha government of Iraq and othare from money 
market aourcaa in varioua parte of the world, which aouroaa ware 
not thoee regularly uaad by BNL-Atlanta to fund authorised credit 
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extensions. As a naans of idea 1 tifylag and iijripi lay the rtce rtt 
of tba transaction* by ahleh Krktlaata purchased fade far both 
authorised and anaathorisod cradit extensions, the co-conspirators, 
in conversations and by physically —*<■») sarioas AooMats, 


~ a ref m 


to a 


policies and 


latter as 

of Italian candy — and 
10. In co ntra vention of 
of Panes Wazionale dal Lavoro, 
to provide materially falsa, fictiti 
doc umen tation and charts to various auditors, regulators 


O.S. 


government agencies and departments including ths Board of 
Governors of tho Federal Beserva Systan, the ate tee 

Department of Treasury, tbs Export-Import Bank of tho 
States, the United States General Accounting Office and the »*>itvd 
States Department of Agriculture ahich nisstatad the aaaata, 
liabilities and contingent liabilities of BWL-Atlanta, and 
nisstatad certain BHL- Atlanta financial transactions and operating 
procedures. 


11. Without authority and in contravention of the internal 
policies and procedures of Pence Basionale del Lavoro, BBL-Atlanta 
would be and was caused to spend approximately $340,000 in T r 
funds generated from "off book" or "grey book" transactions for 
unauthorised travel, entertainment, gifts and ether expenses. The 
defendant BmtAOB paid at least $S0,000 of these unauthorised 
expenses for which it was later reimbursed from am, funds. On 


21 



461 


other occasions, treasurer's checks vers purchased with BNL- 
Atlanta funds and the prooeeds used for sinilar purposes. 

12. Without authority and in contravention of the internal 
policies and procedures of Banca Wasionale del Lavoro, offioers and 
esployees of BWL-Atlanta would and did receive and plan to receive 
jewelry, antiques, family vacations, home renovations, a leased 
ear, a new house, international travel, entertainment and eash from 
BML and from those benefiting from unauthorised BWL-Atlanta 
funding. 

13 • Upon discovery of the above described unauthorised 
activities of BWL-Atlanta on August 4, 19S9, Banca Wasionale del 
Lavoro thereafter would be and was caused to continue making 
disbursements to the Wepublic of Iraq under the four unsecured BNL- 
Atlanta medium term loan agreements and other unauthorised BNL- 
Atlanta commitments as a result of false and fraudulent 
representations and pretenses of the defendants SADXK HASSOM TAHA, 
ABDUL HUN IN RASHEED and BAJA NASSAU ALX, and other senior officials 
of CBI and the Ministry of Industry and Military Production, 
including representations that: 

[a] The Republic of Iraq had valid, binding and legally 
enforceable medium term loan agreements with BWL-Atlanta totalling 
$2,155,000,000. 

[b] The ministries, agencies and instrumentalities of 
the government of Iraq, Including CBI and the Ministry of Industry 
and Military Production, had no indication that the defendant 
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CHRISTOPHER P. DROGOJL lackad tha Mcttstry authority and approval 
for thasa cradit agraamants. 

[cj All disbursamants undar tha madium tarn loan 
agraamants, both past and futura, had baan and would oontinua to 
ba for products, activitias and projacts of a civilian matura. 

14. Upon discovary of tha abova daacribad unauthorisad 
activitias of BNL-Atlanta, Banca Masionala dal Lavoro would ba and 
was causad to oontinua Baking disburs mnts undar tha four 
unsacurad madiua tars loan agraamants with tha Rapublic of Iraq as 
a rasult of raprasantations by tha dafandants ABDUL MUNXM RASHEED 
and RAJA HAS SAN ALX and by othar sanior officials of CBX and tha 
Ministry of Industry and Military Production that tha rapaymant by 
Iraq of tha $1,016,000,000 alraady disbursad by BNL-Atlanta — and 
tha ovar $500,000,000 in CBI lattars of cradit alraady confirmad 
by BNL-Atlanta — was contingant upon disbursamant by Banca 
Nazionala dal Lavoro of tha approximataly $600,000,000 as yat 
unconf iraad undar tha BNL-Atlanta madiua tarn loan agraamants with 
Iraq. 

15. Upon discovary of tha abova dascribad unauthorisad 
activitias of BNL-Atlanta, tha Unitad Status Dapartmant of 
Agricultura would ba and was causad to approva an additional 
$500,000,000 in Commodity Cradit Corporation guarantaas for U.S. 
axports to Iraq in ralianca upon tha misraprasantations and falsa 
pratansas that ministrias, agancias and instrumantalitias of tha 
govaramant of Iraq, including tha dafandant RAPIDAIN, had no 
indication that tha dafandant CHRISTOPHER P. DROGOUL lackad tha 
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necessary authority and ap proval for the ever $1,9*0,000 ,000 in 
■NL-Atlanta credit egreeaents and extensions to the defendant 
BAFXSAXM for the funding of prior CCC guaranteed assorts to Iraq 
and for the financing of unsecured freight charges on the experts. 
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Department of the Treasury 

U.S. CUSTOMS SERVICE 



roe DMEOIATt RELEASE February 21, 1*91 

WASHIRGTOS — United States Customs Cr—i nionr Carol Rallett 
today called the BARCA MAZ I OK ALE DEL LAVORO (BRL) indictments 
"tbs first chapter in a sordid international story which deals 
with Iraqi efforts to build itself into a world p ow er In defiance 
of U.S. and International law." Commissioner Ballett noted "that 
the rest of the story is still being written and I hope to be 
able to conclude it very soon." 

Commissioner Ballett pointed out that the ML case has given 
birth to a number of other cases which are currently being 
pursued by Customs both in the United States and Internationally. 
She declined to comment on the direction the cases are taking 
other than to say "each investigation has a direct link to ML. 1 

The United States Customs Office in Atlanta participated in 
a joint investigation with the Department of Agriculture, 

Internal Revenue Service, Federal Bureau of Investigation, 
Treasury's Office of Foreign Asset Control and Federal Reserve 
Bank examiners for the past eighteen months investigating the 
financial and exporting activities of Christopher P. Drogoul, 
former First Vice President and Manager of Banca Rationale del 
Lavoro (ML Atlanta) , and other conspirators in Iraq. The 
investigation has also led to charges against Drogoul for his 
financing of the 26 million dollar purchase of Cuban sugar being 

•- more - 


REPORT DRUG SMUGGLING 1 
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sold to the government of Vsnszusla with ths uss of American 
financing in violation of the Cuban Assets Control Regulations, 

31 CFR Part 515 and ths Trading with ths Enemy Act, 50 DSC App 5. 

Ths Title 50 TWEA violations involve officials of BNL 
issuing confirmation to Banco Industrial de Vsnszusla for letters 
of credit and otherwise financing the sale of the commodity which 
was destined for Cuba. 

For Further Information Contact: Bill Anthony, Office of Public 

Affairs, Washington, D.C. 202/566*5286 
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FOR IMMEDIATE RELEASE CM 

THURSDAY, FEBRUARY 29, 1991 202-914-2007 

(TDD) 202-914—1909 

flttiom twjam rare tx mid cmm m meet— 

ZBABMaatl ***** IRAQ TOT ALIRQ MORE TEAM 94 BTLLTQR 

WASHINGTON, D.C. — The Department of Justice today 
announced that ten defendants, including two former offioers and 
an employee of an Italian government-owned bank in Atlanta, 
Georgia, Banca Rationale del Lavoro (BRL), have been charged in a 
347-count indictment with conspiracy, mail fraud, and wire fraud. 
The charges relate to more than $4 billion in loans and credit 
extensions issued by BffL-Atlanta for the benefit of the 
government of Iraq. 

Also charged in the indictment are a Turkish-owned 
corporation operating in Rev York and its manager, an Iraqi 
government-owned bank, and four Iraqi officials. 

Attorney General Dick Thornburgh characterised today's 
indictment as exposing 'an international white-collar scam with 
dire global consequences. The 19-month investigation of this 
crime has, so far, unraveled a paper-trail spanning three 
continents. 

'By utilising modem technology such as computers, fax 
machines and Instant communications, these defendants were able 
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to oilontly plot tbo pockets of t major Italian bank of nora than 
$4 billion in Ioann and credits, almost by tbo push of a button* 
•U.S. autboritios also vara dooaivod through a systamatie 
program of forgery, falsification# omissions# and misstatements. 

•This ossa should serve notion — to t h oso who hava boon 
slow to roaliss — that lav onforoomant is nov praparad to daal 
with criminals who saam to naithar knov# nor faar# nor raspact 
inta motional borders#* Thornburgh said* 

Thn indictmant chargas that thraa BlfL-Atlanta branch of flea 
aaployaas and thalr associatas consplrad to dafraud INI by 
loaning monay and extending credit to tha Iraqi government 
vitbout authorisation. 

loans and credits# according to tha indictmant# vara 
mad a in ylolatlon of Ml# Italian# and 0.0. landing limits and 
vara not reported in tha bank's raoordsTj 

Tha indictmant also chargas that falsa information# 
do cu m en tation# and reports vara supplied to federal and stats 
banking regulators as vail as authorities of tha Italian 
government in order to ooneoal tha unauthorised funding. 

Tha illegal transactions vara allegedly maintained in a 
secret set of •gray books* — th o se not reported in the bank's 
official records — through tha use of separata oqaputars# word 
processors# and disks. Vritten records vara kept as * floating 
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files' — outside the bank in boxes, car trunks, end privets 
hoses — to escape detection. 

Money loaned to Iraq, according to the indictment, was 
raised through a money-desk at WL-ltlanta using BML's trlple-A 
credit rating to borrow on the international sonsy market. 

/individual BML empl o y ees allegedly received jewelry, 
antiques, family vacations, a leased oar, a new house, 
international travel, entertainment, and money from BML and those 
who benefited from the unauthorised loans and credits as payment 
for their participation in the s c h eme. 

Possible violations of federal law in co n n ection with the 
acquisition by Iraq of military armaments and other goods remains 
under investigation. 

The institutions charged face possible maximum fines 
totaling over $90 million?} 

PiftaOMf I 

(BML RELATED) 

— Christopher V. Bra ga rn i, a national of the United states 
and Prance, and former First Vice President and Manager of BBL- 
Atlanta, is charged with conspiracy, mall and wire fraud, making 
false statements, and interstate transportation of stolen 
property. Drogoul is also charged with trading with the enemy, 
money laundering, . forgery, obstruction, and tax evasion. 
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— mrtit KarMllt ItrdtB, a Trench NatioMl, «nd former 
BNL- Atlanta Vic# President and Operations Officer, is charged 
vith conspiracy, sail and wire fraud. Baking false stateaents, 
and interstate transportation of stolen property. 

— Amedeo Deearells, an American, and former BHL-Atlaata 
Operations Assistant, is charged with conspiracy, mail and wire 
fraud, making false statements, and interstate transportation of 
stolen property. 

(EXTRADI RELATED) 

— Sntrade International , Ltd. (fntrade), a Hew York-based 
trading company specialising in the international trade of goods 
and commodities, is charged with obtaining unauthorised financing 
from MfL-Atlanta for exports to Iraq and other purposes, often 
with U.S. go ve rnment export guarantees or insurance. 

fsntrado also allegedly provided money and things of value 
for the pdksonal use and benefit of ML-Atlanta officers and 
aaployees in consideration for the unauthorised leans made to 
finance Sntrade 'reexports to Xraq and elsewhere*/ 

Sntrade faces a possible maximum fine of $54.04 million. 

— Terms Yos oiler, a Turkish national, Sxecutive Tice 
President of Sntrade and manager of its Sew York offloe, is 
charged with directing Sntrade'e contacts with MfL-Atlanta, and 


(MOSS) 
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with other entities in E u r o pe end the Middle East owned by 
Entrade's parent holding coapany, Enka. 

(IRAQ RELATED) 

— Bafidaia EamE (Eafidaia) , located in Baghdad, is the 
principal Iraqi government-owned co— ercial hank. 

Bafidain, according to the indictment, acted as the borrower 
to arrange financing for Iraqi purchases guaranteed by the U.S. 
Department of Agriculture through the Commodity Credit 
Corporation (CCC) , and to arrange unsecured credit for laports by 
Iraqi government minis tries and enterprises. 

BML credit extensions to Bafidain were concealed froa BML 
official reports and U.S. authorities including the Federal 
Beserve Systee. 

Bafidain faces a possible eaxiaua fine of $39.04 Billion. 

Sadik Basses Tabs, an Iraqi national, is a Director 
General of Bafidain, and Director General of Agreanents and Loans 
for the Central Bank of Iraq (CBX) . Taha is also chief financial 
officer for Technology and Development Group, an Iraqi owned 
oompany in London, England. 

Taha is charged with conspiracy, wire fraud, and aoney 
laundering^ 

— Abdul Bunin Baa heed, also known as Abdul Mania Bi ahead 


(MORE) 



Abbas, an Xraqi national, ia a Director General of Rafidain, and 
CBX Director Ganaral for Investments. 


Rashaod ia charged with conspiracy, vira fraud, and money 


laundering. 

— Raja Xassaa All, an Xraqi national, and Diractor Ganaral 
of tha Economic Department of tha Niniatry of Industry and 
Military Production of Iraq, ia charged with conapiracy, vira 
fraud, and money laundaring. 


— ^Sa fa Saji Al-laMi^an Xraqi national, ia Diractor 
Ganaral of tha Al-Massr Coop lax, an entity controlled by tha 
Iraqi Mlniatry of Industry and Military Production. Al-Habobl ia 
also an officer or director of various Xraqi owned and controlled 


entitles in Xraq, tha United Xingdoa and tha O.S., including 
Technology and Development Group (TOG) > [Matrix Churchill, Ud.Tj 
Matrix Churchill Corporation! A1 Arab! Trading C oopa n y, Ltd. i IMG 
tnginaaring. Ltd. i Mawcaat Foundries, Ltd.! Archioonault, Ltd. 
end Tigris Trading, Xno. 

Al-Sabobi allegedly solicited funding fron SML-Atlanta to be 
used by various Xtaqi niniatrlea. Ha ia charged with conspiracy, 
vira fraud, and money laundering. 


•HX*-Atlanta was opened in 1912 as a 


small landing office to 


(MOM) 
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provide financing for U.S. and Italian companies doing business 
in tha U.S. 

Aa Managar and First Vica Prasidant of BNL's Atlanta branch, 
Drogoul was spacifically liaitad in authority to act on BKL's 
bahalf by a sat of official vrittan policies, procaduras and 
guidalinas issued by BHL to restrict tha types, amounts, terms 
and borrowers on various types of loans and credits. 

According to tha indictment, in December 1985 Drogoul first 
sought to make loans far in excess of his authority, in order to 
finance commodity exports to Iraq under two of the U.S. 

Department of Agriculture's CCC export guarantee programs. 

Although loans under this program were 98 percent guaranteed 
by the Department of Agriculture, Drogoul allegedly knew that 
these loans carried risk of loss to BKL and that any loans to 
other banks required approval from BKL headquarters in Home. 

The indictment charges that Drogoul, Barden, and Decarol is, * 
without authority and in contravention of BKL's internal policies 
and procedures, caused BKL to extend the following credits to the 
Iraqi governments • 

— a $1.9 billion extension of credit to the Iraqi 
government through Ra fide in Bank for the purchase of CCC 
agricultural commodities. 

— more than $88 million in standby letters of credit Issued 
for acceptance as performance bonds by the U.8. Department of 

(MORI) 
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Agriculture under specific CCC progress involving exports to 
Iraq. 

— a $250 Million extension of unsecured credit through 
Rafidain Bank for the purchase of agricultural products, other 
goods and materials, and freight charges. 

— a $70 Billion extension of unsecured credit to the Iraqi 
government, through the Iraqi government-owned Rasheed Bank, for 
the payment of freight charges and the purchase of agricultural 
products and other goods and materials. 

In connection with the CCC financing, the Indictment charges 
that Drogoul received substantial kickbacks from Tezeller and 
Entrade acting as intermediaries in the sale and shipment of 
grains to Iraq. 

Medium term loan agreements i 

As the CCC financing progressed, Entrade, and Rafidain 
wanted to use BML-Atlanta to finance other types of exports in 
addition to agricultural commodities. Unsecured financing was 
allegedly arranged, in violation of BNL's official policies and 
procedures since these exports could not qualify for CCC 
guarantees and the Iraqi government lacked adequate collateral. 

The indictment alleges that Drogoul signed a letter of 
intent in 1997 'for a Medium Term Loan Agreement (HTL) to handle 
Iraq's demand for additional loans. In February 1988, Drogoul 

(MORE) 
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signed an MTL and conittad BHL~Atlanta to provida $200 Billion 
in antiraly unsacurad loans for Iraqi purchasas aithar toy dir act 
transfar to Iraqi bank accounts in tha U.8., or by confirming 
lattars of cradit guarantaad by CBI to exporters of goods and 
services to Iraq. The export companies vere principally based In 
the 0.8. , the O.X. , and Europe. 

The indictment charges that these loans vere made despite 
BNL's official policies and procedures, which required any bank 
loan to Iraq to be approved by BtfL headquarters in Pome to 
protect against risk of capital loss if Iraq should default. 

A second unsecured MTL was signed by Drogoul on behalf of 
BML in October 1988 for $300 million. A third was signed in 
December 1988 for $500 million, and a fourth in April 1989 for 
another $1,155 billion. 

The indictment further alleges that BML- Atlanta, through the 
actions of Drogoul and others, made extensions of credit through 
the use of MTL's for the benefit of various interests and 
entitles of the Iraqi government, including, the Ministry of 
Industry and Military Production. These credit extensions vere 
made through CBI at marginal interest rates and under indefinite 
repayment schedules. 

The indictment also charges that none of the four MTL 
agreements totaling $2,155 billion oould have been made vithln 
the proper authority of Drogoul or other BML offloers. Mona of 


(HOME) 
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tht MIX agr««Mntf or rtlattd loans vara recorded or antarad in 
BNL's books and records, or raportad to BHL in its required 
par iodic reports, or raportad to tha Padaral Reserve Systaa or 
tba Traasury Department. 

Drogoul anlistad Bardan and Dacarolis to oparata and concaal 
tba high voluaa of resulting transactions, in part by designing 
and maintaining a secret sat of 'gray books' apart from tha 
official records of tha bank. 

Money was raised through a 'money desk' within BNL's Atlanta 
offices using BNL's own triple-A credit rating. 

Tha indictment also charges that Drogoul and others at BNL- 
Atlanta maintained their secret, sat of 'gray books' on separata 
computers, word processors, and disks* Written records ware 

allegedly kept as 'floating files' stored in bankers boxes in 

✓ 

their chr trunks and homes, cut of reach of auditors and 
examiners* The concealment of records, according to the 
Indictment, continued from late 1BB5 until August 4, ItSt. 

The indictment is the is the result of an lB-month 

j 

investigation conducted by the U*S. Attorney's Office for the 
Northern District of Georgia, the Office of Inspector General of 
the U*B* Department of Agriculture, the Federal Reserve Bank of 
Atlanta, the U.S. Cu stoms Service, the Internal Revenue Service 
(ZRS) , and the Federal Bureau of Investigation (FBI). 

•1-B5 ##« 
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FOR IMMEDIATE RELEASE 


MAY 26, 1992 


0.8. EXPORT CREDIT PROGRAM GSM 102 
(EXPORT CREDIT GURAMTEB PROGRAM) 


• Enclosed is an explanatory note, in English and Arabic, 
froa tha Iraq Intarasts Saction regarding tha 0.8. 
Export Cradit Program GSM 102 ( Export Credit Gurantaa 
Program ) in which tha 0.8. Government bagan to inclod 
Iraq in, in 1982. 


- Also anclosad is a Uni tad Statas Departaant of 

Agricultura raviaw of Iraq GSM-102 Program dated May 21, 
1990. 
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Explanatory Note 

A s it ia known , the U.S. Export Credit Prograue 
GSM-102, known as " Export Credit Guarantee Prograue”, 
in which the (J.S. Gorernaent began to include Iraq in 
1982 is a loans prograue aiaing to reactivate the trade 
relations with other countries through the provision of 
credit facilities that would assist the recipient country 
ensure its agricultural needs at reasonable prices and 
good facilities^, and also help the United States sell its 
agricultural products and ensure foreign Markets for 
then. • In other words , this prograaae was not a favour 
bestowed upon Iraq, but rather of Mutual benefit for both 
sides . 


During the years in which Iraq Made use of the 
prograMMe, it coMplied fully with all relevant coMaercial 
and financial terMS including paynent of financial dues 
in their scheduled periods, a Matter, had it not been 
effected, the iMpleMentation of the prograMMe would not 
'have been continued until the end of 1989. 

Of late, certain articles and analyses on this 
subject have appeared in the Western Media with a view to 
offending Iraq and defiling its coMMercial and political 
reputation even perhaps to Motivating (J.S. President Bush 
to perpetrate further retributory acts against Iraq under 
the pretext that his adminis tra tion and that of his 
predecessor, Reagan have "helped" Iraq. 

During the negotiations that took place between both 
the Iraqi and AMerican sides in the fall of 1989 for the 
renewal of agricultural credit facilities for the fiscal 
year 1989/1990, the AMerican side cited discrepmncies in 
utilizing the prograsse in question. The Iraqi side 
during these Meetings reiterated its full readiness to 
cooperate with the U.S. side in reviewing such alleged 
discrepancies in order to find out their true nature. 

The then Iraqi Poreign Minister, Mr. Tariq Aziz made 
emphasis during his Meeting with the (J.S. Secretary of 
State, Mr. Baker in November , 1989 on the Mutual benefit 
accoMplished by the two countries froM the export credit 
guarantees prograMMe and the necessity of its 
continuation froM this angle. Mr. Aziz also reiterated 
the readiness of the Iraqi coMpetent authorities to 
cooperate in investigating any violations of Lhe 
agreeMent’s torus, due to the fact that Iraq Maintains a 
firM and well-known stance with 
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regard to 9dahd.atra.tivm corruption, and can 
tolerate same should it exist. Che Secretary of S 
premised ■ to address this issue, and the £1 
installment amounting to ball of f’hm agre emen t's vv 
was actually released tor that year. The sec 
installment was suspended then discontinued by the 0 
Administration in light of the decision taken later 
the u.s. Congress early 1990. 


A U.S. delegation representing the Departme 
of Agriculture and the State visited Iraq du ri ng 18 
April, 1990 in order to discuss the following poi 
which were regarded in the view of the U.S. side 
inconsistent with the objectives and ap pli cations 
the programme: 


1 .Overpricing. 

2 .Using part of the programaia to cover 
after-sale services . 

3. Using part of credit facilities to cover * 
stamp duty on the signed contracts. 

4. Diverting the final destination of 

commodities covered by this prog ramme 

After reviewing the aspects of 
aforementioned allegations with respect to 
after-sale services and stamp duty levied on con tra 
which had been executed on the programme's account 
t he ' presentation of the documents which confirm 
arrival of the agricultural commodities covered by 
programme to Iraq, and after intensive discussions 
acquainting the American side with all subs tantia 
details regarding the sound applications taken by 
Iraqi competent import authorities , and du e to 
fact that the American side was not previously 
possession of clear Ideas that such matters run conn 
to the rules related to t be utilization of ere 
facilities, the American delegation became convinced 
that time that the aspects referred to above did 
constitute fundamental and basic infractic 

particularly of paragraphs (263) as much as they v 
merely local procedures and instructions for 
execution of the contracts signed by the Iz 
authorities with all suppliars of various origins 
not exclusively confined to the American side. 

Notwithstanding , it was agreed that the Iz 
authorities would undertake not to forward claims 
Attar-sale services with the suppliers and to ex* 
the contracts which were concluded within the sphere 
the aforementioned programme from the stamp duty. 
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through t he note dated 22 April, 1990 from the Irani 
Ministry of Trade. It is worthwhile no ting tha t this 
exemption was granted exclusively to the contra c t s 
covered by the American programme tor agricultural 
Grmdit oxpojrts gn. ran tee, while contracts -tor similar 
commodities imported from other origins remained 
covered by the stamp duty. 


f* *??**?? paragraph (4) which is related to 
the final destination ot the O.s. agricultural exports , 
the Iraqi side presented to the U.S. delegation samples 
ot the documents that proved the entry or those goods 
into Iraq, on the basis ot which the O.s. delegation 
became convinced of the soundness of our procedures and 
that those imported items were c onsume d in fu ll in si de 


. Tho basic aspect focused on during the 
dlcussion which received intensive attention through 
the analysis of the concluded contracts from specific 
samples was the subject of overpricing. The U.S. side 
upon reviewing the contracts and conducting 
investigations , noted the existence of overpricing of 
som e of the commodities whi ch had been imported on the 
programme's account which varied between 16-20 US 
dollars for a ton of maize, 15-35 US dollars for a ton 
of sugar and 10-20 US dollars tor a ton of rice. 


On disscussing the issue with those concerned 
in the Iraqi ministries the following became evident to 
the U.S. side: 

whereas the central and valid regulations in 
Iraq at the time (1986 and 1987) stressed on def fared 
payments contracts rather tha n cash payments due to the 
Ir& % ^/ a f^5r in obtaining full funding 
freight costs of the goods imported within the 
framework ot the programme. And whereas t he terms ot 
the programme itself do not allow maritime freight, and 
in order to ensure the anticipated benefit and render 
it effective in increasing the competitive ability of 
the American agricultural commodities and consequently 
expanding their importation, some import authorities in 
Iraq found that the best means to realize all these 
common consideration was to resort to overpricing and 
“ sa . difference to secure costs of handling and 

freight for the goods in question. Having examined all 

the American delegation became 
convinced ' of the good-will and sound stance of the 
Iraqi side, except for the fact that it was 
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inconsistent with some of the loan terms In j 

Tha U.S. delegation stated in j 
presented to the Assistant Secretary of tha 
o£ Agriculture following its return to Wash j 
the increase in price rates was a resi 
Iraq-Iran war circumstances , and there « 
number o£ American suppliers who were i 
participate in that perilous market at tl 
well as the Iraqi policy o£ asking to £ inane* 
costs, and the existance o£ a little 
suppliers willing to £ull£il such request . 

It became established to the U.S. 
that the overpricing had occured only d urinc 
and the £act that the subsequent-al location 2 
Department o£ Agriculture o£ the rate of 10 j 
o£ the granted credits to cover trans po rt cot 
an end to overpricing, which had proven the < 
Che Iraqi side . 

Any fairminded person wishing to £: 
facts can revert to the report submitted 1 
delegation following their return to Washii 
was published by the U.S. Department of Agr; 
21 May, 1990. The said report explicii 

these facts . 

At the same time the campaigns whit 
Iraq focused on the participation of one of t 
banks, Banca Nazlonal del Lavoro (BNL) t 
Atlanta branch in USA in part of the guarani 
under the programme thr oughout those yean 
that inconsistencies and bribes had taken 
this connection we wish to clarify as follows 

1. The dealing of the Iraqi competent i 
with Banca del Lavoro was purely comme rt 
competitive basis with the rest of 
American commercial banks. Mo exploit at 
amount of such facilities was made v 
knowledge and the approval of the b ank . 

2 . All the contracts which were financed Jtn 

Lavoro within the sphere of this proc 
related to food and agricultu ral 

Moreover, other kinds of loans t 
benefited from with this bank were al 1 
civil industry in Iraq, and were not ut 
industrial military purposes. The bank 
carried out a series of checking 
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carried out a series of chocking procedures 
related to the nature of t be contracts and 

Investigations on the contracting firms prior to 
releasing its approval on them. 

3 . It vas frequently rumoured that some firms, such 
as the American company Matrix Churchi 1 1 was 
allegedly exporting equipment used for military 
purposes, while in fact it is a marketing and not 
a manufaturing company and has assumed an 
intermediary role in several civil projects in 
Iraq such as the manufacture of copper, water 
pipes, industrial fibres and textiles in 
accordance with proper export licences duly issued 
by the competent American authorities. 

4. So indictment was issued against any of the Iraqi 
officials in the so-called "Lavoro case". Those 
whose names appeared during the investigations 
conducted by the American judicial authorities 
were merely for testifying as witnesses. 
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ADMINISTRATIVE REVIEW OF IRAQ GSM-102 PROGRAM 


WASHINGTON, May 21-Under Secretary of Agriculture tor Imerx 
and Commodity Programs Richard T. Crowder released today the results tc 
S. Department of Agriculture's administrative review* of the Export Cr< 
Program (GSM-102) for Iraq. 

The administrative review has involved the examination and analyst 
seven months, of certain records pertaining to GSM-guanmeed sales to 
information submitted by exporters to the Co mm odity Credit Corporatio 
records and exporter records. As part erf the review, a USDA travel 
for discussions with Iraqi officials, and review of Iraqi documents, on April 1 
Office of toe General Counsel, toe Foreign Apicultural Service, CCC and i 
of Sute were represented on toe review team. 

.The administrative review focused on four particular potential 
identified by USDA: unusually high commodity prices in GSM sales to 
period 19S5-19S7; Iraqi requests to exporters for "after sales services"; atte 
impose certain taxes on GSM transactions; and questions regarding 
commodities in Iraq. 

The U.S. government has not incurred any losses as a result of GSM-j 
lo Iraq. Iraq has participated in the GSM program since 1953 and has pure! 
SO billion in U.S. agriculturaUproducu. 


0561 


I 
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ACFORT: U3CA ADMIMISTAATSV* RTV1CT Of SlAQ G3M-1C2 T*6GX&& 


in October, 198 9 r the U. J. Department of Agriculture «nd the 
Commodity credit Corporati •» (hereinafter “UTOA") initiated" Am 
4dmini*cr»tiy« r«vitw of eortoia aspect* of the Xxporc Credit 
8u»rtnct« (GSM— 102) progx-sm for Iraq. This tdsiciatrttiv* 'rjevi. 
was und«rt»ktn in rosponao bo allooatior.J that surfaced arn- 
result Gf the investigation* of the Atlanta, Georgia agthcy. 
Sanca Naxior.ale dal Lavero (BNL) r about poiiible irregulartoltlea 
In tha GSM- 102 program for Iraq.' This review focused on 
transact lana ana issue* that vara identified as a result £&« AJ: 
investigation in Atlanta. 

Zraq began participating iu tha GSM- 102 program in 1589 dttftng 
wiilch approximately 8214.7 million in salts gf agricultural 
commodities vara guarantaad by CCC. Fxogrea lava la ihcfdSftd 
•»ch year thereafter, reaching a high of #1.091 billion, far *rT 
19SS. For n 1990, program levels vara sot At 890b million* At 
to data, nearly all of that line has bean xAgistertod ftof- 
guarantees with CCC. 

ha view of the Iraq GSM-102 program began last fall Afu--«©t9A. 
learned of allegations that approximately 8720 million of fcSGC- 
pjtrantttd loans vara part of a loan portfolio being lh?«8taqfct 
by tha Office of tha United States Attorney for tha Mottrszn. 
District of Georgia. Allegedly/ the CCC -guar ant toad loads were 
ptxc. of a 'clandestine loan operation in which officials os, J6he 
Atlanta branch of Banca Kaxionale dal Lavoro (BKZ) had boOXdd 
than 92 billion in unauthorised and uhreported 16 an A t* 

Iraq. 

^ x result of its initial inquiries into these loans, U3DX 
initiated an administrative review focusing on the following 


o unusually high rOB prices obtained by exporters in 
connection with GSM-guaranteed sales to Iraq financed 
through »ML; 

o * the arrival in Zraq of agricultural eemmoditie* 
shipped under the GSM program. 

o provision of additional goods or monetary rebate?, 
as so-called "after sales service*, in connection jttftSH 
GSM- guaranteed export sales to Iraq. 

o payment of certain Iraqi domestic taxes In 
conjunction with GSM-guaranteed sales « 


( 2 ) 
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The US DA adminlstr stive review hae involved review of BKL 
of G5M-102 transactions/ review of CCC records; review of 
certain exporter record*/ telephone interview* with sever 
companies involved in the agricultural export trade/ and 
discussion with officials of ths Government of Iraq and i 
various ststs purchasing entsrpriees, and revisw of Iraqi 
records, during a visit to Baghdad on April 18-22, 1990. 

a result of its administrative review, and its analysi 
barvh, exportar and Iraqi records, US DA has reached sets 1 
conclusions about past conduct of the Iraq 03H-102 progra 
are as follows: 


(1) . USDA analysis indicates that during the period 
1987, sale prices to Iraq for com, rice and sugar under 
102 program were much higher than price levels in other m 
Price levels paid by Iraq appear to be at least 910/KT hi 
than benchmark, world prices for rice and com, and $13-40 
higher for sugar. It appears that these price levels may 
resulted in part from supplier perceptions that Iraq was 
high risk market due to wartime conditions; because of th 
limited number of U.5. suppliers who were willing to part 
.n this high risk market; and, Iraq' s policy of seeking f 

only a limited number of suppliers able 6 
wxlling to provide. 

(2J In some of the higher priced transactions revl4v 
appeared that a portion of the high TOB prices reported t 

«L^. ap? ^° X C * ly *** 10/MT — r«Ft*sent.d an allocatie 
exporter of what should have been considered either freic 

fi " an ~ in * charges. It appears, therefore, the 
UJ* 1 * allocation - technique may have been used to shift k 
th. freight financing of a C4P .al. to th. loanllrant.a 
parioc in which CCC did net pacait^in.ncin 

IllScaciont' -£,* *““*?'-*•»' th «t «9=.*d to the 

cii-Ilo” pc.ctic. may h.v. con.tituted violation 

aT':^", por ?* rs ot P rc ? r “» regulation.. Mhil. th... 
»--°cat_on > d-d net result in any losses to ccc or the t» 
%&&& they -didjrisult-lh-a Wnutio„%f 

»'«.iAulo ur.ces ££* program 


. watA acfarni 

:° ou 55 eat that there hi a teen diversion of coa»odifci*.~i 
•*?!* Th * of ■’•proof* of arrival, in-.it^r^or l 

records appears to be linked to the complexity of cv* r ian 
shipment system that Iraq had to develop after its Basra 
closed during the height of the Iran-iraq war. it appear 
on * revie** of . t.corf*, th.t.lrw rM.v.in. tllUl 

establish proof of arrival ;cr Its CSK 


( 3 ) 
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Iraq is in sffsct a one-party stats governed by ths Arab 
Ne'ath Socialist Party (AMP) through a Rsvolutionary Co— and 
Council (RCC) which has both executive and legislative 
authority undsr ths provisional Constitution of 1960. Saddam 
Husssin holds dscisivs power as President of the Republic. 
Chair— n of the SCC. and Secretary-General of the Reeional 
C o— and of the AMP. Two other s— II parties ace essentially 
support groups for the Govern— nt. In 19S9 the Govern— nt 
announced its intention to adopt a — ltlparty system enshrined, 
in a new constitution. Slections for the National Assembly — 
which haa few powers— were held April 1. A draft constitution 
which would reportedly allow a —ltlparty system was completed 
in 1989 and is expected to be put to a referendum in early 
1990. It re— ins to be seen, however, whether this will 
dilute the —nopoly of power held by Saddam Hussein and the 
ASSP. Iraq's population comprises — ny disparate groups, —at 
— tably Shi's and Sunni Muslin Arabs. Kurds. Turco— ns, and 
various Christian sects, predominantly Assyrians and Chaldeans. 

Iraq's military is large and well trained, and parts of it, 
—tably the Pursan, or Kurdish tribal levies, have 
responsibility for security within the Kurdish autonono us 
region. The National Police is responsible for civil order. 

The Govern— nt exerts a high degree of control over the 
economy, dom inated by the petroleum sector, and owns all major 
industries. The Govern— nt has been carrying out a program of 
divestiture and privatisation in agriculture, tourism, 
services, and light Industry, and is trying to attract 
investor capital and expertise in the operation of the 
economy. However, close govern— nt regulation of economic 
activity is expected to continue. 

Iraq's hu— n rights rec ord r— aimed abys— 1 in 19a9. 

Effective opposition to govern— nt policy is stifled; the 
Intel llgence services engage in extensive surveillance and 
utilise extralegal -ana, including torture and su— ary 
execution, to deal with antiregi— activity. The civil rights 
of Iraqi citlsens continue to be sharply limited, and Iraqis 
do — t have the right to change their govern— nt. The 
fr o edo— of apeech and press and of assembly and association 
are virtually nonexistent. Other ia^ortent human rights 
proble— include continuing disappears— es and arbitrary 
detentions, lack of fair trial, widespread interference with 
privacy, excessive use of force against Kurdish civilians, and 
an al— at total lack of worker rights. In addition to the 
repressive do— Stic controls that predate the war with Iran, 
tight warti— controls, 1— luding travel restrictions, re— in 
in effec t despite the August 19SS cease-fire with Iran. 

An armed Kurdish insurgency continued in 19S9, but at a 
reduced level. Although there —re no allegations that the 
Govern— nt used chem leal weapons against Kurdish civilians in 
1999, as it did in 19SS, in its efforts to crush the 
rebellion, it continued to violate the human rights of 
ele— nts of the Kurdish population. The Govern— nt announced 
in June that in its campaign to suppress the rebellion it has 
pursued a program since 1987 of establishing a depopulated 
s— urlty xone along the full length of Iraq*s borders with 
Iran and Turkey. Under this program, the Govern— nt has 
destroyed villages within a 30-kl lo— ter-wlde sone and 
relocated approximately 500,000 Kurdish and Assyrian 
Inhabitants into —re easily controlled and protected towns. 
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cities, and Mwly com true tad HtkltaHli In t radii 

Kurdish srsss. 

RK8PKT ton MUHM RIGHTS 

Section 1 Rsspset for tho Integrity of tho torsos 
Frasdoa frosi: 

a. Political sod Othor Extra Judicial Kllliso 

For years axacutloa has boos ss ostsblishod I r soft i 
dealing with perceived political asd Military oppoi 
90 t«riMsst # including, but sot Halted to, asabers 
outlawed Da'wa organisation (an Iran-supported fern 
Shi 'a Muslle group that has ongagod In acts of isti 
terror Isa), in soas cases, a f sally only learns tl 
its asabers has bees executed whoa the security sei 
returs the body and require the faaily to pay a f it 

Amnesty International (Al), in its presentation bei 
U.R. Subcoaalsslon os tho Provost ion of Discriaisei 
Protect ios of Minorities in August, stated that it 
received allegations that some SO a ray deserters e 
in De c s a b s i 1909 and charged that the Goversaeet •; 
of its Kurdish opponents is Marctf and April 1909. 

In its February report, "Iraq: Children: Innocent i 
Political Repression, • AI stated that it receives i 
of hundreds of executions is Iraq each year. AI c: 
case of 29 Kurdish children and youths allegedly m 
January 1997. In addition. AI, in its 1999 Report 
1990, cited allegations that hundreds of civilians 
woaen and children, wars executed at Tanjaro Niliti 
Garrison, Bulaiaaniya province. Independent isfori 
confira the allegations cited in Al reports is sot 

b. Disappearance 

In the February report, AI asserted that thousands 
arrested over the years by Iraqi security or Intel 
forces reportedly have "disappeared" while in detei 
aany feared executed. In its August presentation i 
6ubcoaai salon, AI reported the disappearance in aii 
Nulla Muhaaaad Dalgayi, described as the iaaa of Q 
"ho "as aaong delegates froa Kurdistan who reporta 
government officials to appeal against forced sett 
the Kurds at Qal'st Dlsa. He was reportedly arres 
Raghdad and has since diseppeared. An Assyrian or< 
based in the United States charged In March that tl 
whereabouts of 33 Assyrians, who took advantage of 
issued by the Governaent and returned to Iraq froa 
Turkey, were unknown. 

c. Torture and Other Cruel, Inhuman, or Degr 
Treataent or Punishaent 

The Constitution prohibits torture and prescribes i 
punishaent for it, but it is clear that both physii 
psychological torture are used by the authorities, 
the security police. Given the rigid chain of com 
the Governaent and the security services, torture < 
practiced without the knowledge or authorisation o 
officials. 
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■nigre groups and former prisonors assort that persons 
dot at nod by tho security polico Cor political or 
security- related setters sro froquontly toituiod and 
mistreated. Treatment is roportod to bo worst iMaodiatoly 
following arrost and during tho poriod of intorrogation and 
investigation, which can last for months. Torturo and brutal 
treatment aro not liaiitod to political casos. 

Security- related offonsos aro broadly dofinod and includo such 
routino criminal oat tors as curroncy violations. 

In its 1989 Sopor t, AI stated that tho routino torturo and 
ill-treatment of prisonors continuod to bo widely roportod. 

It said tho victiea Included detainee* below the age of IS who 
wore reportedly beaten, whipped, given electric shocks, and 
deprived of food. The Government categorically denied any use 
of torture against children as an official policy or as a 
practice, and stated its readiness to consider fully any 
individual allegation with a view to bringing perpetrators to 
lust ice. Impartial observers have so far been unable to look 
into those allegations. 


d. Arbitrary Arrest, Detention, or Sxile 

Mhile the Constitution and legal code provide for the rights 
of cltisens and place checks on police powers in such areas as 
of root, detention, laqirisonment , and search, these provisions 
have virtually no weight In political or national security 
cases, although they are generally respected in ordinary 
criminal cases. Security police not only sake arbitrary 
arrests but also secretly detain suspects, whose fate 
sometimes becomes known only after they have been executed. 
Security charges have included espionage, treason, and 
conspiracy against Irsg, often in collaboration with unnamed 
foreign enejsles. 

The relocation of 500,000 Kurdish villagers to other areas of 
Kurdistan since 19S7 may be considered a form of internal 
eslte. The Government declared in June 19S9 that it was 
creating an uninhabited security xone to ensure the safety and 
security of cltisens in the border regions (who were subjected 
to shelling and military operations during the war with Iran) 
and to provide better services to the villagers. 

Although the Government has ceased expelling Iraqis of 
supposed Iranian descent, s»st of the few remaining Iranians 
have been imprisoned or live under the fear of deportation or 
incarceration. Spouses of Iraqis of Iranian origin are 
required to obtain a divorce or suffer the same consequences. 
Moreover, other Iraqis, whose grandparents are shown not to be 
of Iraqi origin, are subject to arbitrary detention and 
deportation. 

With regard to forcod or compulsory labor, see Section t.c. 

e. Denial of Pair Public Trial 

Iraq's M»gal system provides for investigation by police and 
then by / an Inquiry judge who may refer a case to the courts or 
dismiss it. Judges try criminal cases; there are no juries. 
Convictions may be appealed to the Court of Appeal and then to 
the/ Court of Cassation, the supreme court. There are no 
•lJSfl*» courts per se In Irsq; however, family courts 
administer Shari's law modified by Iraqi custom. 
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Trials of ordinary caaoa aro hold in civil* criminal, and 
religious courts and aro opon. Dofondanta aro ontitlod to 
coonaol — at govermaent espense if tho do fondant ia Indigent 
Charges and ovidonco aro availablo for review by tbo lawyer 
Appollato courts boar caaoa not uador tbo Jurisdiction of t 
■evolutionary Courts. 

In contrast to ordinary caaoa. security caaoa aro handled b 
tbo Revolutionary courts, which usually bold closed trials. 
Security caaoa include espionage* treason* snuggling* cur re 
esebange violationa and drug traf f iebiag. Tbo right of 
defense in such courts, is said to bo severely restricted, 
"special courts" constituted by tbo BCC for specific 
incidents, such as tbo reported conspiracy against the regi 
in 197t* are also closed. These special tribunals are 
apparently eseopt f row constitutional safeguards of 
defendants' rights; defendants are bold inconaunicado* and 
confessions estracted by torture are admissible. Appeals c 
be taken only to the chairman of the RCC. However* the 
utility of this appeal Is guest ionable* since there are 
reports that elocutions take place shortly after trial. 

Political dissent in Irag is taken by the authorities to 
encompass a wide range of activities and* in an environment 
where public acknowledgement of afrest or i^rlsonment is 
rare, it is eitremely difficult to estimate the nutter of 
political prisoners. In its 1999 Report* M stated that 
"thousands" of political prisoners continued to be arbitrar 
arrested and detained, especially members of prohibited 
political parties. Army deserters, and draft resistors. 
Relatives, including children of suspects* are said to be b 
as hostages to compel confessions. 

f. Arbitrary Interference with Privacy* family* Home* 
Correspondence 

The Constitution provides protections for the inviolability 
the host* and strong cultural values reinforce these 
protections. Police must obtain a search warrant before 
entering the home of a criminal suspect. However* warrants 
are not reguired for the arrest of security suspects. 
Although most arrests occur outside the home, there have be 
reports of forced entry and arrest by the security police* 
particularly of suspected members of the out lowed Da'wa 


Although the Constitution provides for the confidentiality 
mall and telegraphic and telephone correspondence* many Ira 
believe that the mnitoring of telephones is a cosnon pr act 
and that all mail is subject to review by censors. The 
security services and Ba'ath Party maintain pervasive netwo 
of informers. The Government maintains a close watch again 
Iranian attempts to eiploit dissatisfaction among Iragi Shi 
who adhere to the branch of Islam prevalent in Iran. 

g. Use of Recessive force and Violations of Humanitar 
Law in Internal Conflicts 


Elements of Irag s Kurdish population have engaged in armed 
struggle with all governments of Irag periodically aince th 
1920* a. The outbreak of the I ran- 1 tag war In 19SS sparked 
new ant 1 government insurgency by Kurdish elements, many of 
whom fought with or aided Iran during the war. from 1901 t 
1999. the Government • s efforts to crush the rebellion 
militarily resulted in approaismtely S.000 deaths, many of 
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than cltlliaai killed indlscr UlMUly by duaieal w t tyi i la 
1999. 

Although tki fiphtinp was it a riducid Iml in 1999. Kurdish 
•ilitiry operation continued, on did cove meant Miivroa to 
contain tbon. Kurdish rebels continued to announce their 
hootility towards the centre! Government . On Aupuat 29, 1999, 
the lender o f one «rowp of iasur pouts stated to the press in 
Genovs thst his croup would tercet foreicn interests in free 
support inc the Irsci racism. At year's end, the cycle of 
Kurdish rebellion end Government repression remained 
unresolved. 

lection 2 Inspect for Civil Liberties, Inciudinc: 

s. Freedom of Kp ss oh end Frees 

The freedoms of speech end press ore not respected. The 
Constitution prohibits "eny set si mod st undermini sc the 
netionel unity of the people, provokinc racial, sectorise, end 
reel on si bicotry, or violstinc coins end achievements of the 
country.* The Government views political dissent as s threat 
te its security and strictly controls speech and all 
information media. All publications are subject to 
censorship. The Government and the Sa'ath Party own and 
operate the press, radii, and television. The media do not 
erlticise the Government, and news report i sc is stroncly 
biase d . There is no presentation of opposition viewpoints. 

Few foreicn periodicals reach Iran and those that do may bo 
censored. Western newspapers are not sold. Foreicn visitors* 
macaslnes. newspapers, cassettes, cameras, and video cassettes 
may be confiscated at the airport. To control the 
dissemination of political leaflets, word processors and 
computers must be repistered. Failure to repiater is a 
criminal offense. Iraqis no lonper need to repister their 
typewriters or photocopiers, but forelpners in Iraq must do 
so. Takinp photopraphs of military installations, Government 
buildinpa, or areas near sensitive locations is forbidden and 
punishable by imprisonment. Journelists and photoprsphera 
vleitlnp trap ft the invitation of the Government are required 
to present film ''taken in Iraq for in sp e c tion by the 
authorities. 

b. Freedom of Peaceful Assembly and Association 

These freedoms are severely limited. Public nee tines may only 
be orqanised under the auspices of the Goveraamnt or the 
be*ath Party. Association for nonrellpious purpose a and 
deaonst rat ions without cover name t approval have amt with 
severe repression. Professional orpanisationa are subject to 
control by the ta*ath Party Central Cecational Bureau. 

For e discussion of freedom of association as it applies to 
labor unions, see Section 4. a. 

c. Free d om of Kelipion 

Iraq is an ethnically and relipiously diverse society. Since 
its rise to power in 19ta, the Sa*ath Government, while 
carefully control llnp roll pious p roups, has enforced tolerance 
of relipious diversity, seokinp to submsrpo roliplous 
Sif foresees in the promotion of secular nationalism. A 19S1 
lew pave the Ministry of Kndowmsnts and Selipious Affairs the 
authority te proamlpate laws and copulations covers lap places 
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of worship* appointment of clergy* publication of 
literature* and participation in religious council 
meetings. Muslim religious leaders operate under 
governsmnt supervision* are considered government 
and receive their salaries through the Government. 
Government administers the principal Muslim shrin* 
mosques and has provided allotments to them and tc 
for maintenance and refurbishing. There are no pa 
under Iraqi law for changing one's religion* althc 
a social stigma for Muslims who convert to anothei 

While the Government has assuamd much greater autl 
Islamic religious affairs since 1901* it has been 
intrusive into the religious affairs of Iraq's Chi 
number more than 500*000 and constitute nearly 4 g 
the population. Their freedom of worship in cherc 
established denominations is legally protected* ba 
not permitted to proselytise or to hold meetings a 
chuich premises. Convents and monasteries exist* 
churches have been constructed* in some eases witl 
financial support. The Jewish cosMunity has decri 
150.000 following World War II to under 400. Thei 
evidence of recent persecution. One synagog u e in 
still functions. f 

d. Freedom of Movement Within the Country* I 
Travel* Emigration* and repatriation 

Iraqis are generally free to travel within the cot 
change their residences or workplaces. However* I 
likely to be constrained by social* cultural, and 
traditions which define the areas occupied by the 
ethnic and religious groups. Sensitive border an* 
security areas are off limits. There are police c 
on highways and outside major towns* but Iraqis si 
nondiplomatic foreigners travel freely in nonresti 

The Government's harsh campaign to suppress Kurdii 
involving mass relocations of Kurdish villagers* 1 
the right of hundreds of thousands of Kurds to du 
place of residence. Since the Governsmnt began 11 
forced relocation in 19S7* an estimated SSS.ttS pr 
been uprooted. Since traditional Kurdish culture 
deeply em bed d e d in the rural village* the forced i 
rasing of villages has had a destiuctive impact oi 
of some half a million Kurds. 

Most foreigners who remain in the country for son 
days and all Iraqis must obtain esit permission, 
been severely limited since September 1904* when f 
Government Imposed tight restrictions on currency 
These restrictions were eased somewhat in 1949* hi 
an Iraqi may exchange is 1*000 dinars ($3*220). I 
the drain on the economy caused by the war and ret 
permission to travel abroad is restricted to a f« 
of Iraqis* including officials* businessman* govei 
approved students* and persons needing medical tr< 
1909 the Government eased restrictions to permit < 
visit his or her offspring who is studying or worl 

While permission for medical treatment abroad may 
peimisaion to transfer hard currency abroad to pa 
not be. In cases of those desiring smdlcsl treat) 
United States, the Government now requires a bond 
by an American friend or relative with the Iraqi 
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Washington b«for« uit permission is granted. The siinissisi 
•sount of this bond is The Government sometimes 

limits the countries sn Iraqi traveler may visit and, should 
the traveler visit s nonauthor ised country, a ssi 1 1 fine say 
be levied upon his return. Iraqis who have residences abroad 
may depart the country, provided they originally left before 
the war began. A married women must have the permission of 
her husband to travel abroad. 

The Government can require a prospective traveler to post a 
substantial bond to assure his return. The RCC decreed in 
1997 that Iraqi students abroad who refuse to return to Iraq 
must reimburse the Government for all education received in 
Iraq or abroad at governmant expense. The decree is 
applicable retroactively to students who have refused to 
return since May U, 1993, the date the Goveriuaent began 
requiring employees leaving government jobs before 20 years of 
service to reimburse the State for the cost of their 
education. Amounts due can be recovered by confiscation; 
nonpayment may result In Imprisonment, tach student must 
provide a guarantor before traveling abroad. This guarantor 
and the student's parents may be held liable If the student 
falls to return. 

There is no specific ban on emigration or special restrictions 
for members of minority groups; however, emigration Is 
discouraged. For the past seversl yesrs, almost all of those 
given permission to emigrate have been Christian Iraqi wives 
of former Iraqi citlsens now living abroad as citisens of 
another country. Frospectlve emigrants have had travel 
permission delayed and have been harassed. Many emigrants 
leave behind substantial property because of the difficulty of 
exporting assets. Currency exchange violations are considered 
national security offenses, and penalties can be severe. 

Mon-Iraq! spouses of Iraqi citlsens who have resided in Iraq 
fer 9 years are required to tabs Iraqi nationality or leave 
Iraq. Many people. Including several Americana, have thuo 
been obliged to accept Iraqi cltlsenshlp and are therefore 
subject to the present travel restrictions. In March 1994, an 
order by the RCC reduced the residency period before 
naturalisation to 1 year for the spouses of Iraqi citisens 
employed In government offices. The Iraqi spouse faces 
penalties for noncompliance, including loss of job, a fine of 
approximately $10,990, and repayment of the costs of 
education. Iraq does not recognise the concept of dual 
nationality, and many Iraqi "deal nationals,* especially the 
children of an Iraqi father and a mother ef non- Iraqi birth, 
have been denied permission to leave Iraq to visit the country 
of their ether nationality. 

In recent years, the Government has Instituted special 
programs to encourage repatriation of qualified 
profees lone is. Allens of Iraqi origin can apply for a 
document permitting them to enter and exit from Iraq without a 
visa. 

Other persons of Iraqi origin are permitted to return, 
including many persons who were admitted to other countries as 
refugees. A number of such people, especially Assyrian 
Christians, have returned on temporary visits. They are free 
to corns and go, within the limits of the present travel 
teetrlctftoae, since they are not considered to have violated 
Iraqi laws. However, those who emigrated only after the 
beginning ef the I ran- Iraq war, including several U.S. 
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permanent r«cid«nt alUns, bm bnn unablt to da 
Iraq altar returning. In September and Novaabar 
February and March 1909, tha Government announce 
for Kurds who flad tha country for any raason. I 
2,000 hava voluntarily raturnad from refugee caeq 

Section 3 Raapact for Political Rights: Tha Rif 

to Changa Thai r Oovarnaait 

Iraqi citisans do not have tha ability peacefully 
thair government. Prasidant Saddam Hussain and ! 
Iraq through tha Ba'ath Party. It raportadly hat 
Million adharants, raprasanting about t parcant c 
population. 

Thara ara two othar small lagsl political partial 
Kurdish. Thay and tha Ba'ath Party constitute tl 
and Progressive National Front, assantially a vel 
support for tha Government. Masibars of tha mill' 
security services may engage in political activil 
within tha Ba'ath Party. Association with tha pi 
required for appointment to senior government poi 
military ranks or election to tha National Kmurnm 
normally necessary to attain political influence, 
groups, including various Kucdislf groups and splJ 
are severely repressed. Tha Communist Party was 
the National Front and declared illegal in 1979. 
organisation, a violent Bhi'ite group, ia still | 
and its mamba t a are subject to incarceration and 
are members ol othar parties believed to be coop* 
Iran. Plans tha Government announced In 19BB to 
formation of opposition pactias mare not iaylemei 

General elections ware held for tha 250-seat Nati 
in April. Though in theory possessing a wide rai 
official duties, tha Assembly exercises little r< 
authority. Tha majority of tha more than 900 cai 
independents, although all supported currant, govt 
policies. Tha elections by secret ballot ware an 
in tha past, and some high-ranking Baath party ol 
defeated. 

Tha biennial elections for tha Legislative Asseml 
Kurdish Autonomous Region ware held in Septenfeer 
174 candidates, from tha three legal parties and 
had to satisfy tha same requirements as National 
candidates. Tha Legislative Assembly does not mi 
meaningful authority. 

In October 1909, an Experts Commission finished < 
Constitution to replace the Provisional Constitul 
Iraqi officials assert that the new Constitution 
more guarantees of human rights. However, the 
Constitution has not yet been made public pendiw 
President Saddam Hussein and the RCC. 


Section 4 Governmental Attitude Regarding Inter 
Nongovernmental Investigation of Alla 
of Husmn Rights 


The Government allows one human rights group to < 
Iraq, but this is largely under goveriuaent contr 
Government has rarely cooperated with private fo 
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or international organisations la investigating events or 
practlcaa ia Iraq. 

Tha Government danias charges that it violates human rights, 
and claims that tha Informat ioa on which M and othar human 
righto groups basa thair chargas comas from pro-Iranian and 
Kurdish Iragi axila groups in London and Paris. In its 1919 
raport on chlldran in Iraq, AI citad savaral instancas ia 
which Iragi authorities hod commantad on AI reports or 
respo n ded to AI inquiries, but in each case those authorities 
had defended tha Government's actions as justifiable or denied 
tha accuracy of AI's information. A raoolution before tha 
II. ■. Su bcommi ssiow on tha Prevention of Discrimination and 
Protection of Minorities ia August 19R9, recommending that tha 
II. a. Commission on Human Bights study the human rights 
situation ia Iraq, was narrowly defeated. 

Iraq does cooperate with the International Committee of the 
Red Cross In efforts to resettle Iranian civilian refugees in 
third countries, and the U.B. High Commissioner for Refugees 
has had a permanent representative in Iraq since April 19RR 
who registers Irsnisa refugees sad works for tboir 
rosett lament. 

Section 9 Discrimination Based on Race. Sex, Religion, 
Language, or Social Status 

Tha Sa'ath Party is committed to tho equality of the soxeo, 
and a series of laws since it came to power In 19SR has 
steadily improved the status of women. There have been laws 
to protect women from exploitation in the workplace; grant 
subsidised maternity leavo; permit w oman to join the regular 
*tmy, popular army, and police forces; and equalise women's 
rights in divorce, land ownership, taxation, suffrage, and 
•Iwction to the national Assembly. In the 1970' a. the 
Government imposed legal penalties on families that opposed 
sending their women to literacy schools, and on men who were 
seen herassiog women. Mhile the application of these lows has 
resulted in significant tangible improvements for women, a 
number of probleaw remain. Married w oman may still travel 
abroad only with the permission of their husbands. School 
enrollment of females has been increasing in recent years, 
reaching 49 percent in elementary schools and 34 percent in 
secondery schools in 19R9-R4. 

**°*w*> represent about 47 percent of agricultural workers and 
about 29 percent of the total work force. The war accelerated 
the Government's drive to olevate tho status of woman, and it 
•WWtr to hove significantly reduced, if not removed, 
barriers to the acceptance of women in traditional male 
roles. Woman are increasingly omployed as architects, 
construction engineers, oil engineers, air traffic 
controllers, and factory and farm managers. Thair role in tha 
•need forces is limited to the medical field. 

Violence against w oman, such aa wife basting and rapo. Is 
known to occur but little is known about its axtant. Such 
abuse is customarily dealt with within tha tightly knit Iraqi, 
family structure because of the value attached to personal 
privacy in this conservative society. Consequently, there is 
no public discussion of the subject, and there are no official 
at *tlatics. Excessive violence against women would be grounds 
for divorce and criminal charges, but suits brought on these 
charges in Iraq are believed to be rare. 
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Th# ust of Minority languages is unrestricted. Ki 
official language ii sod in schools and Mod is in Bui 
Turconans publish in thoir disloct of Turkish, in 
of ton uso ArsMsic ss noil as Arabic. 

Tho Shi’s, who mako up roughly 55 porcont of tho | 
have historically boon econoMicaily, politically, 
disadvantaged throughout Much of tho Middle Bast. 
Govermaent has a declared policy to raise thoir 1 
standards and equalise opportunities for their eo 
professional advancenent. For four centuries, po 
in Iraq has been concentrated in the hands of the 
Minority. Sunni Arabs, who coMprise 20 to 25 per 
Iraq’s population, dOMinate the BCC, the Begional 
the Sa’ath Party, and the Cabinet. However, inert 
nunbers of Shi’ss hold proeinent positions, and tl 
status of the Shi's has lap roved through intensive 
investnont in the econoaic and educational inf res 
southern Iraq. 

Although Christians soamtines allege discriMinatl* 
education and jobs, adherence to their religion h 
prevented Many fron obtaining wealth and profess!* 
advancesant. The Deputy Priaa Minister and Porei* 
a Chaldean Christian, has represented Iraq at nee 
foreign Ministers of the Organisation of the Islai 
Conference. Other Christians hold inport ant offi* 
private positions. 

Citlsens considered to be of Iranian origin carry 
identification. They are often precluded fron do 
enploynent and their advan c enant nay be inpeded. 
"Iranian" fan! lies have been in Iraq for generati 
holiest shrines of Shi’s Islan, the prevalent sec 
are located in Iraq. Por generations Iranians ha 
Majaf and Barbala on pi lgr inage or to study in th 
and nany settled there. Sons -Iranians" say thei 
were not fron Iran but clained Iranian nationalit 
Ottosun Military conscription. 

Section t Worker Bights 

a. The Bight of Association 

Trade unions independent of goverwaent control do 
Iraq. Under the trade union organisation law of 
a new aingle trade union structure was prescribed 
organised labor. Workers in private and Mixed on 
in cooperatives — but not public OMployees or work 
enterprises— have the right to join a local union 
The coamittees Corn trade unions which in turn ar 
provincial trade union federations. At the top i 
organisation, the Iraqi General Federation of Tra 
which is organically linked to the Ba'ath Party a 
to proMote party piinciplea and policies snong un 
The General Federation ia affiliated with the Int 
Confederation of Arab Trade Unions and the Cornaun 
World Federation of Trade Unions. It ia also act 
tripartite Arab Labor Organisation, headquartered 

Although workers legally have the right to strike 
providing notice to the Labor Ministry, no such s 
reported in 19S9. There was a 1-day wildcat walk 
Egyptian workers protesting excessive work hours. 
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b. The Bight to Organise oad Bargain Collectively 

Tho eight to hoegaio collectively is not recognised. Salacios 
Cot public sector workers (i.o. tho bulk of tho amployed) are. 
•at hr tho Government. Magas in tho privets soctor aro sot hr 
tho employers or aagotiatod individually with workers. 

Irag, which has ratified Intarnational Labor Organisation 
(IU» Convent ion )| on tho Bight to Organiso and Bargain 
Collectively. mss criticised hr tho ILO's Cosssittoo of exports 
(COB) in 19B9 for tho fact that its now labor coda of 19B7 
(•ila to provide workers with protection against sntlunion 
discrimination. Tho COB also oxprossod regret that tho 1907 
Act on trade onion organisations did not provide for 
oslloetive bargaining. 

Thorn aro no osport processing sones in Irag. 

e. Prohibition of forced or Compulsory Labor 

Althoegh co mpulsory labor is prohibited by law. during and 
shartly after tho war with Iran the Popular Arny, tba ni litis 
of the Ba'ath Party, employed preas-gang methods to draft 
recruits. However, theoa activities ceased in November 19B8, 
sad tho Popular Army was for tho most part daawbilised in 1999. 

IU> supervisory bodies again in 1919 oxprossod concern that 
tho Penal Coda permits tho punishment of civil sorvants with 
imprisonment , including compulsory prison labor, for broaches 
of labor discipline, which include resigning from one's job. 

A November cabinet mooting, reported in tho government-directed 
proas, quoted tho ramark of a minister that resignation from 
government jobo should bo free, confirming that heretofore 
civil servants have had to buy their way out of governawnt 
service. 

d. Minimum Ago for Employment of Children 

Children aro froguontly encouraged to work as necessary to 
support tho family, but tho employment of children under age 
14 is forbidden in all enterprises other than small-scale 
(aeily enterprises. Childron between the ages of 14 and IS 
ubo aro employed aro protected by law: they work fewer hours 

•nd hove more privileges than adult workers. 

e. Acceptable conditions of Mork 

Tho workweek in urban araaa ia 4 days, 7 to • hours a day, for 
vorkera in tho private and mixad sectors. These provisions do 
Mt opply to agricultural workers whose workweek and hours of 
work per day can vary according to individual employer-employee 
■groomonts. Hours for government employees ere sat by the 
head of tho ministry for which tho employee works. Many 
gover nmen t employees routinely work longer than • hours a day, 
•one of thorn as much as 12 hours per day. 

Occupational safety programs aro in effect in state-run 
aaterpriaos, and inspectors make visits irregularly to private 
••tsbliahmonts. Enforceawnt varies widely. A government 
decree to extend occupstional safety and health protection was 
issued and subseguently withdrawn in One ember 19SS, reportedly 
resulting in the dismissal of tho Labor Minister. 

* special problem arose after tho Governawnt decided in Juno 
to reduce drastically tho amount of hard currency foreign 
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workers could renit. It Is widely bo 1 iovod tkst 
Goverunent took this Measure to 'encourage* fori 
leave the country, thus freeing jobs for dano bll 
soldiers. Morkers not on contrsct were particul 
hit. Most of the over 2 Million Egyptian workei 
Manual laborers. When they learned they would K 
transfer only $32 per Month, they began to leevi 
droves, an estinated 2,000 per day by sir alone, 
other foreign workers in Iraq have clslned that 
eaployers forced them to work 12 to 15 hours a i 
hours' pay or refused to pay wages. The Governs 
adult ted that Iraqi banks have been alow to pay 
Egyptian workers are in fact receiving their set 
after leaving Iraq. 
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Lar|i lumbers of Kurds sod olber govern- 
ment opponents were exlrajudicially 
killed by Iraqi Government forces. Among 
the victims were whole families, includ- 
ing children. Thousands of political 
prisoners, among them prisoners of con- 
science, continued to be arbitrarily 
arrested and detained. Many were held 
for long periods without trial or following 
summary trials. Torturs of politics! 
prisoners remained widespread, as did 
the disappearance** of large numbers of 
people, many of whom. It was fsared. hsd 
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l ogertid l y «uoiM; to mi cam M was 
difficult to MCirtato whether (toy Im 4 
UtilriodtadMaiMcWtodMiliorntra* 
M*ctol ly m c ild . 

In July tin Iran- Iraq war came lo an and. 
to the month* before the ceasefire Iraqi 
Government forces had carried out a series 
of attacks on Kurdish civilians, including 
In areas in which the Kurdish armed 
opposition was active. In the weeks fol- 
lowing the ceasefire there were similar 
sustained attacks on Kurdish civilians, 
thousands of whom fled Iraq to neighbour- 
ing countries. 

In January an amnesty was declared for 
army deserters and for those who failed to 
report for military service, and in April 
there was a further amnesty for detainees 
convicted of certain economic and politi- 
cal offences and, under certain circum- 
stances. of robbery and desertion from the 
army. Three amnesties were declared in 
September for detainees convicted of cer- 
tain criminal and political offences, for all 
Iraqi Kurds sought for crimes committed 
before g Sept ember tees, and far Kgypt ton 
nationals convicted of criminal offences 
excluding drug-trafficking and ptsmedl- 
teled murder, to November a general 
omneoty was declared for those wanted for 
or convicted of political ofls n ces. It was 
not known how many people benefited 
horn these amnesties. 

Over ft.000 people, the majority un- 
armed civilians, were reported to have 
been deliberately killed by government 
for ce s and Information was received about 
the deliberate killing of hundreds of others 
to 1907 . Many were victims of extrajudi- 
cial execution; the greet majority were 
Kurdish civilians. Including whole fam- 
ines. killed as a result of large-scale mili- 
tary attacks on civilian targets. Amnesty 
International believed these killings were 
pert of e systematic and deliberate policy 
an the pert of the Iraqi Government to 
eliminate large numbers of Kurdish civil- 
ians. both as punishment for their imputed 
political sympathies and In ratal is lion for 
the activities of Kurdish opposition forces, 
which have Included armed attacks on 
Iraqi Government targets. 

Some 400 Kurdish civilians, among 
them women end children, were reported 
to have been executed on 2 April at Tanjsro 
Military Garrison, Sulsimanlya province. 
The victims were said to have been 


wounded as a result of chemical weapon 
attacks on villages to (he Qeradagh region 
In March, end to have been apprehended 
as they made their way lo the city of 
Sulalmaniya to seek medical treatment. 
Information was also raceivad that in April 
1067 soma 360 people from the village of 
Sheikh Wasanan. Arbil province, bed been 
detained, reportedly after seeking medical 
treatment In hospitals in the city of Arbil 
for wounds inflicted es s result of chemical 
weapon attacks to the Bslissn Vslley to 
mid-April 1007. The majority were civil- 
ians said to have "disappeared" after being 
moved to an unknown destination outside 
the city. There were allegations, which 
Amnesty International was unable to eon- 
firm, that they bed been executed. 

On 16 end 17 March an estimated 6,000 
people were deliberately killed end 
thousands wounded as a result of chemical 
weapon attacks by Iraqi forces on the town 
of Halabja. Sulalmaniya province, re- 
portedly after K u rdish opposition forces 
bed entered the town. Moat of the victims 
were civilians, many of them women end 
children. The govern m e n t denied respon- 
sibility for the incident end stated that 
Iranian forces had carried out the killings, 
to August hundreds of unarmed Kurdish 
civilians were deliberately killed end 
thousands wounded when Iraqi Govern- 
ment forces attacked Kurdish villages to 
the north. Thousands of Iraqi troops were 
reported to have launched attacks using 
tanks, helicopter gunehlps, artillery end 
chemical weapons on hu ndr eds of villages 
In the provinces of Duhok, Mosul end 
Arbil. The offensive came to the wake of 
the Iranian Government's acceptance of e 
ceasefire to Its conflict with Iraq. On 20 
August Iraqi Government forces reported- 
ly entered several villages near the town of 
Duhok end arrested over 1,000 people, 
some of whom were suffering from womtoe 
sustained In chemical weapon attack s. 
Those detained were allegedly summarily 
executed end then buried to mess gra ves 
nearby. 

In late August end early September tens 
of thousands of villagers fled the affected 
areas to seek refuge in Turkey end Iran. On 
1 September the Turkish Government 
announced that it would grant temporary 
refuge on humanitarian grounds to some 
57.000 Kurdish civilians. The Iraqi Gov- 
ernment denied that c h e m ica l weapons 
bed been used against Kurdiab civilians 
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and refused a United Nations Imd permis- 
sion to travel to Iraq to Investigate reports 
that such weapons had been deployed. 

In January the Shi's opposition leader 
Sayyid Mahdi al-Hakim was assassinated 
by a gunman in the lobby of the Khartoum 
Hilton Hotel, Sudan. The Sudanese 
authorities began an Investigation into the 
killing amid allegations that Sayyid Mahdi 
al-Hakim was killed by an agent working 
for the Iraqi Government. According to a 
Sudan News Agency (suna) dispatch of 22 
)uly. the investigation revealed that the 
escape car used by the gunman belonged to 
the Iraqi Embassy In Khartoum, and that 
eye-witness descriptions of the suspect 
Implicated a diplomat at the embassy. The 
SUNA dispatch went on: “In view of this 
suspicion, the Public Prosecutor addres- 
sed a letter to the Iraqi Minister of Justice 
on 13th January IMS requesting him to lift 
the Immunity on the diplomat concerned 
so he could be interrogated." In February 
this request was refused and Iraq later 
recalled Its Ambassador to Sudan In pro- 
test at the allegations. 

As In previous years hundreds of ex- 
ecutions were reported but It was not 
possible to ascertain the precise number. 
Those executed were said to have Included 
members of banned political parties, other 
suspected government opponents, and 
army deserters. Many were reported to 
have been executed without charge or 
trial, among them five members of the 
Kurdistan Socialist Party-Iraq (KSP-IJ ex- 
ecuted In Arbil between November 1987 
and January 1988. The bodies of four of 
them were returned to their families bear- 
ing marks of torture. The body of the fifth 
was allegedly burled secretly In a cemetery 
In Arbil. In December some 80 people were 
reported to have been executed In the Kol 
Sanjaq region of Arbil province. The 
majority of the victims were said to be 
army deserters arrested in mid-1988. It 
was not known whether they were brought 
to trial before execution. 

Thousands of political prisoners. In- 
cluding possible prisoners of conscience, 
continued to be detained without charge or 
trial, or after summary trials. They In- 
cluded actual or suspected members of 
prohibited political parties such as ol- 
Do'wa al-hlamiyyo, Islamic Call; the Iraqi 
Communist Party (icp); the Kurdistan 
Democratic Party (KOPJ; the Patriotlo 
Union of Kurdistan (puk|; the Kurdistan 
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Socialist Party-Iraq (ICSP-i); and the I 
dlstan Popular Democratic Party (KY 
Others Included army deserters and < 
resisters. Relatives of such people \ 
arrested as hostages in lieu of susp 
being sought by the authorities. The cl 
ran of political opponents were also a 
rarily arrested and detained as hostagi 
order to compel their parents or relai 
to “confess“ to alleged political offer 

Mirza and Mardan Rasho. two brot 
arrested in July 1985 in al-Shaikhan v 
they were aged six and 13 respectl’ 
were believed still to be In detention s 
end of the year. They were report 
arrested because of their father's suspc 
membership of the Pesh Mergo fc 
(armed Kurdish units). In mld-Decei 
some 200 military personnel and K 
Party officials were reportedly arre 
most in Baghdad and Mosul, on suspi 
of plotting a coup. They included 
brigadier generals - 'Abd al-Chani Sh 
and Taleb 'All al-Sa'dun. At the end o 
year their fate was unknown. 

Routine torture and lll-treatmen 
prisoners continued to be widely repo 
The victims included political prise 
tortured in order to force them to 
“confessions" or to renounce their pi 
cal affiliations. Some political prise 
were reported to have been tortured si 
ly before being executed. The victim 
eluded detainees below the age of 18. 
were said to have been beaten, whip 
sexually abused, given electric shocks 
deprived of food. According to the t 
mony of a former prisoner released I 
Abu Ghraib Prison in 1988. lei 
prisoners have also been hung upi 
down by the feet during menstrua) 
Objects have been inserted into ihs 
ginas of young women, breaking the 
men. Another detainee released from 
Ghraib In September testified that he 
tortured during 14 months spent in ds 
tlon. Arrested on suspicion of wor 
with the KSP-l Pesh Mergo, he was alia 
ly beeten, given electric shocks and ■ 
to face a mock execution. 

The fate of some 178 people who * 
appeared" while they were in detea 
between 1980 end 1985 was still unkn 
at the end of the year (see Amnesty L 
notional Report 1988). Among them i 
17 children aged between 12 and 17. 1 
belonged to Shl'a families from reg 
such as Baghdad. Karbala* and Najaf 
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wort declared by the authorillaa lo be of 
Iraaiaii descent. Tbo fait of some 8.000 
Kurds, among them 31$ children, who 
"disappeared** following their arrest in 
August 1963. was still unknown. All were 
male members of the Berxani clan, arrested 
in Arbi I end sent to unknown destinations. 
It wee believed that the arrests had been 
carried out in retaliation for the KDP's 
military activities: the detainees included 
close relatives of Mas*ud Berzani. leader of 
the kdp. It was feared that many bed been 
executed. 

Amnesty International repeatedly 
appealed to the government for an end to 
Ike deliberate killing of unarmed Kurdish 
civilians. It also expressed concern about 
Ike imposition of the death penalty and 
about allegations that some of those ex* 
ecuted had been tortured before their 
death. In January Amnesty International 
urged the government to Investigate re* 
ports of the security forces' use of thallium 
poison against political opponents (see 
Amnesly fnlernolionof R9port I9M). 
There was no response from the govern- 
osent on the poisonings but In press reports 
Iraq's Ambassador to the United Kingdom 
described the allegations as "false** and 
"bizarre". In August, the government re* 
plied to appeals by Amnesty International 
regarding the reported execution and de- 
liberate killing of some 360 people - In* 
eluding 17 children - In November and 
December 1967 (see Amnesly Inler- 
fsodonoJ Report 1966). The government 
confirmed the execution of 12 people 
among the 116 victims whose names were 
submitted by Amnesly Internellonal. One 
of the 12 wes 16-yeer-old Rlbwer Muham- 
mad Karim 'Aziz, a Kurd from Sulaima- 
nlye who had been arrested when he was 
13. lie had been sentenced to death by a 
special court and executed in Abu Chreib 
Prison in December 1967. 

In an oral statement delivered to the 
United Nations Commission on Human 
Rights in March. Amnesty International 
drew attention lo reports of the execution 
end deliberate killing by Iraqi forces of 
some 360 people in November and Decem- 
ber 1967. In another oral statement deli- 
vered in August to the United Nations 
Sub-Commission on Prevention of Discri- 
mination and Protection of Minorities. 
Amnesty International explained its con- 
cern about the deliberate end eyatemetlc 
killing of unarmed Kurdlah civilians by 


government forces. An Irsqi Government 
representative responded: "with respect to 
the town of Helebje. my delegation makes 
clear thel this town wes Ihe tile of military 
operations, and that it was occupied dur- 
ing these operations by Iranian troops 
which used various weapons, including 
chemical weapons, against Its Iraqi civil- 
ian inhabitants". 

In September Amnesty Internellonal 
appealed lo the UN Security Council to act 
Immediately lo stop the massacre of Kur- 
dish civilians by Iraqi forces. The appeal 
was Issued following the reported killing 
of hundreds of unarmed civilians In Kur- 
dish villages el Ihe end of Augusl. In 
October Amnesly Internellonal celled on 
Ihe Turkish Government lo allow Interna- 
tional protection for thousands of Iraqi 
Kurdish refugees in Turkey who bed flod 
Ihe Augusl offensive. The cell followed an 
A/nnesty International fact-finding visit to 
refugee camps in southeastern Turkey in 
early October and reports that tome 
refugees bed been threatened with forced 
repatriation to Iraq. Some 1.900 Kurds 
were reported to have returned from Tur- 
key to Iraq after the Iraqi Government's 
announcement of an amnesty for Kurds on 
6 September. At the end of the year their 
file wes unknown. 

In May Amnesty International submit- 
ted information about Its concerns In Iraq 
to the United Netlone procedure (under 
Economic and Social Council Resolution# 
728P/1503) for confidentially reviewing 
communications aboul human rights 
violations. A copy of Ihe communication 
wes also sent to the Iraqi authorities with 
an Invitation to comment. At the end of tho 
year no response bed been received from 
Ihe Iraqi Government. 
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Iraq 

raq was removed from the US list of state sponsors of 
errorism in 1982. Since the expulsion of the ANO in 1983. 
raq has continued working to improve its international 
mage. Iraq did not sponsor any known acts of international 
terrorism in 1989. Iraq has continued, however, to provide 
safehaven to some Palestinian groups, including the Iraqi- 
seated Arab Liberation Front and Abu Abbas's Palestine 
Liberation Front, responsible for the 1985 Achille Lauro 
hijacking and killing of an American passenger. In addition, 
press reports indicate that Abu Ibrahim, the former leader 
of the now defunct 15 May terrorist organization, has 
returned to Iraq. Abu Ibrahim is known for the skill with 
which he built highly sophisticated and lethal suitcase 
bombs. Iraq continues to support anti-Iranian dissident 
groups including Mujaheddin-e-Khalq (MEk) . 

There have been questions in the Turkish media about 
possible Iraqi support for the terrorist Kurdish Worker’s 
Party (PKK) . The Iraqi Government maintains it works 
effectively with the Turkish Government at the local level on 
the border as well as on a government to government basis 
to significantly reduce PKK violence. A major failure was 
the December 1989 PKK massacre of Turkish villagers near 
the Iraqi border. 
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CGMCXHU OH BAHKXHQ, FIHAHCB HMD URBAN Affillfl 
PRODUCTS RELATED TO TO BHL INVESTIGATION 


A. TESTIMONY OZVBH BY CHAIRMAN HBMRY B. OOMEALBS OH THB 
BHL- IRAQ I SCAHDAL 

June 2, 1992; Testimony before the Committee on ths J 

on tha issua of appoin ting an independent counsel or 

related to Iraq 

List of attachments: 

1. Legislative changes resulting from the BNL scar 

2. Correspondence between the House Banking Commi 
the Justice Department concerning national 
concerns of the BHL investigation. State Dc 
letter stating that there were no national 
concerns . 

3. Examples of redactions to Federal Reserve doc 
requested by the House Banking Committee. 

4. Waivers for Cabinet officials involved in 
decisions in response to Iraq's invasion of Kut 

(printed by the House Judiciary Committee) 

October 27, 1992; TSStiHOnY before thS Senate COBB 

Banking, Housing, and Urban Affairs regarding the O .i 

Licensing Process Used to Enhance Iraq's Military Ca 

List of attachments: 

1. Document on U.S. Nuclear Export Policy Towards 

2 . Iraqi Weapons Complexes and Government Procuremei 

3. Iraqis Train for Nukes in the U.S. 

4. Chairman's floor statement of July 27, 1992, 
Administration had Acute Knowledge of Iraq's M 
Industrialization Plans 

5. BNL Financed European Firms Known to be Supp 
Iraq's Secret Nuclear Procurement 

6. BNL' s Letter of Credit to Iraq - Option A (Char 

7. BNL Financed U.S. Exports for Condor II Ballistic 
and Nuclear Programs - (Chart) 

8. BNL Money Funds Cannon Project at Taji Steel Cc 

9. BNL' s Loans to Iraq - Option B (Chart) 

10. BNL's Loans to Iraq - Option C 

11. Space Research Corporation's U.S. Activities 

(printed by the Senate Banking Committee) 
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B. SFBCIAL OBPBBB «ZTBV BY CHAIRMAN HBBBY B. QOIU11I 
OB THE BML-IRAQI SCANDAL 

Table Of OOBtOBtB 

1. P«bruarv 4. 1991 » Scandal Involving Atlanta Aamcv of BNL 
-BHL not just another bank failure 

-Suaaary of United States policy toward Iraq 
-The Iraqi reconstruction program 

-Background on BNL and its use of U.S. government sponsored 
credit programs 

-The raid on BNL's U.S. operations 
— USDA-CCC export credit guarantee programs 
-Iraq utilization of CCC credit guarantees 
-BNL, Iraq and CCC 

-Iraq utilization of Export-Import Bank programs 
-BNL loans for Iraqi reconstruction program 
-Introduction to Iraqi technology procurement network 
-Iraqis successful in obtaining western technology 
-Hundreds of such companies? 

-Where was the intelligence community? 

2. February 21, 1991; Committee on Banking. Finance and Urban 
Affairs investigation of BNL scandal 

-Introduction 

-Banking Committee investigation blocked 
-Justice Department and Federal Reserve Obstruction 
-Difficulty in obtaining information from the Federal Reserve 
System 

-State of Illinois obstruction 
-Implications of Illinois lawsuit 
-Treasury Department obstruction 

3. April 25, 1991; BHL SUbPQSM EfiMMAl 

-BNL key factor in United States-Iraq relations 
-BNL major source of private loans to Iraq 
-Henry A. Kissinger 

-Kissinger on BNL international advisory board ✓ 

-Alan Stoga 

-Lawrence S. Eagleburger 
-Eagleburger clients 
-The BNL- LBS nexus 

-Former BNL-New York officer replaced Eagleburger as director 
of LBS 

-LBS not well run while Eagleburger a Director 
-LBS parent in Yugoslavia involved in criminal activity 
-LBS involved with Entrade while Eagleburger a Director 
-Eximbank and Yugoslavia: Is there an Eagleburger connection? 
-Banking Committee denied access to Yugoslavia data 
-Yugoslavia administratively suspended from Eximbank programs 
-LBS and parent not suspended from Eximbank programs 
-Is Eagleburger meddling in Eximbank affairs? 
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-Ex inbank playing greater foreign policy ro] 
-Brent Scowcroft 

-Scowcroft owns stock in 40 companies while 
-NSC has considerable sway over export licei 
-Names cannot be released 

-Kissinger Associates and the General Motors- 
in Iraq 

-Eaton Corporation identifies Matrix-Churchi 

company 

-Scowcroft-Eagleburger and Eximbank military 
-Conclusion 

4. May 2, 1991; Kissinger Associates, BNL. an< 
-More on Kissinger and BNL 

-BNL actually a client of Kissinger Associal 
-Scowcroft stock ownership 
-Many large defense contractors 
-Background on National Security Council (NJ 
-NSC influence over export licensing for Iri 
-Conclusion 

5. May 9, 1991? BNL and Letters of Credit frc 
count ries 

-BNL and the Soviet Union-grain sales 
-Concealing loans to the Soviet Union 

6. February 3 , 1992; H<?w Iraq Pyilt Its War MftC 

sourc es 

-Structure of the Secret Network 
-United States assistance to Iraq's missile 
-Sample of U.S. suppliers involved in projec 
-Administration response inadequate 
-Misleading report 

7. February 24, 1992? The ca s e 9 1 Iraq a nd X 

Bank 

-Introduction 

-Chronology of the 1987 decision to re-oper 

Iraq 

-The Eximbank Waiver 
-GAO Report 

8. March 2, 1992? BNL, Iraq, and the CCC Prog] 
-NAC organizations and functions 

-NAC membership 

-The fiscal year 1990 decision 

-Intervention letters 

-The deputies meeting 

-Conclusion 
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9. March 3, 1993; CCC and tha Pandino Pay— nt to BHL 
-Background 

-Ponding CCC payment to BNL 

10. March 9, 1992; Maw Ravalationa about Inta l llaanca aharina 
with Iraq 

-Background on intoll iganca sharing 
-The Senate report 

-Proof of intelligence sharing after 1988 - The Iraq Options 
Paper 

-NSC Deputies Comnittee nesting 
-Propriety of sharing arrangement challenged 
-Intelligence sharing as foreign policy tool 
-Many questions raised 
-Conclusion 

11. March 16, 1992; Cover-up Mechanism and Lies to Congress 
-Introduction to the Rostov Gang 

-Function 
-Process 
-Subpoena power 

-Real definition of cooperation 
-Conerce Department scandal 
-Congressional Request 
-Inspector General report 

-Scope of investigations limited by Rostov Gang Member 
-The NSC role 
-Criminal inquiry 
-Maginot line strategy 

-Food as political weapon and lies to Congress 
-Intended use of CCC program 
-State Department lies to Congress 

-US DA knew CCC program for Iraq was primarily a foreign policy 
tool 

-USDA denies intense pressure 
-Lies to Senator Leahy 
-Conclusion 

12. March 24, 1992; The Alarming Worldwide Spread of Weapons of 

Mail Ptitructian 

13. March 30, 1992; Efforts to Thwart Investigation of the BNL 

scandal 

-Thornburgh misleads Congress 
-BNL indictment imminent in early 1990 
-Justice Department intervention 
-State Department intervention 

-State Department thwarts USA-Atlanta interrogation of Iraqis 

involved in BNL scandal 

-Letter Writing Strategy 

-Pose questions in writing 

-State Department against travel to Turkey 
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-State Department discourages indictment of Mafai Dajani on 
foreign policy grounds 
-Dajani and arms to Iraq 

-State Department quashes Central Bank of Iraq indictment 

14. April 8, 1992 — introduction of H.R. 4803; and —port of 

Chairman of the Cnaalttae on Banking. Finance and Prban 

Atlflirs 

15. April 28, 1992; Kissinger Associates. Scowcroft. Baaleburoer. 
Stoaa. Iraq and BHL 

-Background on BNL scandal 
-Henry A. Kissinger, BNL and Iraq 
-Importance of the BNL scandal 
-Brent Scowcroft, BNL, and Iraq 

-White House and Scovcroft-led NSC role in BNL handling 

-Mr. Scovcroft, BNL and the CCC 

-NSC staff heavily involved in CCC decision 

-NSC and USDA study of BNL 

-Scowcroft gets in the act 

-NSC and White House involved in thwarting investigation of 
Iraqis? 

-Eagleburger, BNL and Iraq 

-Winning approval of the CCC program for Iraq 
-BCCI affiliate a client of Kissinger Associates 
-Conclusion 

16. May 18, 1992; Continuing Saga of attempt* to Thwart BNL 

Investigation 

-The conflict of interest waiver 

-Failure to inform public waiver issue fits pattern of 
deception 

-Conflicts of interest and Mr. Baker 

-Conflicts of interest and Mr. Scowcroft and Mr. Eagleburger 
-White House and BNL 

-Justice Department renews efforts to obstruct BNL 
investigation 

-Justice Department obstruction fits pattern 
-Thornburgh misled Congress 
-Indictments expected in early 1990 
-Justice Department intervention 
-Conclusion 

17. July 7, 1992; The President k the Rostow Gang. CIA Report on 

BNL. Wilts Homs Calls Atlanta Prosscutpr. Atlanta Prostcutors 

Kept in Dark bv CIA 

-President Directs Rostow Gang 

-President to meet with Cabinet Officials one-on-one 
-President's Role 
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-President Directs Rostov Gang Effort 
-Prosecutors in Atlanta not provided CIA information 
-CIA report sheds light on Bush reasoning 
-Did White House Manipulate BWL Investigation? 

-Rostov Gang still active 

18. July 9, 1992; Scovcroft Improperly Intervened in CCC Program 

and Many Mara Lisa, to congress 

-Scovcroft Improperly Intervenes in USDA Administrative Review 

-Scovcroft Gets Visit from Iraqi Ambassador 

-Conspiracy to Defraud 

-Scowcroft-Yeutter Axis 

-Press Release Misleads 

-Strategy to Deceive Originated at State Department 

-No Public Announcement of Suspension and Lies to Congress 

-Crowder Avoids Issue of NSC Intervention 

-Conclusion 

19. July 21, 1992; U.S. Poli cy to Arm Iraq 

-U.S. Role in Arming Iraq 
-Iraqi Procurement Network 

-U.S. Dual-Use Equipment Enhances Iraq's Military Capability 

-Export Licensing System Abused 

-Licenses Directly to Iraqi Armed Forces 

-Export Licenses Approved for Military Factories 

-Only One Post-Installation Check 

-Others Have Identified U.S. Firms As Arming Iraq 

-Was Iraq Warned? 

-Conclusion 

20. July 27, 1992; Bush Administration had Acute Knowledge of 

Iraq's Military Industrialization Plans 

-Bush Administration Assistance to Iraq in Billions 
-Goal of Iraq's Military Industrialization Effort 
-Foreign Firms Play a Big Role 
-Center Piece of Iraqi Strategy 

-Hard to Distinguish Between Military and Civilian 
-Example of Confusing Iraq Policy: The Case of Glass Inc. 
-Conclusion 

21. July 31, 1992; Concerns About For eign Bank Regulation. BNL 

Loans to I raq, and BML Loans to Iraqi Front 
Companies 

-Other Banks Involved with Iraq 
-National Screening Board Needed 

-BNL Loans to Iraq's Military Industrialization Program 

-The Raid on BNL U.S. Operations 

-BNL, Export-Import Bank and CCC Programs 
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-$2,155 Billion in Medium-Term Loon AgrMMnts 
-Italians Agra# to Disbursa 

-Tha Iraqi Military Industrialisation Progran 
-BNL Funding of Front Coapanias 

22. August 10, 1992; Datalls on Irao's Procurement Network 

-Iraq's Anbitious Military Industrialization Plan 
-Organization of tha Military Industrialization Effort 
-Hussain Kasil in Charge of Procurement Networks 
-Desire to Obtain Sophisticated Western Technology 
-Iraqi Procurement Networks 

-NASSR One of Main Beneficiaries of Procurement Networks 

-Organization of Procurement Activities 

-Military Industrialization Board 

-Iraqi Embassies Plays Key Role 

-Iraqi Airways 

-Many Projects Assigned to Network Firms 
-Large Long-Distance Phone Bills 
-Travel to U.S. 

-A1 Arab! Network 
-Much of Arab! Network in Europe 
-U.K. Haven for Iraqi Front Companies 
-U.S. Links to Network 

-U.S. Government Knew About Iraqi Procurement Front 
-Conclusion 

23. September 9, 1992; Xhl BHL Affair: Progress Despite 

Obstruction 

24. September 14, 1992; Tbs Ange NftZlQMlS del LSYfiEfi (BHD 

Scandal; High LsyclI Polities Try to Hide 
the EYiflmcB 

25. September 21 , 1992 ; oil. Sales, to Iraq k Mere Details on the 

Matrix-Churchlll Corporation 

26. September 25, 1992; Brafff factory in ITM 
-Administration Knew About SerVaas Project 

27. September 28, 1992; The BNL Case: Hear No Evil. Speak Mo Evil 


C. HEARINGS BEFORE THE COMMITTEE ON BANKXNQ, FINANCE, AMD URBAN 
AFFAIRS REGARDING THE BANCA MAI I PEALS DEL LAVOEO SCANDAL 

(available from the U.S. Government Printing Office) 

1. October 16, 1990; Banca Hazionale del Lavoro affair and 

regulation and supe rvision of U.S. branches and agencies of foreign 
banks . Serial No. 101-78. 
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2. April 9, 1991; Banca Nazionale del Lavoro (BNL) . Serial No. 102- 
17. 


3. April 17, 1991; Iraqi and Banca Hailgnalfi dal Lavoro 

participation In Buport-laport prccr«tf, serial No. 102-21 

4. May 8, 1992; Non-prol iferation of weapons of Mass deatructlon 
and regulatory iaprovenent act of 1992 (to be printed) 

s. May 21, 1992; The Haticnal Advisory Council on International 

Monetary and financial Policy (MAO and the Departaent — of 

Agriculture's OJSDA) administrative review of the Banca Nazionale 
del Lavoro (BNL) scandal (to be printed) 

6. May 29, 1992; The interagency lawyers group established bv the 
White Ho use relati ng to the congressional investigations of U.S. 
pre-invasion poli cy towards Iraq (to be printed) 

D. STAfT REPORT OF THB COMMITTER OM BANKING, FINANCE, AND URBAN 
AFFAIRE REGARDING THB BANCA NAZIONALE DEL LAVORO SCANDAL 

(available from the U.S. Government Printing Office) 

1. February 1991; The role of Banca Nazionale del Lavoro in 

financing Iraq. the fail ure of t he Federal Reserve under the 

federal "umbrella" bank regulatory structure and interference bv 
the state of Illinois . 
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REPORT 


OUctL^ 


TO: Richard T. Crowder 

Under Sacratary Cor Zntarnational ACfaira 4 Commodity 
Program* 

Alan Char las Raul 
General Counaal 

FROM: Ravin J. Broach 

Zntarnational Affairs ( Commodity Programs Division, 
Offies of tha Ganaral Counaal 

r. Paul Dickarson, 

Ganaral Salas Managar and Asaeciata Administrator, 
Foreign Agricultural Sarvica 

Lawrence T. McBlvain 

Director, CCC Operations Division, Foreign Agricultural 
Sarvica 


RB: OSDA Adainiatrativo Review of Iraq GSM-102 Program. 


This report summarises tha findings and conclusions to data of an 
administrative review, conducted by tha O.S. Department of 
Agriculture and tha Commodity Credit Corporation ( herein a f ter 
-OSDA”), of certain aspects of the Rsport Credit Guarantee (GSM- 
102) prograa for Zraq. This administrative review was undertaken 
in response to allegations that surf aoed as a result of the 
investigations of the Atlanta, Georgia agenc y of Banos Masionale 
del Lavoro (BML) regarding possible irregularities in the GSM-102 
program for Zraq. The OSDA aMinletratlve review has involved 
review of BML records oi GSM-112 traaa on*/ review of CCC 
records; review of a specific and limited n in f ia r of exporter 
records; telephons interviews with several compa ni es involved in 
the agricultural export trade; and discussion with officials of 
the Omar want of Zraq and its various state pur ch as in g 
enterprises# and review of Zraqi records, during a visit to 

on April 1S-22, 1990. This review was not intended to be 
a comprehensive study of all past GSM-102 transactions with Zraq; 
rather, it focused on a limited set of tr ans a ct ions and issues 
that were identified as a result of the ML Investigation in 
Atlanta. 

This repost includes description of: background information about 
the GSM-102 pr o gr am generally, and the Zraq GSM-102 program in 
particular; OSDA* a preliminary review of specific bank and 
exporter records; information obtained as a result of OSOA's 
April 19-22 visit to B aghdad; and findings with recast to 
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certain issues about the conduct of the Iraq GSM-102 program 
raised by the BNL affair. 


BACKGROUND 

Th« GSM- 102 Proor— for Iraq 

The Export Credit Guarantee Program (GSM* 102) was developed 
administratively by the Commodity Credit Corporation in 1980, 
pursuant to the authority granted under section S(f) of the CCC 
Charter Act. That provision directs CCC to "Export or cause to 
be exported, or aid in the development of foreign markets for, 
agricultural commodities...." 15 U.3.C. 714c(f). Program 
regulations were promulgated and are codified at 7 CFR Part 1493. 
Currently, section 1125 of the food Security Act of 1985 mandates 
that CCC make available not less than $5 billion annually in 
export credit guarantees under this program. Since the program 
began in 1980, approximately 40 foreign countries have 
participated. 

Onder GSM- 102, the CCC helps to make available private credit, on 
deferred payment terms of three years or less, by guaranteeing 
repayment of loans made for export purchases of 0.8. agricultural 
commodities. At the beginning of each fiscal y ear, the CCC 
develops a list of participant countries based on information 
obtained through the trade, from the roreign Agricultural 
Service, and from interested trading partners. Xa general, 
countries eligible to participate are those which are unable to 
purchase O.S. agricultural commodities in the oash markets, but 
are interested and able to purchase those commodities if short 
term credit is made available. 

CCC then allocates the target guarantee amount among those 
countries, and establishes specific "lines” of credit guarantees 
by commodity. These country and commodity plans are presented 
for review to an interagency group, the National Advisory Council 
on International Fiscal and Monetary Policies ("MAC") . 

After country allocations and commodity lines have beam set, they 
are irmounnart publicly to the trade. An exporter who seeks a CCC 
guarantee must conclude a firm sale for a commod i ty with the a 
purchaser in a participant country. The purchaser must agree to 
purchase the commodity on credit terms of three years or less, 
with payment to be made under a foreign bank letter of credit 
issued by a CCC- a ppr o vod banking institution in that foreign 
country. Zf, at the time the exporter seeks to register its 
sale, there is a sufficient guarantee amount available and the 
sale meets regulatory requirements, the CCC issues a payment 
guarantee. The exporter may then assign its proceeds of sale and 
the right to payment under the CCC guarantee, to a 0.8. financial 
institution. 
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In th* case of t ptyMnt default undor tho foreign bank latter of 
credit, CCC will pay the exporter or its assignee 98 percent of 
the principal amount due, and up to 4 and 1/2 percent interest. 
When it makes payment under a guarantee, CCC takes rights of 
subrogation, thus permitting it to pursue the claim against the 
defaulting bank or against the foreign country. 

Iraq began participating in the GSM- 102 program in 1M3, shortly 
before formal diplomatic relations with Iraq, which had been 
severed in 1967, were reestablished. In tho first year in which 
Iraq received guarantee allocations under GSM-102 program, 
approximately 6214.7 million in sales of agricultural commodities 
to Iraq were guaranteed by CCC. Program levels increased each 
year thereafter, reaching a high of 61.051 billion in FT 1965. 

Tor FT 1990, program levels were set at 6500 million and, to 
date, nearly all of that line has been registered for guarantees 
with CCC. 

For the first four years of the progress CCC registered the value 
of sales of Iraq unde r the GSM program on the basis of the 
coModity value, FOB 0.3. port. In late 1967, in respo n se to 
requests by exporters serving that market to accommodate the need 
for freight financing of agricultural sales, OSOA ch a n ged its 
policy to permit exporters to register their sales te Iraq on the 
basis of the CSF values. Ths GSM regulations were amended to . 
reflect this change in policy. 


In August, 1999, the Office of the Onlted States Attorney for the 
northern District of Georgia was told that officials at the 

branch of Bancs Nationals del havers (ML) allegedly had 
been conducting a clandestine *grsybook* loan operation, and had 
boo ho d more than 92 billion in unauthorised and unreported loans 
to Iraq. This information led to the i s s u ance of search 
warrants, FBI inspection of ML bank records and initiation of a 
grand jury investigation under the auspices of the Office of the 
United States Attorney. 


involved in the investigetioi 

investigators and banking officials determined that appsoxinately 
9756 million of the greybook- loans resulted from assignments of 
Imtter of credit proceeds for agricultural sales in conjunction 
with export credit guarantees issued by the Commodity Credit 
Corporation (CCC} under its GSM-102/105 programs. Investigators 
with OSOA's Office of the Inspector General (OSOA-OIQ) ‘ 
assisting the O.S. Attorney's investigation in eerl^Septi 


have 


to work on the case since that 


the ML investigation has p r o c seded in the grand jury since that 
time. Indictments have yet to be r e t u rn e d the specific 
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theories being pursued by the United States Attorney, the 
identity of targets of that investigation, and the evidence 
developed are protected by the rules pertaining to grand jury 
secrecy and that information has not been available to USDA. 

Zn late September, 1909, questions were raised about possible 
irregularities in connection with the GSM- 102 program for Iraq. 
These questions were apparently motivated by the large amount of 
CCC business that was conducted by BML-Atlanta, as well as 
allegations that Atlanta -branch DHL officials may have received 
payments from exporters who export sales included some 
agricultural financed with the assistance of CCC export loan 
guarantees. Upon learning of these rumors, USDA officials sought 
additional information, and consulted with USOA-OXG officials in 
Atlanta. 



On Thursday, October 9, 1909, USDA officials in Washington were 
briefed on the current status of the B ML investigation by a USOA- 
OXG investigator from Atlanta who was assigned to that case. USDA 
officials learned that the investigation centered on possible 
bank fraud in the arrangement of large amounts of undisclosed 
loans, and bank reporting violations. The investigation was also 
looking into possible kickback payments, questionable "consultant 
payments", and other irregularities. While the investigator was 
not aware of any specific irregularities affecting the GSM 
program, he cautioned that the investigation was at a very early 
stage and noted the large amount of GM loams in the M 
portfolio. 

USDA personnel from the foreign Agricultural Service (TAJ) and 
the Office of the General Counsel (OGQ mere dispatched to 
Atlanta to gather additional information. 

On the afternoon of October 11, 1909, and a week later on October 
1S-19, USDA personnel also visited the ML offioee in Atlanta and 
reviewed records of GM guaranteed transactions in the BML files. 
This r ev i ew was conducted pursuant to UMA's regulatory authority 
to review esporter and assignee records, in accor dan ce with the 
previsions of 7 CM fart 1493. They were able to review 
approximately SO GM files and associated letter-of -credit files, 
and spoke with both USOA-OXG investigators and with beak 
examiners from the federal Reserve. 

Xn this initial review, USDA officials fo cu sed on several 
potential problM areas: 
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o possibilities that GSM exporters that Mde sales to 
Iraq may have Mde personal payments in cash to 
officials of the BNL Atlanta branch. 

o apparent lack of documentation in the ML files 
demonstrating that agricultural commodities shipped to 
Iraq under the GSM program arrived in Iraq. 

o suspicions that exporters doing business with Iraq 
through ML sight have received high prices and made 
unusually high profits; 

o possibilities that GSM exporters mere being required 
to provide additional goods or to rebate money# as so- 
called "after sales service"# in connection with their 
export sales to Iraq. 

During the same time period# USDA attorneys also interviewed 
officials of one exporter who had complained# independent of the 
BNL matter# about requests from Iraq for so-called "after sales 
service" in connection with GSM sales. 

As a result of those discussions# interviews and document 
reviews# DSOA attorneys made the following evaluations about the 
evidence then available regarding possible irregularities in 
connection with the GM credit guarantee programs: 

(1) "Exporter Payments to Bank Officials . * There was ns evidence 
of any payments to bank officials in tbs GM files examined. 

(2) "Arrival of Commodities at Destination.” There was no 
specific evidence of any GSM shipment having been diverted prior 
to reaching Iraq. The concerns about arrival at destination 
appeared to have stemmed from the 1 ^ck of shipping documents# 
bills of lading# or landing certificates in the ML files that 
would have demonstrated conclusively that the commodities entered 
Iraq. Indeed# it appeared at first that many files were missing 
any bill of lading documents whatsoever. 

While the USDA attorneys were in Atlanta# h o wev er # they were able 
to determine# along with the OIG investigators# that the lack of 
ocean bills of lading in the files being reviewed had resulted 
from a misunderstanding on the part of a paralegal who was 
xeroxing requested files. After discovering this problem# OSOA 
attorneys were able to obtain copies of the original do cu me nt 
files for a number of OM-guaranteed trades and found that those 
files uniformly contained ocean bills of lading for shipment 
either to Aqaba# Jordan or to ports in southern Turkey. B e ca use 
the Iraqi gulf post of Basra has been closed by war damage# all 
of the GM shipments were being delivered to either Jordanian or 
Turkish ports# and them to be trucked overland by the Iraqi 
Ministry of Transportation to Iraq. Prom review of the files# it 
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appeared to have boon tho practice of tho portion to negotiate 
documents boood on tho ocoon bills of lading olono or# in some 
cases, based on tho ocoan bills of lading along with a 
beneficiary's "certificate" that tho goods were boing dolivorod 
overland to Baghdad. In a numbor of casos# tho exporters 
providod such cortification within a few days aftor tho ocoan 
carrior on board bill of lading dato# and BNL accoptod thoso 
cortif ications when negotiating document s . Few files contained 
documents evidencing ovorland shipment. However# there was no 
affirmative evidence that arrival in Iraq had not occurred. 

(3) "High Prices." Suspicions with respect to high prices 
appeared to have been based on comparisons of prices among 
several trades# or# in one case# by comparison of sale prices to 
invoice prices for supply. To that point# no rigorous study had 
been made evaluating tho price levels observed in the file 
records against prevailing market prices at the time of the 
transactions. USDA attorneys reviewed the files and gathered 
examples of reported transaction prices# and determined that 
proper evaluation could not be made without additional research 
into market price levels for the period under review. USDA 
attorneys# working with the USDA commodity divisions# 
subsequently developed price series for eight major commodities 
to permit a better evaluation of this issue. 

(4) "Required Consultant Fees." Mo do c ume n tary evidence was 
found in any of the files reviewed to indicate that OM exporters 
were asked# or required# to pay special consultant fees in 
connection with Iraqi sales. USDA attorneys concluded' that 
evidence of such payments nay have been developed with respect to 
sales of non-agricult ural goods, leading investigators to search 
for similar arrangements in connection with GSM sales. However, 
there was no apparent evidence of this practice with respect to 
agricultural sales at that time. 

(5) "After-Sales Service." The question of after-sales service 
requirements had not apparently arisen out of the ML 
investigations. Rather it been brought to USDA's attention in 
complaint letters from several exporters during the same time 
that the ML investigation was starting. USDA attorneys attempted 
to follow up on this issue as well. One of the co^laining 
exporters met with USDA attorneys to discuss the matter. 

essentially# the exporter reported that it had first been 
approached early in 1911 by Iraq and asked to ship# free of 
charge, additional noa-agricultural goods (primarily truck parts 
end tires# and air conditioning equipment)# as "after-sales 
service" in connection with CM sales. Zt did not comply with 
the request for noa-agricultural extras. The ex p ort er stated 
that it was approached again by Iraq early in ItSf about the use 
of certain carrier for any shipments made under QM. Because the 
exporter had bid the contract on a CAT basis, it had already 
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contracted for its freight carrier, and ao notifiad Iraq. 
Apparently, it alao told Iraq that it did not faal tha Iraqi 
recommended carriar could ba prica competitive. Tot several 
months Iraq praaaad tha mattar through a aariaa of talaa messages 
and, in fact, submitted a prica quotation, finally, aftar tha 
exporter informed Iraq that tha fraight bida .,ro.'fara4 vara not 
at all coapatitiva, and that, aoraovar, it could not ship tha 
producta in aannar suggaatad, tha iaaua was droppad. 

Tha axportar was again approaehad in August of 1HI by Iraq 
through a "broadcast" talax (praaumably a ant to all Iraq GSM 
axportara) for aftar-aalaa service through provision af trucks 
and ralatad transportation equipment. Tha axportar statad that 
it ignorad this r aqua at, and aant a copy of tha talax to OSOA 
asking for intarvantion to and this Iraqi practica. 

Baaad on this information, U3DA raiaad this iaaua shortly 
tharaaftar with Iraqi raprasantativoa in naatinga both in 
Washington and Baghdad during Octobar and Movenber IN), and 
racaivad assuran eaa from Inraq's Daputy Ministar of Trada, Mr. 
Al-Obaidi, that tha practica of raquasting aftar-aalaa aarrica in 
connection with GSM transactions would eaaaa. A t tha tins, OSDA 
had no information that would astablish which axportara, if any, 
had proridad aftar-aalaa aarrica to Iraq in raa p o n aa to thaaa 
raquaats. 

Paclalan on ft 1M1 funding 


In Octobar, ISM, OSSA was alao conaidaring tha 


of Iraq 


for rr 1SS0 funding of tha Iraq GSM-102 program. Iraq bad 
requested allocations of approximately 11 billion, a laral 
cona iatant with program aetirity in rr 1SSS and 1SSS. Initial 
diacuaaiona ooeurrad in Washington, D.C. in Octobar but, duo to 
tha allegations arising from tha BML investigation, a decision to 
u allocation was initially postponed. Beca us e OSBA did not 
have access to tha information being developed in the Atlanta 
investigation, it specifically asked tha Office of tha Baited 
States Attorney and OSBA-OIG to indicate whether there was 
sufficient reason, at that time, to deny GSM funding 
participation in tha n 1M0 program. Both the O.S. Attorney's 
Office and OSOA-OIG informed OSOA that they did not have 
information or eridanoe to indicate that Iraq should ba precluded 
from obtaining additional ft 19)0 GSM allocatic 


OSOA decided, aftar consultation with other federal agencies In 
the MAC process, to extend a line of credit guarantees for Iraq 
in rt 1990, establishing a tiered approach. A first tranche of 
was set at SS00 million, with additional credit 
guarantees for tha year to depend vgon the results of further 
investigations. OSOA advised tha MAC maabera that it mould 
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continue to monitor closely developments in Atlanta, aa wall as 
continuing its own administrative raviaw. 


Raviaw of Export ar Racords 

Able to obtain only liaitad information about tha investigation 
in Atlanta, USDA officials dacidad to pursue additional 
information under USDA' a regulatory authority. USDA attorneys 
conducted a preliminary analysis of some sales reviewed in the 
Bin, bank records, and had determined that price levels for some 
coaModities appeared to be higher than would be expected in light 
of market levels prevailing at the time of those sales. Based on 
its examination of the BNL records, USDA had identified a number 
of the apparently high priced sales as having been made by a New 
York-based exporter, Sntrade, Inc. After conferring with the 
Office of the U.S. Attorney to insure that any USDA 
admini strative review would not conflict with the work of the 
Atlanta investigation, USDA sought access to But rads' e records, 
again under its own regulatory authority as set forth at 7 ctr 
1493.14. 

Shortly thereafter, specific allegations were made public 
regarding payments to ML bank officials. In aa article in its 
November 29 edition, the Wall Stray- reported on an 

Internal Revenue Service (IRS) lawsuit in Atlanta in which the 
IRS was attempting to freese the assets of one of MU' a former 
directors, alleging that he bad not reported in hie tax return 
•290,000 he had received from Sntrade. 

Daring Deceeber, 1999, USDA attorneys conducted a review of all 
records of GSM-guaranteed sales made by Sntrade at the company 
offices in Mew York City, comparing the information in those 
records with data submitted to CCC Operations Divisions at the 
time when the GSM guarantees had been requested, in total, USDA 
attorneys reviewed the records for fifty-two sales to Iraq for 
which credit guarantees were issued: 19 wheat, 14 sugar, 11 rice, 
3 dry beans, 2 barley* 2 yellow corn, and erne sale each of 
lentils, dry peas, corn oil and sunflower oil. 


The records made available with respect to each sale were 
sufficiently complete to permit USDA attorneys to perform a 
reasonably cc^xeheasive analysis of those fifty transactions. 
In general, the files contained the initial request for 
guarantees, export reports, shipping documents, in c l udi n g bills 
of lading, 1 inspection and survey do cu m ent ation, letters of 


‘ la almost every case, the bills of lading indicated 
■MrninT by ocean going vessel to either the pert of Aqaba, 
Jordan or Tel sorts run Turkey. In a few 1 i ni t e d ca ses, the files 
nontalnai documents indicating some m ode of overland 
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credit, drafts drawn on letters of credit, coanercial invoices to 
Iraq for goods and freight, and coanercial invoices fro* 
commodity suppliers or freight companies. The files also 
included numerous other documents including telex traffic and 
other communications surrounding the sale. 

CCC records indicated that it bad issued guarantees to Bntrade 
for fourteen (14) sugar sales to Iraq. 03DA was able to find 
files which appeared to document all aspects of those fourteen 
Based on the information in the exporter's files, 090* 
was able to sake an approximate calculation of the profit aargin 
which the exporter bed obtained on each sale * by cohering the 
revenue obtained (based on the invoiced value of the transaction, 
•ither rOB or Ctf basis) with the exporter's basic coots for 
eoModity and freight (based on invoices from suppliers) . 090* 

was able to link these invoices, in moot cases, to supplier 
contracts or confirmations which coincided, within a day or two, 
of the date of sale to the Iraqi customer reported by the 
exporter in its application for credit guarantee. In almost all 
csfu, sales were sntched with purchases on the same day or with 
a few days. 

090* reviewed fourteen sugar sales te Iraq which o c c ur red during 
period July, 1999 through October, 1997, and represented 
about one-half (14 of 29) of all CM-guaraateed sugar 
transactions during the period. For each of those salee, the 
exporter enjoyed narglas ranging between fl.77 and 997.99 per 
metric ton, based on a comparison of the sale price with the 
exporter's replacement cost. Betw e en April 1999 and February 
1997, the sales resulted in very high narglas ef approximat ely 


transportation te Iraq, or that the shipment had been o&aaigned 
to an agent of the Iraqi Land ' -inspect Ministry for overland 
shipment. However, in most cases, the tales did net contain 
overland bills of lading to any Iraqi destination. 


dlff 


verified 


limate margin of profit* 

transaction price and it, 

for each sale through ooatraet/sales 

co nf irmat ion documents and coamerclal invoices. Za all t 
transactions r ev i ewed, both the sale ef the commodity te Iraq and 
the purchase of the same commodity from the supplier occ u r r ed at 
the same time, or within a few days (eonoaly referred to as 
"back-to-back” or notched trades) . ihtio the transection 
included freight, the price charged Iraq the freight 
cosmonaut and the ■*>* yf«»»g company'* invoiced price for the 
freight aerviee were similarly verified. The profit calculation 
was "approximate* bnonuse it did not, for example, include any 
adjustments for various demurrage claims, infection coots, or 
* etc. fhxs, it is a reasonably close, al t hough 
ef profit or loss for each sain. 


not 
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$15-53'- 50 par metric ton. During thin time period, gala prices 
ranged between 9162 and 5281 per metricton, on a CCF delivered 
basis. These approximate profit levels appeared to be much higher 
than those generally experienced by the export businesses in 
commodity trading. 

US DA analysed both these sale prices, and sale prices reported by 
other exporters in the same market during the July 1985 to 
October 1987 period with some common world benchmark price -- the 
London daily spot price for white refined sugar and the 'French 
Whites' price quoted in the Paris market.' In the latter case, 
USDA used the French Whites closing futures contract prices for 
the month of shipsmnt, as quoted on the date of sale. Based on 
those prices, USDA concluded that almost all GSM refined sugar 
■ale prices to Iraq during the period were at similar levels, 
substantially above benchmark world prices. 

USDA also reviewed in detail eleven rice sales made by Entrade to 
Iraq under the GSM-102 program during the period, and found the 
pattern similar to that observed for sugar sal*.,, although the 
approximate profit margins were not quite so dramatic. Between 
December 1985 and Movember 1986 exporters enjoyed approximate 
margins of profit of 87 to 820 per metric ton, although between 
January and April 1987, its approximate margins of profit dropped 
to 81 to 83 per metric ton. 

With the aid of specialists in FAS' Grain and Feed Division, a 
series of approximate weekly market prices for Mo. 2 rice, FOB 
Gulf, was developed for the period June 1984 through June 1987 
and used in the analysis. It appeared that both the prices for 
the specific transactions reviewed, as well as the sale prices 
for other rice sales to Iraq during this period, were 
approximately 910-20 per NT above this benchmark world price. 

USDA attorneys also reviewed two sales of corn to Iraq under the 
GSM program during the period, both of which involved very 
significant volumes. Its first sale in S e pt em b e r 1986 was for 


is, unfortunately, no quoted futures market for U.S. 
refined sugar, FOM Gulf. Specialists in USOA's Sugar Group 
advised that the only consistently quoted world prices for 
refined sugar are in the London and Farls markets. In the London 
market, the price for refined sugar — the London No. 5 contract 
price — were reported only on a spot basis. The "French whites' 
series, quoted from the Faris market, provided both dally spot 
and future contract closing prices for refined white sugar. Both 
series were published in the weekly international Sugar Beocrt by 
F.O. Licht, a West German c ommodi ty information service. Use of 
either price series — London or Faris — is necessarily 
l—i lr - — - Gue to differences from FOd Gulf prices because of 
relmtivm freight advantages to many destinatio 
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nor« than 100,000 attric tons; a second sale, thraa months later, 
was for 75, 000 tona. Both aalaa vara on an roi Gulf baaia for No. 
2 yallow corn in bulk. 

Baaad on confiraationa/contracta and coemercial invoices for both 
purchaaa and aala containad in tha export r records undar review, 
USD A waa abla to estimate approx imat a margin of $16 to $20 par MT 
thaaa aalaa. Thaaa aala pricaa were alao coopered with benchmark 
world pricaa — baaad on Chicago Board of Trada cloaing pricaa 
for No. 2 corn, FOB U.3. Gulf, during tha pariod — and that 
comparison indicat ad tha aala pricaa to ba $13-20 par NT above 
world banch mark pricaa. USDA alao coaparad thaaa prioaa with 
othar FOB aala pricaa ragiatarad undar GSN during tha pariod, and 
datarminad tha tranaactiona undar review to ba aa nuah aa 
$10-12/MT highar than pricaa obtainad by othar exporters . 

However, tha analyaia indicatad that all experters wara obtaining 
pricaa at laaat $1-10 par NT above indicative world priea levels. 

Tha review of Entrade's racorda alao ineludad thirtaan whaat 
aalaa nada to Iraq undar tha GSM program. Of thaaa thirtaan 
salsa, eleven aalaa alao involved tha award of bonua oartlflcataa 
undar tha Export E nhance m ent Program (BBT) . Tha filaa appaarad 
to contain coaplata docunantation of aaoh aala including tha 
confirmations and/or eontracta and oonnarclal iovoioee far bath 
tha aala and purehaaa of tha oonnodity. Zn tha eleven caaaa 
whara ESP bonuaaa had baan awarded, tha filaa alao contained 
racorda of tha income obtained by tha ex po r t a r through aala of 
tha bonua certif ioataa . 

USDA analyaia of thaaa aalaa rewealed that profit nargiaa for 
whaat aalaa averaged about $2 par netrle tan — in line with 
expected nargiaa for tha bulk commodity buainaaa -- and wall 
below tha nargiaa apparent in tha sugar, rloa and norm 
tranaactiona. Tha racorda indicated tha wane approximate margins 
for both EBP and —I aalaa. 


* It * n i n T T-n7T7f VjI-? 


Xa T r 1»»0# OSBA roportod to tho «C that lto 

iAialitrttin miwr of tho Iraq MH102 prograa bod. tbw for, 
rowoalod o pattoea of onorpoctodly high pricing for oortsia 
eo—oditloo — oom, ragar and rioo ** oold to Iraq Airing tho 
period 1MS-1M7. OUA had foeoood initially oa ooo portleolor 
oaportor — —trada, lac. -- b o eouoo tboro had baao allagatiooa 
■ada in tha m om** —an nu a Sarrloa litigation linking that 
asportor with unroportad payaato to Mb of f ieiala . Although tho 
OSOA rnwinw had datacalaad that — tr ada had rooalwcd wary *it* 
pricaa, and oojoyod high ap p r o il na t a profit —agios for ito oaiao 
to Iraq, rowiow of oaioo by othor or p ortor o cowoalod pcieoo that 
woro alao high by ooopariasn with booohoarfc world priooo. OSDA 
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w«nt«d to determine an explanation for this psttarn of high 
prices. 

USDA told tha NAC that it had baan waiting for information to ba 
released, or indictments issuad, from tha grand jury 
invastigation in Atlanta, but that tha Justica Department had not 
indicatad that such disclosura was likely to occur in tha naar 
futura. USDA also notad that tha $500 million of GSM guarantaas 
alloc a tad to Iraq for FT 1990 was baing rapidly ragistarad, and 
that it anticipatad a raquast from Iraq for a sacond $500 million 
trancha. 

Zn February, tha Government of Iraq (*GOX*) mada such a raquast, 
which USDA reported to tha NAC. At an ensuing interagency 
seating, USDA infor m e d tha interagency group that, after review 
of available information, it fait that it nee d ed to pursue its 
administrative review further in order to ba able to make a 
recommendation to tha NAC as to any further allooation of FT 1990 
GSM guarantaas for Iraq. USDA proposed to have a delegation hold 
discussions directly with tha GOX Ministry of Trade, as wall as 
with the various Iraqi State Enterprises who acted as purchasing 
agents for Iraq. USDA requested these discussions through tha 
O.S. Department of State and tha U.S. Embassy in Iraq, and it was 
agreed that USDA would provide tha State and Justice Departments 
with an agenda of items for discussion and questions it would 
ask. After further discussions between the Departments, a 
request for consultations was sent through the State Department 
to the GOX, and it was arranged that the USDA team would travel 
to Eaghdad during the wee k of April IS, 1990 to meet with 
appropriate Xraqi officials . , 

The USDA team arrived in E a gh da d on early W ednesday morning, 

April 18 and discussions began later that afternoon. Further 
discussions were held on April 19, 21 and 22. 

The USDA delegation consisted of: F. Paul Dickerson, Associate 
Administrator of FAS and USOA's General Sales Manager# Lawrence 
T. McSlvain, Director, FAS-CCC Operations Division#, and Kevin J. 
Broach, attorney with USDA's Office of the Ge n e r al Counsel, 
International Affairs and Coiollty Programs Division. Also 
accompanying the team and participating in discussions was 
Geoffrey Watson, a lawyer with the U.S. Depa r tment of State, 
Office of the Legal Adviser, Wear Bast Section. Xa Eaghdad, the 
teem was joined by Lawrence Panusak, the Agricultural Trade 
Officer assigned to the U.S. Embassy. 

The GOX delegation was chaired by Mr. Farouk Al-Obaidl, Deputy 
Minister of Trade for Foreign E co n om i c Eolations. Moshers of the 
Iraqi teem included: Mr. Fakhrl Bash a m , Advanced Country 

Dimeter, Ministry of Trade# Me. Anal Asia, Co m mer cial 
Counsellor, State Enterprise for Foodstuff Trading# Mr. Bedha 
Bel mb Director of the Xqport Section, Grain Beard of Iraq# Nr. 
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Han an Amin, Director for Wood Product Imports, State Enterprise 
for Construction Material Trading; and Ma. Samira Hadi Jaber, 

U.S. Dost Coordinator# Ministry of Trade. Also participating in 
tho discussions was Mr. Hamra, the U.S . Desk Officer for the 
Ministry of roreign Affairs. In the course cf the discussions, a 
number of other officials, including commodity traders and 
individuals responsible for various State Enterprise procurement 
programs, were brought in to assist Xraq in its presentation. 

At the time arrangements were being made for the USD* team visit, 
the GOX requested more specific information about the topics 
which USOA wished to discuss. Xn response, USDA prepared and 
transmitted, through the Department of State, a memorandum 
detailing its concerns about four aspects of the Xraq GSM 
program: (1) Iraqi procurement and tendering practices, and the 
connection between those practices and high price levels obs er ved 
in a number of specific (and identified) GSM transactions during 
the period 1M3-S7; (2) Iraqi shipment practices between the 
intermediate ocean ports (either in Aqaba, Jordan or in 
Xskenderun and Mar sin, Turkey) and final destinations in Xraq; 

(3) Iraqi requests and/or demands that 0.S. exporters provide 
goods or other benefits as "after sales servioe" in connection 
with GSM purchases; and (4) Xraqi attempts to 1 spoon special 
"stamp tar” payment obligations on U.S. exporters selling under 
the GSM program. This list of four items also served as the 
basic agenda for the meetings. These issues were identified for 
the GOX so that it could be expected to locate and provide 
appropriate documents for inspection by the 080* team while in 
Baghdad, and to ensure that the Iraqi delegation would include 
knowledgeable individuals who could respond fully the 080*' a 
questions. 

In the course of the four days of discussions, the 080* team 
requested the GOX for numerous doct— * to substantiate both 
general Xraqi practices with re spec*. „„ tend er l ug, shipment and 
other practices, as well as documents underlying a number of 
specific GSM-guaranteed tradee for rice, sugar, and corn. Xn 
many eases, the documents requested were for transactions which 
occurred as early as IMS, and which had already been sent to 
ilnmmmmr storage. The GOX provided nearly all documents 
requested for review, and provided either file originals or 
copies for 080* to bring back to the Oaited States. Xn those 
instances where the GOX reported that it had been unable to find 
specific documents requested, it produced other documents from 
its files which either provided the sane i n f o rm a t ion or tended to 
sifestantiate the information provided. 
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USDA findings with rsspsct to ths four areas of inquiry mentioned 
abovt art as follows : 


(1) Tandsrino Practice and High Commodity Prices 

GO I officials told us that all Iraqi Stata Trading Enterprises 
art raquirad by law to issua public tandars whan purchasing 
commodities frosi abroad. be raquastad citation to tha pracisa 
law or ragulation which astablishad this lagal obligation, and 
wara told that tha requirement was sat forth in unpublishad 
prasidantial ragulations which wara issuad to tha ainistrias by 
tha Offiea of tha Prasidant of Iraq. USDA was told that thasa 
prasidantial ragulations wara conaidarad to ba confidant isl and 
intarnal within tha Iraqi govarnaant , and so wara not provided 
with a copy of tha ragulation; USDA was told that tha ragulation 
had not baan publishad in tha official gasatta. 

GO! officials statad that tha existence of this lagal requiresMnt 
could ba infarrad, however, by tha practica of tha stata 
antarprisas in conducting public tandars in virtually all casas. 
GOI officials said that public tandars had taken placa with 
raspact to all GSM-guaranteed transactions, and producad filas 
containing tha public tandar and ralatad documents for all of tha 
transactions that USDA indicated it wishad to review in aora 
datail . 

GOI officials explained that although thepe was a ganaral lagal 
requirement to conduct public tandars, aach stata trading 
antarprisa was affordad soaa di aeration in astabliahing its own 
policias for iapl aasnt ing this rag ui r aas nt . Purthar .discussion 
of tha topic revealed sosa of tha diffarancas in tha policias 
adoptad by tha various stata antarpris as i n condu c ting tandars 
for tha agricultural connoditiee which USDA was specifically 
concerned, i.e., sugar, rica and corn. 

In tha course of earlier work in tha administrative review, tha 
USDA tarn had identified a number of Iraq GSM purchases involving 
corn, sugar and rice with raspact to which tha exporter reported 
sale prices well in excess ($10-$35/MT) of either the repla c eme n t 
cost for tha commodity, or of a benchmark world price. A 
principal goal of the team was to determine why Iraq would pay 
such a high price in light of the apparent availability of thasa 
commodities in the marketplace at lower values. 

In the list submitted to the 001, USDA identified a ntmfeer of 
theme high priced sales and asked the 001 to nake available 
Mdarlying records. At the meetings in Baghd a d , USDA was told 
that all of theme transactions involved public tandars and that, 
in the view of the 001, the prices paid for tha commodities 
represented sales at tha lowest prices bid, or on the most 
advantageous terms, or both. 001 invited US PA to identify 
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The four bids rejected for failure to subnit bid bonde were: 


Coapsnv fOB US Gulf Oil Aqs&q/Ifken, 

Deerfield $122.00 

Trinity, Ltd. 

ITX (Haddad Bros.) 


Ctf Baah'd 
$169.00 
$153.00 
$178.00 


Project Bxpert 


$110.79 (Xsken.) 


A acbedula of the raaponaea was prepared by the SEP ataff and 
•ubmitted to a committee of the Board of Directora for deeiaion. 
The coesdttee decided not to accept any of the three qualifying 
offers, but inatead to invite repreaentativea of the three to 
•ubmit revised offera and to visit SET for negotiations . 3 XT 

also submitted a counteroffer to all three of 812.00/MT, FOB u.s. 
Gulf, or 81S2.00/KT, C6F Baghdad. 


All three coepanies responded to the counteroffer. Arab 
Finagrain offered to reduce its original offera 99 for each 
destination. Payeent was to be aade under tee separate letters 
of credit; the FOB portion of the sale would be financed under a 
GSM guarantee, with the freight portion payable oo a cash baaia. 

Xntradeveo (Dreyfus) offered $94. 00/M T FOB, O.S. Gulf, payeent 
under a letter of credit financed - for three yearn under GSM. 


Sntrade offered 91S3.00/MT, C6F Baghdad. Financing was to be 
under two separate letters of credit. The FOB portion of the 
sale was to be financed for three years u n de r GSM; the freight 
was to be financed for two years pursuant to the Xraqi-Turkiah 
protocol for transportation with s hip me nt through Zskenderun, 
Turkey. 

After the bid was accepted, Bntrads and SSF formalised a contract 
for the sale in which SSF agreed to pay' $193. 00/MT, CAP, and in 
which the FOB portion of the sale was designated as $92. 00/MT. 

SSF apparently agrsad to this allocation between the FOB and 
freight portions of the sale, and directed Bank Bafaidin to open 
letters of credit accordingly. Mote that, although the final car 
price agreed to was almost identical to the SSF counteroffer, the 
$92/MT FOB price agreed to was $10/MT above the SSF counteroffer, 
and $9/MT higher than the FOB price at which corn was purchased 
from Xntradeveo (Dreyfus) in the sans tender. 

The counteroffers were submitted to the committee of the Board of 
Directors which decided to reject the offer of Arab Finagrain, 
and to accept the offers of both Intredevco and Bntrads. SSF 
officials asserted that the decision te reject Arab Finagrain was 
based on tbs fact that its C4F pries was a p p r o xi ma t ely 917/MT 
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higher Chen the tn trade bid, and because it offered no financing 
for freight . The Intradevco bid was accepted on an roi basis, 
and shipment was arranged through Aqaba, Jordan using shipment 
services which had been contracted with a Geerbulk-led joint 
venture on a fixed-price annual basis. Subsequently, both the 
Entrade sale and the Intradevco (Dreyfus) sales were registered 
for GSM guarantees. 


GSM-102 -SS1S0 

SET announced a tender for 300,000 KT of yellow corn in its 
Notice No. (13) ISM, published on or about August 1, 1S00. The 
Notice was published in the Baghdad Observer and in other Arabic- 
language newspapers, and specific terns and conditions of the 
tender were node available through SET's offices. The tender 
required bidders to subnit a 3% bid bond, and announced a dosing 
date of August 13, ISM. The tender was for No. 2 O.S. yellow 
corn for Oct/Nov/Dec, 1SSC shipment. The tender pomitted bids 
on roa or CAT bases, and anticipated deferred payment for the rod 
portion under the GSM credit guarantee program, as well as 720 
day deferred payment for the freight and shipping costs. 

In response to this tender, SIT received seven bids. Again, four 
bids were rejected for failure of the bidder to avhmit the 3* bid 
bond required in the tender specifications. The three qualifying 
bids were: 


Arab Tiaagrain 1170.00 

Entrade 01*0.00 

Intradevco 000. So 00 0190.50 

(Dreyfus) 


The bids were submitted to a committee of BBT's Board of 
Directors, which confirmed the rejection of the four bids without 
bood, and which directed SET staff to invite the r ema inin g three 
bidders to submit alternative bids and to direct their local 
representatives in Baghdad to visit SET's offioes for further 
negotiations. Nbaa OSDA requested any do cu men t s relating to 
these negotiations, OOX officials asserted that negotiations had 
been conducted orally and that their files contained no - 
additional do w a nt s. 

According to OOX officials, after n egotiations a contract was 
awarded to Entrade which had reduc e d its offer first to 
S17S.00/MT, CAT Baghdad, and finally to 1171.90/MT, CAT B ag h da d . 
Entrade agreed to deferred pay m e nt terns for the entire CAT 
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pries. with the TOB portion to bo financed by a lattar of cradit 
guaranteed undar tha GSM program, and tha freight portion to be 
financed by tha Turkish Central Bank undar tha Zraqi-Turkiah 
transportation protocol. A final contract was agreed to for tha 
$171.50, with allocation of 190.00/MT for tha FOB portion, and 
$81.50 for freight. Tha available documents do not indicate that 
Entrada offered an TOB U.3. Gulf price quotation at any point 
during the course of its bidding. The $90/MT FOB price reported 
to CCC when the sale was registered for GSM guarantee apparently 
represented an allocation made by the exporter, and agreed to by 
SET when it opened its letter of credit. Note that this price 
wee $9 . 50/MT higher than the FOB price that had been initially 
offered by Intradevco (Dreyfus) . 

i?t tot aim 

At the current time, the Grain Board of Iraq is responsible for 
import purchases of rice. The Grain Board is the administrative 
successor of the State Organisation for Grain and Foodstuffs 
("GTS"), which was the responsible governmental entity in the 
relevant period, 1983-80. 

GFS's method of conducting its public tenders differed somewhat 
from the procedures followed by SET, described above. 

Essentially, GTS maintained a list of 25-30 trading companies 
which it considered to be reliable suppliers of rioe. Seven or 
eight times each year, GTS would announce its tenders for rice, 
usually for 30,000 MT in two shipments of 15,000 MT each. The 
tender was announced by sending telex messages to each of the 
companies on the target list. Because the tender was made by 
direct contact with potential suppliers rather than by newspaper 
publication, the response time was much shorter. Typically, the 
tender closed within 7-10 days after announcement. 

Onlike SET, GF8 did not require responding colonies to provide a 
bid bond, nor did it request bidders to travel to B a gh d a d for 
negotiations. Instead, the GF8 staff would p re pare a competitive 
study of the bids received, and submit that analysis to a 
committee of its Board of Directors with a recommendation as to 
possible counteroffers. The committee consider the 
recommendations, and authorise a counteroffer at a specific price 
level to be mads to some or all of the bidders. These 
counteroffers would be transmitted by telex to the appropriate 
companies, and revised bids would be received. D e p e ndin g on the 
price levels and terms of these revised offers, GFB would then 
purchase rice from one or more of the bidders. 

Although GFB announced its tender for volumes, its final 
purchasing decision was often for lesser or greater amounts 
IspaiUnj upon Iraq's particular needs, the offered prices and 
market conditions. 
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G3H-102-S4977 


On November 12, 1904, GTS announced a tandar for 30,000 KT of 
No. 2-4 U.S. rica in two cargoaa for Jan./ r b. 1907. GT3 racorda 
indicate that the tender was transmitted by relax message to 34 
potential auppliara. Companies ware asked to submit bids for up 
to 30,000 MT. GTS requested C4 r bids (Iakenderun or Aqaba) on 
deferred payment terms, with POB financing guaranteed under the 
GSM program, and deferred payment of one year for freight. 

By close of the tender, GPS had received eight responses, seven 
with specific bids and one from a company (American Bice) 
indicating that it would not participate. GP8 received no 
response from the other 20 companies. The bids of the seven 
participating companies were as follows: 



POB as Gulf 



Balfour-McL. 

(Jan) 

$220.00 

$257.00 

$259.00 


(tab) 

$220.00 

$257.00 

$259.00 

Benjar Trank 

(Jan) 

$224.53 

$254.53 

$203.53 

(tab) 

$224.53 

$254.53 

$203.53 

Continental 

(Jan) 

$220.00 




(tab) 

$225.00 



Comet Bice 

(J«n) 

$229.00 




(tab) 

$230.00 



Bntrade 

(Jan) 


$254.00 


Suro Maghrib 

(Jan) 

$230.90 

$257.09 

$201.90 

(rab) 

$230.90 

$257.09 

$201.90 

Biceland 

(Jan) 

$221.20 

$245.20 

$250.20 


(tab) 

$221.29 

$245.29 

$250.20 

GPS provided a 

cespetitive analysis of these bids to 

its 


committee# and was directed to counteroffer to all seven 
companies for 15#000 MT at price terms of either $243.50 CAP, 
Iskenderun# or $240.50, CAP Aqaba. This counteroffer 
contemplated an POB, 0.8. Gulf price of $220.50, and freight 
costs of $23 to Iskenderun and $20 to Aqaba. 

GP8 received replies from five companies accepting its 
counteroffer. Due to the price levels# which GPS deemed 
favorable# it executed purchases from t h ose five companies of 
105,000 MT for delivery in the January-March, 1907 period, 
despite the feet that its original tender had been for only 
30# 000 MT. Contracts were awarded to Comet nice (30# 000 MT), 
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Continental (15,000 MT) , Euro Maghrib (15,000 MT) , Entrada 
(15, 000 MT) , Ricaland (30,000 MT) . All salaa wmrs aada at the 
price levels in the counteroffer, with the FOB value financed 
pursuant to the GSM program, and with freight on a cash basis. 

All sales ware eventually registered with the GSM program on an 
FOB basis of 9220.00/MT. 

USDA analysis indicates the FOB prices offered by all 
participants in the tender were well above apparent replacement 
costs for rice in the U.S. market. For example, the FOB portion 
(S220/MT) of the final contract price was approximately $9 higher 
than the supplier invoice price paid by Entrada for the rice 
shipped, and approximately 9S-10/HT above the OSOA estimated FOB 
price for the period. Zt should be noted, however, that the FOB 
price reported for this sale was not an actual transaction price, 
but rather an allocation of the FOB portion of a C4F contract 
price. 


CSM-102-94404 

On Septeaber 7, 1900, GTS issued a notion of tender for 49,000 MT 
of O.S. Ho. 2-4 rice, to bn shippnd in thrnn cordons for 
Oct /Mot /One 1904 delivery. Tho request asked for bids on a C4F 
Xskeadsrun, Turkey or Yenbu, Saudi Arabia basin. Fayaant was to 
bn on 3-ynar dnfnrrnd tuai under GSM for tba FOB portion, and 
deferred payannt of at leant one year for freight. By its terns, 
the tender cloned Septenber 12, 1910. 


GTS records indicate that the notice of tender wen teleaed to a 
list of 33 potential suppliers. By the close of the tender, GTS 
had reeeiwed respons e s fron 10 suppliers, t hr ee of whieh 
indicated that they would not participate. The o th e r nine 
Loapanisa submitted bids as follows: 


A1 -Madded 

Balfour (Oct) 
(Mot) 
(One) 


1274.00 

$207.00 / $273.00 
$200.00 / $274.00 
$270.00 / $270.00 


$230.00 




$ 220.00 

$219.00 

$233.00 

$221.20 


$204.00 $200.00 

$203.00 

$243.29 / $209.00 
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GSF counteroffered to all participants at tha following prica 
lava Is : S220/MT, FOB U.S. Gulf, $20.28 C«F lakandarun or $248. ?e 
CtF Aqaba. This countaroffar was accepted by a number of tha 
participants, and GSF concludad contracts with Coast (15,000 MT) , 
Entrada (30,000 MT) , Euro Maghrib (15,000 MT) and Rice land 
(30,000 NT). Subsaqusntly, GSF aakad Entrada to prowida an 
additional cargo of 15,000 MT on tha saaa tsras, and Entrada 
agraad. 

Kota that Entrada concludad its salas of all thraa eargoaa on a 
car basis, in which nagotiations claarly idantifiad tha FOB valua 
of tha sala as 8220/MT. Tha FOB portion of tha salas wars to ba 
financad undar tha GSM prograa, and thoaa thraa eargoaa wars 
subsaqusntly ragistarad with tha GSM prograa undar thraa 
diffarant guarantaa nuabars. Entrada also a g raad to arranga for 
fraigbt financing for two of tha thraa eargoaa through tha 
Turkish Csntral Bank in accordanca with tha Iraqi -Turkish 
transportation protoeol; fraigbt for tha thir d shipment was paid 
on a cash basis. It should ba notad that in tha two easas whars 
Entrada agraad to payment of fraigbt on a dafarrad payment basis, 
it latar askad GFS to opsn lattars of credit for tha FOE portions 
of tha salas at 8228/MT, an incraasa of 88/MT above tha amount 
previously bid and agree to. GFS agraad to this request. Thus, 
where Entrada agraad to dafarrad pay m en t terms for freight, it 
subsequently increased the FOB portion of tha prica which it 
reported to CCC in its GSM registration. In tha case where GFB 
paid freight on a cash basis, there was ng increase FOB prica 
(8220/NT) ragistarad with CCC. 


CaM-102-S3030 8 GSM-102-53031 

On March 28, 1888, GFS issued a notion of its intent to purchase 
30,000 MT of Ho. 2-4 O.S. ri<" in two cargoes for May/June 1988 
shipment. Tha conditions o. che tender ware for GSM guaranteed 
financing for tha FOB portion of tha sal a; freight was to ba paid 
on a cash basis. GFS file documents oontalns a list of 29 
prospective suppliers to whom the notice was sent.- The notice 
established a dosing data of April 4, 1908 for initial bid 
responses. GFS documents indicate that GFS received responses 
from twe l ve suppliers. Entrada was among tha twelve responding 
suppliers, and initially offered to supply 30,000 MT at the 
following prices: 

CSF Aqaba CSF taken. CAF, Zonbu 

9323.99 9317.49 9323.99 

other suppliers participating included Mooduerd 8 Dickerson, 

Kl Poland, Bare Maghrib, Comet Rice, Continental, OomPro, Ame r ican 
Rica, Madded Brec., and Trans Ooean. After evaluating tha 
offers, GFS leased its counteroffer to all parti c ipan ts asking 
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for revised bids. GPS record* contain an exchange of nuMrou* 
telexe* between GPS and Entrade between April 14, 1986 and April 
18, 1986 during which tha prica waa gradually nagotiatad to 
contract pricaa of $270.98, C4F Aqaba, and $264.46, CtP 
Xekenderun. Tha final paywent tarma ruuintd aa originally 
propoaad — GSH guaranteed financing for tha FOB portion of tha 
aala, and caah for tha fraight portion. During tha antira bid 
and nagotiation procaaa, Entrada' a bida vara alwaye on a C4F 
baaia; no FOB pricaa were quo tad. 

Aa in tha othar caaaa, GTS avantually purchaaad a anieh graatar 
aaount — 105,000 NT — than tha 30,000 NT it haa announcad in 
ita original notica. GFS antarad into contracta for purchaaa with 
fiwa diffarant coapaniaa — Entrada ( 30,000 NT), Euro Kaghrib 
( 15,000 NT), Ricaland ( 15,000 NT), Trana Oeaan ( 30,000 NT) and 
Woodward 4 Dickaraon ( 15,000 NT) — all at alaoat idantical 
pricaa. Tha FOB pricaa ragiatarad for thaaa aalaa all ranged 
batwaan $ 241.48 and $ 244.00 par NT. 


e. Sugar SiIm 

Tha state totabliikMot for roodstuffa and Tndlag Co., Baghdad, 
("r*T") ia tha ant it, within tha OOX rasponsihXo for porehnaing 
and inporting foraign augar . Similar to tha praetioa of or, in 
rieo tendera, fit aaintainad a liat of potential ooppliora — 
about 13-20 coa^aniea — which ara notified of ita tondara 
through tolas aaaaagaa. Typically, tha cl'oaiag data of e tender 
waa within a weak of tha day of notica. 


Sugar tondara diffared from rice tondara in a maker of raapaeta. 
Heat aignificantly, F4T bought ita augar on aa "any origin* 
baaia. While tondara for rice and corn ware for O.S. product to 
be financed under tha OSH program, ,«T did not limit ita 
purchaaea to O.S. origin. During tha period under rowiaw — 
IMS-1901, 0.0. esport augar waa trading at a aignifieant pranium 
to tha world market. ,ST waa dearly aware of thia price 
proa Iw evaluation doaimanta reviewed uniformly contained a 
reference to tha prevailing London apot price for refined augar 
which POT aaid that it eonatantly monitored. r*T bought O.S. 
auger only where it determined that tha pruaioa that it had to 
payfer 0.0. augar waa justified by tha advent agaa aaaociatad 
with oSH-guaraateed credit. Where, ia tha evaluation of rsT, 


the 


O.S. price waa too high 
fron othar origins. 


it would 


on a cash baaia 


Another difference in the t 
purchased only tha anounts for 
onlihe the ease of rice — whore 
in assess of those originally 
r«y tendered for and pu rch ase 
Oft ant lass, it purchased for 


that rs« typically 
it had originally 

wall 

ia t or notice — 

lei 

nuavary and, therefore. 
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*a* operating in ths •quivalant of the spot aarkat . Indeed, aa 
ntnt ionad abova, whan determining the level of prasius it was 
paying for U.S. sugar, F4T analysts spposr to have gauged U.S. 
bids against tha daily spot prica in tha London sarkat. 

Finally, tha sugar tandars diffarad from tha rica tenders in that 
thara were ganarally wary few U.S. participants . Although tha 
rtT suppliar list containad a number of U.S. supp liars, in tha 
casas wa reviewed F4 T received bids from only ona or two 
companies of faring to supply U.S. sugar. As a rasult, P4T' s 
dacision to purchasa was oftan a choica not bat w as n dif farant 
U.S. offers# but batwaan a highar U.S. prica offer on da far rad 
paynant tarns and a lowar third country pries on cash pa yn a n t 
tarns. 

Xn son casas# F4T received only ona responsive bid to its 
tender. When that occurred, and if F4T fait that its supply 
raguirasNts made it urgent that it purchase anyway# the tender 
changed into a prica negotiation with the single bidder. Sven 
where there was more than one bidder# F4T ap pe a rs to have 
countoroffered or asked for a revised bid fros participants 
almost as a matter of course. As a result, participants in tha 
teoders aware of this practice could have bid very high prices 
initially# knowing that they would invariably get another chance 
to obtain the business. 


CMt-102-10739 * gaH-102-10734 

On April 21, 1994, FIT iin«d • notie* of it# intention to 
purehaae 12,000-14,000 NT of white refined sugar for May 1904 
■tilrr.nt f(T record# indicot* that approximately 14 potential 
•opplier# were informed by t*l*x Manage. Two dif farant wiiooi 
of the invitation war* aant. 0.4. conpaaia# war* aakad to tender 
offer# with paynant financed under tb# OM program non-O.S. 
c onpani — war* naked to tende r on deferred pa yn a nt tarn# of at 
leoet om year. Closing data for tbe tender wa# April 23, 19#4. 
Two O.S. c onpa ni ## and four «ur op*an Oc e a ni a# re open dad with 
bid#, five other ooayaniea reeponded that they would not 
participate. 

Tb* following bid# was* received and conaidared: 
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Company 

Cash Price/HT 

Crtdit Pzlst/HT 

Credit Terse 

360 days FOB 
Cash fraight 

Airahba 

9238 (Aqaba) 

9295 (Aqaba) 

SCOA Int'l 

9228 (Iskan.) 
9232 (Aqaba) 

9285 (taken. ) 
8290 (Aqaba) 
9305 (Zsken. ) 
9312 (Aqaba) 

360 daya FOB 
Cash fraight 
360 days FOB 
Cash fraight 
S40 days FOB 
Cash fraight 
540 days FOB 
Cash fraight 

Ouffus 

9231 (Xakan. ) 



Cargill 


9303 (Zsken.) 
9327 (Zsken.) 

360 daya FOB 
Cash fraight 
720 daya 
Caah fraight 

Znt'l farmers 
tetrad* 


9262 (Any fort) 
9292.49 (Zskan.) 

3 yrs (GSM) FOB 
Caah fraight 
3 yrs (GSM) FOB 
1 yr fraight 


FST official* provided us with a copy of Um eoapotitive study 
that was conduct od and presented to Its cenn&ttoo for decision. 
The coonittee directed riT to seek n egotiations with tetrad* for 
a lover price. Through a series of teles offers and counteroffers 
over the following five days, a final contract price of 
9299.00/MT, C4f Xskonderun was achieved and agreed upon. 

essentially, tetrads' s offer of 9239.00/Mf* CSV Zskandorun on 
thro* years daferrod pay n a n t terns r e pres e n ted an IX* prieo of 
9229. OS/NT, and freight at 929.93/Mf on on* year deferred paynant 
toms. As such, tetrad*' s offer re pr ese nt ed not only the lowest 
CAT offer* but an rod price that was lower than any of tho cash 
roa prions quoted by other participants in the tender. In 
addition* the credit terns offered by tetrads — 3 years fOb 
financing under CUM, and on year freight finan cin g — was clearly 
the nest attractive financing package offered. 

0«OA analysis indicates that tha tetrad* offer was approsinately 
919/MT higher than its replacement cost, fOb basis (as indicated 
by its stvplier invoice), and appr ori nst ely 912-14/Hf higher than 
a benebnark world price, fit do assent s indicato that their 
conpotltlve analysis* at tha tins of tha purchase* also indicated 
that the tetrads price was 912/MT above a benebnark world prioe 
(based oath* London spot > priced of 9217/MT on April 23* 1999* 
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Nonetheless* F4T officials told us that they felt the Kntrade 
offer was very advantageous in that market for a number of 
reasons: (1) it was a deferred payment offer lower than the cash 

offers in hand; (2) they had been receiving bids for U.S. sugar 
at $50-70/MT above the London spot price, while the Kntrade offer 
was only $12/MT above that price; and, (3) the offer contained 
freight financing. As a result, F4T inquired with Kntrade about 
providing a second cargo of 12,000-14,000 MT at the same price, 
and Kntrade accommodated. These two cargoes were registered with 
CCC under guarantees GSM-102-10735 and GSM-102-10734. 


GSM-102-55243 

On Deceefcer 14, 1986, F4T issued an invitation to its list of 16 
potential suppliers to bid on the supply of 12,000 to 14,000 MT 
of white refined sugar, with a shipment for Jan/Feb 1987. The 
request was sent in two forms: U.S. suppliers were asked to bid 
payment terms under the GSM program; noo-U . 8 . suppliers were 
asked to bid on deferred payment of at least one year. Closing 
date for bids was December 17, 1986. 

Fst received only three bids from the trade, two of which were 
from U.S. suppliers proposing sales guaranteed under GSM. The 
bids were as follows: 


SSKIBK 

roa »rlca/HT CIT ,rloa/MT 

KSflNBL-XraS 

SLOL 

$189 

(Xakaa.) 

Cash 

$194 

(Jkqaba) 

Cash 

Cargill 

$240 

(Xakaa.) 

9 yrs. (GSM) roe 
1 yr. freight 

Kntrade 

$294 

(Xakaa.) 

3 yrs. (GSM) roe 
1 yr. freight 


$260 

(Aqaba) 

3 yrq. (GSM) FOM 
1 yr. freight 


F4T rejected SLOL's offer because it failed to provide any 
financing whatsoever. Zt attempted to negotiate a more favorable 
price with Cargill, but Cargill refused to lower its offer. 
Cargill, whose original bid indicated April/May shipment, did 
-m*- one concession by agreeing to move ship me nt date to 
February. FST then booked one cargo at 9240/MT, C4F Zskenderun, 
which represented allocations of 8220/MT FOG and 620/MT freight. 
This sale was eventually registered by Cargill with CCC under the 
GSM trrmirip and assigned guarantee GSM-102*99091. Cargill 
registered the port value as 8218.03/MT* 
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At ths s«M time# F4T also continued negotiations with Entrade 
for a lower price. In a telex exchange over the next sevaral 
days# Entrade eventually agreed to a lower price of either 
5244/MT# C4F Xskenderun# or 9249/MT C4F Aqaba# destination at 
buyers option. This cargo was booked for Iskenderun, but later 
diverted, while in route, to Aqaba with an agreed upon price 
adjustsMnt to 5244/MT. This sale was registered with CCC and 
issued guarantee G3M-102-33245; Entrade reported the rOB value as 
5229 . 50/MT# which would allow 917.90/KT for freight. 

On or about January 25# 1997# F4T sent notice to its list of 
suppliers of its intention to purchase 12,000-14# 000 NT of white 
refined sugar for March delivery. Again, F4T asked its suppliers 
to bid deferred payment terns under G3M (or, if a non-U. 3. 
supplier# deferred terns of at least one year) for the FOB 
portion of the transaction. F4T also sought freight financing. 

Only three conpanies sent any response. One of those, Rionda# 
replied only to say that it would not participate. The other two 
participants were Cargill and Entrade wh ose bide were as follows: 

am w tric«/iiT sit, rtia/in iuhl&bi 

CttylU *290 (Xskea.) Cash 

Batrada 92M (laken.) 3 fra. <QSN) roe 

1 yr. fr«i(M 

r«T ianadletely eliminated tha Cargill Cor too roaooa a : (1) a 
eaoh oCCor higher than Entrade' a offor oo dsferred tana; and (2) 
Cargill of farad for JUly/Aagust delivery instead of March 
delivery aa indicated in tender ar-ou aoa ee at . 

Thus ray had only Batrada' a bid to consider. rtT aagotiated with 
But rarta for a prioa reduction ia a aeries of awcihanaaa betwee n 
January 2B - 31, 13B7, arriving at a final transaction price of 
32B2/MB# C«r Aqaba. Allocation of this prioa was 3243/MT for tba 
rOB portion, aad 919/M T freight. 

ray's file docueaata indicate that its evaluation of a benchaark 
price for sugar at that ties was $21t/Mr, b a a ed oo tba prevailing 
spot prioa. rif officials captained that their decision 
to purchase the sugar at a praniun of *40-30/111 over the London 
spot prioa for several reasons : <1) they had only two bids of 
which Batrada' a was the lower; (2) Batrada offered total 
financing; (3) rtT had aa i ana diets need to purchase aad could 
not wait; aad (4) the aarket was very volatile aad r*y feared 
large iaereases ia pries. 
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(2) Arrival .t D..tin.tioo 

The second topic of discussion between the delegations was the 
issue of proof of arrival at destination. USDA noted that# as a 
result of the investigation in Atlanta, there had been questions 
raised as to whether the commodities purchased by Iraq under the 
GSM program had arrived at their intended final destination in 
Iraq. USDA explained that it had two goals in the discussions: 
first, to document whether shipments made in the past, in fact, 
had arrived at destination in Iraq; second, to understand how 
Iraq's overland shipment system worked so that a system could be 
implemented if documentary "proof of arrival" were made a program 
requirement for all transactions in the future. 

Geographically, Iraq is almost entirely landlocked with the 
exception of a narrow landlink to the Persian Gulf in the south 
of Iraq near the city of Basra. During the Xraq-Xran conflict, 
the Basra area was the center of some of the most intense 
fighting, and the port facilities around Basra were effectively 
closed to international shipping. As a result, Xraq was forced 
to make arr an geme n ts to operate through foreign ports on the 
Mediterranean or Bed Sea in Turkey, Jordan and Saudi Arabia, and 
to bring commodities overland by truck to Xraq. Shipments were 
made primarily through the ports of Aqaba, Jordan, and Mar sin and 
Xskenderun Turkey, with a small volume imported through Yenbu, 
Saudi Arabia. 

USDA noted that, in the course of~its administrative review of 
the program, it had inspected both bank and exporter files for a 
number of GSM-guaranteed transactions where shipment had been 
made to Xraq through those foreign ports. In almost every case, 
the records d o c xmm nt ed shipment as far as the o ce an port, but 
contained little or no record of the overland portion of the 
shipments to Xraq. 

GOX officials expressed surprise that proof of arrival was an 
issue. They explained that Xraq maintains a vary rigorous system 
of tracking shipment of agricultural commodities from the foreign 
ports to their destination in government stores in Xraq, and 
offered to provide whatever docume nt ation was r eq u i r e d te satisfy 
USDA's inquiry. 

According to QOX officials, the transportation and accounting 
system works as follows: 


Agricultural cnmmodltlas purchased from the United States are 
off- loaded at the ports and consigned te representatives of the 
Iraqi Ministry of transportation (HIT) . The XMT has arr ange me nt s 
in each of the ports for unloading and transportation overland to 
Xraq. 
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In Jordan, Iraq has antarad into annual contract# with several 
companies, but most of tan with a European- Jordanian joint venture 
haadad by Gearbulk. That joint vantura oparataa a floating pier 
operation which unload# tha contant# of #hip# into a floating 
vessel, and than off-load# tha contant# into a flaat of truck#, 
with capacity of 30-50 MT aach, opa rat ad by ZHT. A# tha truck# 
are loaded, a trucking manifest i# praparad identifying tha type 
of commodity, quantity, #hip, data of unloading, name of driver, 
and truck number. Tha truck# than proceed through Jordan, and 
are checked through Iraqi cuatoa# at tha Al-Rabhat cuatoa# entry 
point. At Al-ftahbat, li#t# are maintained by shipload. A# aach 
truck clear# through cuctoai, a copy of tha truck manifest i# 
collected, and tha truck'# entry i# recorded on a list maintained 
for the particular shipload. The original copy of the truck 
Manifest is endorsed by customs officials, and the truck than 
proceeds to a government clearing house on the outskirts of 
Baghdad. At that point, the trucking manifest information is 
recorded on a second list of shipments received from the 
particular vessel. The truck is then assigned to a government 
store or storage facility, than the truck arrives at the storage 
facility, the manifest is again endorsed by the facility operator 
to indicate final arrival at destination. This manifest then 
serves as a record of arrival at final destination. 

Mhile in Baghdad, the 0801 team also met with representatives of 
the OMsbnlkrlBd. joint venture who told us that they kept 
eoagfiiterlsed records of each shipment received, and of the truck# 
that were loaded from each ship. These records are maintained in 
their offices in Amman, Jordan, and they offered to make these 
records available to 0801 at its request. 

The system operated in much the same fashion in the Turkish 
ports, except that the trucking services were provided by private 
Turkish truckers under contract. The Turkish program operated 
according to the provisions of the Xreql-Turkieh transportation 
protocol under which Iraq wee provided credit facilities for the 
inland freight portion of the transactions through the Turkish 
Central Bank. On of the features of this arrangements we# to 
permit Turkish carriers to obtain the trucking pertion of the 
business. Trucks proceeding from the ports at Mars in or 
Xskemderua entered Xraq at the customs post in the north of the 
country, and either were directed to government stores in the 
north of Xraq, or pr oosadad to the gove rn me nt clearing station 


001 official. esplaiasd that fa ca ae nt atloo to aatabliah tha ^ 
utinl of all ahipaaata lata ItH was available* hot that it 
Involved literally thooeaad ef doow a nto doe to the fact that 
Wrv lane wadity ahipaaata (10,000-25,000 MV par vassal) had 
to bo traoapartad I*!*** 4 by trucks with oapaoitias of 30-50 MV 
••oh* thoo, eeeh ahlpaant would Involve ^ troch^oaaifoota and 
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inability of the USOA tua to attaapt to chock and audit thio 
hug* number of docuMnti (all of which art in Arabic or Turkish 
USDA raquaatad G01 to provida aaaplaa for apacific i hi p aan ti of 
tha truck mani fasts, tha customs claaranca documents, and tha 
custom ship/truck lists. Thosa samp las vara provided and will 
translated and reviewed. 


3 . After-Sales Service 

Tho USDA taam olao roiood tho issue of so-called "after-sales 
ssrvics" with 001 officials. As background, USDA notsd that, d 
to sons cowplainta that had boon received from aaportara, USDA 
had initially raisad this issua with QOX initially during 
discussions in Movaaber IMS. At that tiaa, USDA bad baan 
informed that at laast ona Iraqi stata trading enterprise had 
baan rout inaly roquo sting that exporters provide aithar cash 
rabatss or goods, aithar in tha fora of additional eoanoditias 
non-agricultural itaas, as so-eallad "after-sales service" in 
connection with OSM-guarantaad transactions. At tha tiaa, USDS 
notad its objection to this practice and asked QOX to taka acti 
to stop such requests. 

In the naatr of 1M*, USDA received inforaation froa several 
axportars that they ware continuing to raeaiva r equests for 
"nfter-saleo" sarriea. That inforaation indicated that the 
requests ware either that successful bidders utilise designated 
Iraqi shipping coapanies, or that, the ocapany provide additions 
goods in connection with the sale. In one ease, USDA obtained 
copy of a "broadcast" talas, apparently seat to a mU s r of 
coManiaa doing GSM business with Iraq, requesting after-sales 
service in tha fora of trucks and truck parts. 


USDA iaaadiately issued a notice to exporters dearly restating 
USOA policy on this .* ssue, and notified QOX of its objection tc 
this practice. During consultations in Movaaber, 1M9, USDA 
so ught a fira coaaitaant froa QOX that it would and tha practic 
At tha conclusion of thosa aaetings. Deputy Minister of Trade J 
Obaidi gave assurances that all Iraqi enterprises would be 
instructed not to request or a cc ept after-sales service in 
connection with Q8M transactions. 


or 


At the neetiags in Baghdad* USDA iaforasd QOX 
that, although it bad received no additional 

information that requests for after-sales oervit 

by Iraq since the MiitmI) rr meeting, it wished to obtain: (1) 
formal assurances the practice had bean eliminated with 

respect to CCC transactions; (2) information about any iastanc 
laths past in which after-sales services had baan requested bj 
Iraq and provided by exporters. 


DMutv Minister Al-Cbaidi 
had i ssued a directive to all 


with i sonant to the first request, 
stated that the Ministry of Trade 
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purchasing entities instructing the* net to engage in this 
practice with respect to any CCC guaranteed transactions. Mr. XI 
Obaidi provided a letter to Mr. Dickerson formalising this 

assurance. 


Mith respect to past instances of after-sales service, OSDA 
eaplained that, although CCC' s regulations do not specifically 
forbid a purchaser fro* requesting after-sales service, the 
regulations do require exporters, when registering export eales 
for the purposes of obtaining GSM guarantees, to report the port 
value of the sale, net of any "discounts or allowances." USDA 
explained that additional consideration, in the for* of after- 
iiUi service would be considered an "allowance or discount", and 
that the failure of an exporter to report a net value would 
violate prograa requi r e * a nt a . After so*e discussion of this 
issue, GOI agreed to provide, and later did provide, a list of 
instances in which after sales services were requested and 
provided. That list has been provided to U8DA-OIG for further 
investigation . 

4. Imposition of Snecial Taxes 

Very recently, 08DA received a complaint fro* exporters that GOX 
was attempting to require 0.8. exporters to pay a "sstaap tax" in 
connection with G8M sales. According to inf exaction received, 
the tax was an internal tax required by the GOX to be levied on 
the issuance of certain classes of official and ee** erelal 
document s, including the opening of commercial letters of credit. 
Xt was unclear, fro* the information obtained fro* the exporter, 
how significant this tax obligation was. 

om viewed this tax as a strategy by GOX to generate innodiate 
hard currency. Moreover, USDA was concerned that exporters, 
ntjeot to this requirement, would sine'** in c rease the cost of 
the coModity to aeconaodate this addii~~_al obligation. Because 
this tax appeared to be the legal obligation of the purchaser, 
who was responsible for opening the letter of credit, OSBA 
considered the payment of such a tax to be "an allowance or 
discount" within the of the GW regulations, requiring 

the sweeter to net the value of the tax payment fee* its 
c on tract price whs* reporting port value for purposes of the GW 


informed the GOX 

practice for several r ea s ons: <1) 
Imposing a tax on itself .. 
aa attempt to pass this tax 
device to use the GW . _ 

practice simply added additi 


'it 


to 0*. 8. agricultural exports; and 

situation where 0.8. exporters 

Imrenrlooallr or inadvertently, violate ] 


that it objec t ed to this 
the pfactioe of a gove rn me n t 
to be a sham transaction; <2) 
to 0.8. ewsrters appeared to be i 
to generate hard currency; (3) the 
cost to the pr ogr a m witl 


(4) 


practice 
either 


ithout any 
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requirements. USDA aiktd GO I to intervene immo diatoly to put 
end to this practice. 

Zn tho diacuaaiona in Baghdad, representatives of GO I providec 
USDA with an Arabic - language copy of the decree iepoeing the 
stamp tax in question. GOT representatives insisted that the 
was a legitimate tax, and was levied even in cases where 
government enterprises were involved. They noted that the lav 
imposing the tax did not stipulate precisely who was responsit 
for the tax, only that a tax should be imposed on certain 
transactions . They did agree, however, that the tax was an 
internal tax, and that the responsibility for payment would 
normally fall upon the purchasing entity opening the letter ol 
credit. 

Deputy Minister Al-Otoaidi stated that the QOX had considered t 
objections of U8DA, and a decision had b ee n made by QOX to ext 
GSM transactions from the application of the tax. Me stated t 
officials of the GOX were still working on the precise legal 
mechanism for creating the exemption, but that all government 
purchasing entities had been instructed net to request or reqi 
the payment of the tax in cases of QM transactions . Xn the 
letter to Mr. Dickerson, Mr. Al-Obeidi formalised this 
commitment . 


At the conclusion of the meetings, QOX officials provided USD! 
with copies of the documents that” had been r e q ue s ted in the 
meetings, and a final copy of the letter of ccmmitmant signed 
Mr. Al-Obaidl. 
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Ax a result of its administrative review, end its analysis of 
bank, exporter and Iraqi records, U3DA has reached icae initial 
conclusions about past conduct of the Iraq GSM-102 proyru. They 
are as follows: 

(1) OSDA analysis indicates that during the period 1985- 
1987, sale prices to Iraq for corn, rice and sugar under the GSM- 
102 program were such higher than price levels in other markets. 
Price levels paid by Iraq appear to be at least 910-20/MT higher 
than benchmark world prices for rice and corn, and 81S-40/MT 
higher for sugar. Consistently high bid prices in the public 
tenders reviewed suggest that exporters perceived Iraq to be a 
high risk market during the Iraq-Iran war. In addition, Iraq's 
policy of seeking freight financing which few suppliers were able 
or willing to provide, also appears to have raised prioe levels. 
In the case of sugar, it appears that the tight supply of refined 
sugar that could be certified as 0.4. origin, as required under 
the GSM program, also accounted for a substantial portion of the 
high prices bid. Records indicate that than w ere very few 0.3. 
suppliers participating in the Iraq GSM market, and all were 
bidding high prices. 


(2) In some of the higher prioed t ran sa ct lens, a portion of 
the high r epo rt ed POM prices — ap proximat ely 18-10/MT — 
represented an artificial reallocation by the e lector of either 
freight coats or fnight financing ebargaa. In at least two eases 
reviewed, it is dear the 408 prioe repo r ted by the exporter 
(Intrude) to CCC for guarantee purposes was 44-10 hi g h e r than the 
POM portion of a CAT bid made by that exporter to by Iraq. In 
two other eases, the POM prioe r eported to CCC by Intrude was IB- 
10 K4 fl K — than Iraq's POM coun t e n f f or ♦ Iraq agreed to the 
request of the exporter to open POM letten of credit at these 
hinher prices. Zt appears that this “allocation* technique was 
used to shift some of the freight financing of a CAP ado to the 
Ion guaranteed by CCC daring a time period in which CCC did not 
permit financing of freight under its guar a n t ees. Inaccurate 
Xafor—Mlen may have boon submitted to CCC in connection with 


O) the MM s^in 1st rati ve review u ncove r ed no ev id e nce 
to suggest that there has beam diversion of nommcditlss sold to 
Iraq. The lack of "proof of arrivd" la either bonk or exporter 
records appears to bo linked to the co m plexit y of overland 
shipment system that Iraq had to develop after its Basra port was 
oipssrt daring the height of the Iran- Iraq war. Although it 
appears that Iraq maintains records to es ta b li s h proof of arrivd 
fit (tt OSH purchases, noted confirmation of this would involve 



552 


0<X - t i 


the translation (from Arabic) and compilation of litarally 
hundreds of documents including trucking manifests, customs 
documents and warehouseman lists. 

(4) On several occasions during the period 1907-1909, sta 
enterprises of the Government of Iraq appear to have requested 
"after sales services" from U.S. exporters, either in the form • 
requests for additional agricultural products, for non- 
agricultural products (e.g ., truck parts or tires), for cash 
rebates or discounts, or for use of designated Iraqi shipping 
companies. Iraq has identified several exporters who apparentl 
provided after sales service in response. At this juncture, 
additional investigation is merited to determine the precise 
extent of this practice. The information already obtained has 
been turned over the USDA-OIG with request for further 
investigation. Iraq's Deputy Minister of Trade has provided CCC 
with a letter confirming that the Government of Iraq has 
instructed all of its state enterprises not to request or accep 
after sales services in connection with any future GSM contract 

(5) Iraq has also requested some exporters to assume 
responsibility for paying a domestic Iraqi "stamp tax” in 
connection with GSM transactions . Ira q' s Deputy Minister of 
Trade has confirmed in a letter to CCC that Iraq has changed it 
policy and will, in the future, specifically exempt GM 
transactions from application of this tax. 


The results of this administrative review suggest that OSDA 
conduct additional inquiry in two key areas: first, the extent 

and precise reasons for high pricing in certain transactions; 
second, the extent to which ” after-sales services” have been 
provided in connection with GM-guaranteed sales, and whether t 
port values of those sales were prc^erly reported when GSM 
guarantees were sought. Mote that Lois a dmini strative review 
proceeded on limited information regarding the ML invest i gat io 
in Atlanta and focused largely, although not exclusively, on 
transactions by one exporter. Additional information is being 
developed in the course of the ML investigation in Atlanta whi 
may shed further light on these and other GM program issues. 
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This hearing record contains a chronology of documents ralatad 
to tha National Advisory Council on International Monetary and 
Financial Affairs' (NAC) consideration of Departsent of Agriculture 
credit guarantees for Iraq. The NAC is an inter-agency group 
responsible for the policies and practices of agencies that provide 
financial assistance to foreign countries. Official NAC membership 
is limited to the Treasury Department (which chairs the panel) , 
Federal Reserve, State Department, Agency for International 
Development, Commerce Department, Export-Import Bank, and the U.S. 
Trade Representative. While it is not an official member of the 
NAC, the Department of Agriculture (USDA) submits all of its credit 
and credit guarantee proposals to the group for consideration. The 
NAC's decisions are technically not binding. However, USDA has 
never proceeded with a program that was voted down by the NAC. 

The document chronology begins in 1983, when the Department of 
Agriculture began issuing credit guarantees to Iraq through the 
General Sales Manager (GSM) program. During the 1980 'k, the GSM 
program for Iraq grew steadily in size, reaching the $1 billion 
level by fiscal year 1988. The documents show that the program's 
size was consistently opposed within the NAC by the Treasury 
Department and the Federal Reserve. Those agencies believed that 
Iraq's awful record on debt repayment (which included numerous 
delinquencies on loans guaranteed by another government agency, the 
Export-Import Bank) made the program's level too risky for the U.S. 
taxpayer. However, the Department of Agriculture — with the 
strong support of the State Department — always was able to secure 
a majority of NAC votes to approve its proposals. The documents 
reveal that the State Department pushed for high levels of U.S. 
financial assistance for Iraq even though that country was not 
creditworthy, was abusing the GSM program, and was known to be 
developing weapons of mass destruction. 

Iraq's atrocious human rights record never proved to be a 
major stumbling block to the Agriculture and State Departments ' 
efforts to increase its allocation of credit guarantees. Even in 
1988, when Saddam Hussein used chemical weapons to murder 5,000 
Kurdish civilians, the Reagan Administration decided to continue 
providing Iraq with over $1 billion in guarantees. Copies of human 
rights reports on Iraq are contained in this hearing record. 

The August 1989 raid on the Atlanta branch of the Banca 
Naxionale del Lavoro exposed a fraudulent scheme to loan billions 
of dollars to Iraq. Many of these loans were guaranteed through 
the GSM program, and the criminal probe uncovered evidence that 
Iraq was abusing the program. Concerns about the BNL scandal and 
about Iraq's still-deteriorating creditworthiness were overridden 
in the NAC, however, when the State Departsent announced that 
President Bush had signed a directive mandating closer political 
and economic ties with Iraq. Using the President's secret 
directive as a justification, the State Department won approval for 
another $1 billion program for Iraq. 
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OR RAC USB ORLY 


National Advia ory Coun cil 


Action 83-54 
February 1. 1983 


Subject: CCC - Proposed >230 Million Blended Credit Ftotrie 

— ireq 


Action : 

The National Advisory Council advisee the Department of 
Agriculture that it offers no objection to the following 
Blended Credit Program: 

(8 Millions) 

Amounts: CSM-5 Direct Credits 46.0 

GSM- 102 Guarantees 184.0 

230. 0 


Purpose: 


Terms: 

Proposed Export 
Authorization 
Period: 


For a Blended Credit Program cover- 
ing export credit sales of U.S.. 
wheat, barley, eggs and rice, corn 
seed, soybean meal and protein feed, 
secured by foreign bank letters of 
credit* 

Three (3) years 


Through September 30, 1983 


The foregoing is the text of an action of the 
National Advisory Council on International Monetary 
and Financial Policies approved on February 1, 1983. 


Eobert 8. Watson 
Secretary 


Neferences : 

NAC Document 83-22 

Staff Committee Minutes 83-5 and 

i. 83-6 
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DEPARTMENT OP STATE 

• (. MM 



TO: 

FROM: 

SUBJECT: 


February 3* 1983 

EB/FPG 

L/EB 

CCC-Blended Credits for Sal# of 
Wheat to Iraq and Syria 


At your request* 1 have attempted to identify statutes 
which may restrict the authority of the Commodity Credit 
Corporation to provide financial assistance for certain 
transactions with Iraq and Syria. This assistance would 
provide favorable financing by means of the blended credit 
program for the sale of wheat to these two nations. 

My legal research did not Include evaluation of the 
authority to provide blended credits generally. Rather, 
my search was limited to identifying restrictions which 
would specifically apply to Iraq and/or Syria. However. 

1 did speak to of 

the U.S.D.A. General Counsel's oznce to assure myself 
that they had carefully evaluated the general authority 
of CCC in this area. 


1 reviewed the following statutes: 

(1) Co m modity Credit Corporation Charter Act: 

(3) Omnibus Reconciliation Act of 1883; 

(3) Export Adminstration Act of 1978: 

14) Foreign Assistance Act of 1981* as amended: 

(5) Foreign Assistance Appropriation Act of 1979. 

X also reviewed the index of Legislation cm Foreign 
Relations Through 1981 in an effort to identify other 
pertinent statutes. 


os stats 
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- 2 - 

To the boot of my knot* lodge, listed statutes would 
constitute the sources for any restrictions applicable to 
transactions with specific nations such as Iraq and Syria. 

My review indicates that none of the statutes would bar 
or otherwise restrict the contemplated transactions. They 
are either totally silent with respect to country-specific 
restriction (i.e., numbers 1 and 2)s dependent on an existing 
list of countries to who* exports are barred (i.e., number 3 ) ; 
or dependent upon the use of appropriated funds (i.e., numbers 
4 and 5) . 2 note that my determination regarding the Toreign 

Assistance Act of 1961 is based upon the opinion of 

that 

that Act is inapplicable, with which 2 concur on the basis 
of my independent review. 2 also note that .my determination 
is based upon the indication of ~ .that the blended 

credit program does not involve appropriated funds, but rather 
draws upon the non- appropriation borrowing authority of CCC. 



7 


u c 


USE 0HL7 

National Advisory Council 

On I n Nrnatlonal Momtvy and F i na ncia l Pol l c l aa 


Action 83-92 
March 2. 1983 


ijact: CCC -^Proposed $33 Million Blended Credit Program 


Mon: 

The national Advisory Council advises the Department of 
culture that it offers no objection to the followlna 
idad Credit Program amendment: ^ 


Amounts: 


Guarantor: 


Purpose: 


Tens: 

Proposed Bxport 
Authorisation 
Period: 


($ Millions) 

GSM-5 Direct Credit 7.0 
GSM-102 Guarantees 28.0 

$3570 (amendment) 

Rafldlan Bank and other eligible 
banks 

a 

Por a Blended Credit Program cover- 
ing export credit sales of U.S. corn, 
hybrid seed corn, soybean meal, end 

? roteln concentrate, secured by 
oreign bank letters of credit 

Three years 


Through September 30, 1983 


The foregoing Is the text of an action of the 
National Advisory Council on International Monetary 
and Financial Policies approved on March 2, 1983. 


Robert S. Watson 
Secretary 


- r document 83-71 


iff Committee Minutes 83-10 
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™ National Advisory Council fiSSSr'B* 3 

On Inaama ti onal Moe sary and nmnW MWn 


5<d>ject: CCC - Proposed $130 Million Eggort 

Gua rmto rrogr« 

— Iraq 


Action : 


Tbo National Advisory Cowell advises tha Department 
f Agriculture that It offers no objection to the follow- 
ng GSM-102 export credit sales guarantee program 


Aaount: 

Guarantor: 


$130 Billion 

kafldlan Bank and/or other eligible 
bank 


Purpose: 


Proposed Export 
Authorisation 
Period: 


For guarantees covering export 
credit sales of wheat (3100 Billion) 
and tobacco (930 alllion) secured by 
foreign bank letters of credit 

Three (3) years 


Through Septeabar 30, 1984 


The foregoing is the text of an action of the 
National Advieiwv Council on International Monetary 
and Financial Policies appr o ved on August 30, 1983. 

lob art 8. Vatson 
Secretary 


keferencea : 

MAC BocuSht 83-295 

Staff Coaalttee Minutes 83-36 
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Assistant McrtUcy Hu 1 ford 


LJ 

ACTION 


I I | KX ) 

•AIEFINO INFORMATION 


JCO ' 5 


mOM: ^ 


•UBJtCT: 


DMlot Credit for 


Iraq rootr Station 


Iraq Pouer Project 

niobink denied • request Cron Meetinghouse to support 
•sports totaling list Million for a thermal pouer station 
nsar Al Nussalb in Iraq. Bxlmbank roasonsd that tha transa 
tion did not nsst tha legislative roqulrsnsnt of "reasoned) 
assuranca of repayment" ba causa of (1) country financial 
conditions brought about by tha var with Iran, and (2) irt cer- 
tainty that financing could ba arranged for the remaining 
M2J Million in project costs. Sfetb and argued mildly 

in favor of tha transaction tor political SNA ' commercial 
reasons. 

has da cl dad against offering medium-term and 
long-term support in Iraq, unlees some font of external 
security is arranged. £-* ,VhA#»<( be 1 lavas that axtamal 
security can and mill ba arranged for projects crucial to 
Iraq such as tha proposed pipeline. 
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NAC Netting $4-42 
October 16 9 19$4 

Page 1 


(h) Iraq - Blended Credit Program - $30 Million (Wheat 
Plonr) (NAC Doc. S4-l$f) 

The € ' representative reported that negotlatlone 

with the Iraqis warn underway, an Important elenant of which 
had bean explaining tha current U*S* guideline# on the uaa of 
agricultural export credit subsidies, which had bean adopted 
olnce Iraq lent received ouch a credit* Be explained that 
Prance had established itaalf as a supplier of f lonr to Iraq 
through subsidised prices* On quality grounds, Iraq would 
prefer U*$* hard damn wheat flour. 

Tha representative pursued a series of questions on 

the Iraqul flour market end the nature of Prench competition, 
on which the representative pronlsed to supply 

available Information* 

The ^^'y^^^epresentatlve asked If the proposed credit 
for Iraq was not aimed mope at narket penetration than preserving 
market share* representative replied that the 

purpose of the proposal covered both those objectives* It was. 

In any case, clear that Iraq was Increasing Its Imports of 
flour. Also In response to a question from , the 

representative said that Jamaica was a possible 
additional candidate for e blended credit program* 

i/yttcmK 

The .# representative raised the question of Iraq*# 
projected debt aervlce ratio, but elicited little reaponse on 
this natter at the meeting* 

further discussion of the proposed blended credit for Iraq 
was deferred until the next meeting, when votes on the proposal 
were called for* 
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FOR 


Memorandum 


□ 

ACTION 

llwf 

TATS: 


□ 

BRIEFING 

17 1984 


□ 

INFORMATION 


FROM:. 


I 


SUBJCCT: CCC Export Credit Seles Guarantees to Iraq 

This is to inform you that the Department of li 

proposing that another $30 million In CCC export credit guaran- 
tees be made available to Iraq in py IMS — on top of the $633 
million already agreed to — and to seek your guidance on a 
recommended position. [Iraq's access to CCC credit guarantees 
has grown rapidly over^Clie past t hre e years# and has done so 

with the strong support from g v“J The matter,, 

comes before the MAC on Tuesday, Oct ooer~77Z — J 


Iraq's economic situation remains somewhat clouded by the 
continuation of the jcur with Iran and soft prices in interna- 
tional oil markets. ( Over the past three years, Iraq has run up 


• cumulative current account deficits totaling an estimated $40 
ftjtcXblllion. These deficits have been financed by drawing down 
^ foreign exchange reserves, foreign credits — primarily from the 
;a1)jL^Arab gulf countries, and by rescheduling foreign debts with 
qJp v virtually all official creditors that have diplomatic relations 
™ with that countr y. f *Ravartheleas, Iraq has remained current on 
\ all obligations a 01 the OSG, and its current and medium-term 
^ ft cA outlooks are much more sanguine now than they were just six 
^ months ago^J Iraq is known to be sitting on the second' largest 

reservoir of proven oil reserves aaong OPEC producers, and trans- 
country pipelines now in the works will in two years expand 
Iraq's export potential beyond that which existed prior to the 
beginning of the Iran- Iraq war. 


Recommendation « That Treasury go along with the additional $30 
million, but go on record as not being able to support any further 
increases for this fiscal year until the economic situation in 
Iraq becomes clearer. 


**** * 

Disagree __ 

Amend 


LIMITED OFFICIAL OSE 
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Memorandum 

UNDER SECRETARY SPRIMKEL 


□ □ ' 
ACTION BRIEFING INFORMATION 

OATS: JA f.' 1 v* $5 



•USJSCT: CCC for Bgypt and Iraq 


This la to let you know that , 

pay call you coocarnlng (1) an addrrfon*l~~$SO millTbn*on~ 
one-year terms in CCC for cotton for Egypt and (2) $152 million 
on one-year terms for meat for Iraq. 

We recommend that you (1) support the additional $50 
million for Egypt because of the one-year term, but strongly 
urge^W'^cvt to inform Egypt of our favorable dtclsion until 
President Mubarak visits the United States in March, and (2) 
advise against an additional $152 million for Iraq because 
of our rapidly growing exposure to Iraq and the short-term 
economic difficulties it is facing* 

DISCUSSIOM 

Egypt 
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Iraq 


' With allocations ncndlag M$0 Million in PY 1994 and 
1995# CCC's exposure to Iraq has grown dramatically. G 
la turning down requests iron othar rc—odity groups for 
additional credits for Iraq. Bowever, it is anxious to go 
forward with $192 Million on one-year tarns for nsat largely 
for political reasons. (This would be the first tine that 
neat has been exported under CCC.Jj 


Although the one-year tern being offered for the first 
neat exports undsr CCC would be a nice precedent to establish, 
we would prefer that 9 reduce the allocations for other 
commodities rather than seek an increase for neat. <V is 
reluctant to do so, however, when other connodities are 
already asking for nore. Additionally, ^ staff is doubtful 
that the sale will actually happen because U.S. neat exports 
are generally not price competitive. 


r 


fh, 


Although Iraq has been deferring short -tern payments to 
its other creditors, it has been paying the United States. 

vertheless, given the short-tem econonic difficulties it 
faces, we have strong doubts about its ability to service 
its rapidly growing* debts to CCC. \ 


If ( " p feels that CCC n«**t go ahead with the proposed 
deal for 'political reasons, you nay want to press hin to agree 
that (1) there will be no further allocations for Iraq in PY 
19$S, even on one-year terns, and (2) if the nsat deal falls 
through the allocation will be cancelled! i.e., not used for 
other connodities. 


HtCOWPIDCD POSITION 


Egypt 
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Iraq 


~ Treasury advises against incraasing axposura to 
Iraq# a van on one-year tani. 

— Although Iraq has baan paying tha On i tad States promptly, 
it is deferring avan short -tarn payaants to othar 

era di tort. Ha hava allocated nore than $650 ail lion on 
thraa-yaar tarns to Iraq in both r* 1984 and 1985* 

Oivan tha ehort-tern economic' difficult ias Iraq faces# 
we ara concarnad about its ability to conti nua paying 

ccc. 

— Would it ba possibla to raduea tha laval of goarantaas 
allocatad to othar comaodltias and usa thosa fundi for 

neat? 

(Fallback Position to ba usad only if ___ nakas political 
argument for going ahaad with neat proposal) 

— Treasury would reluctantly support tha proposal providing 
we agree thati 

• Must ba on one year terns* 

• No further allocations for Iraq in FT 1985# avan on one- 
year terms* and 

• Tha $152 million on ona-yaar tams can only ba usad for 
neat. If tha deal falls through it cannot ba usad for 
othar comaodi ties. 
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Memorandum 


liU LJ U 

ACTION BRIEFING INFORMATION 


pm: w. sftiAtjceL wn 'f€boi if# 


sumct: CCC guirantMi for Iraq 


This la to inform you that on January IS CCC announced an 
additional 947 Billion In CCC guarantees for Iraq on 3-year 
terns despite Treasury opposition* CCC staff is bullish on 
Iraq* and there nay be more proposals in the wings* Me 
therefore recommend that you send the attached letter to far-iftni 
7 outlining our concerns about Iraq's economic J 
prospects an£ opposing additional CCC for Iraq* ' 


***** 

On January 15» d dtow called to get your views on 
financing 9192 Billion in neat exporta to Iraq on one-year 
terns* You told hla that Treasury advises against increasing 
exposure to Iraq even on one-year terns and suggested that he 
try to reallocate fron the existing progran to finance nost of 
the neat said he would look into it* but ashed you to 
nnpnldSTsi ■nsir'Inrrsiss in Iraq's allocation because of the 

**dat sector's political clout* 

^ The neat deal fell through, but bolstered by • 

optlnlstlc assessaent of Iraq T s economic outlook, USOA proposed 
to finance 947 Billion in assorted other conmoditles reguested 
by Iraq* Many of the these are high value-added conmoditles 
which are not generally exported under the OSN-102 program* 

A major component of the progran was the financing of about 
100,000 tons of 0.8. refined sugar, to be replaced in the 0*8* 
narket by sugar imports over current quota levels* Although it 
is apparently legal under the current sugar re-export program, 
this seems to us a perversion of the program intended to sap 
Cuba and the BC, which currently supply 79 percent of Iraq's 
sugar, by In effect financing CSI sugar exports* tfithout this 
sleight of hand substituting imports for more expensive 0.8. 
sugar, there is no way that 0*8* sugar would ever be exported* 
financing the deal under CCC will no doubt call attention to it 
and raise the fears of sugar suppliers which are onllkely to 
benefit from the pcogrsai (Brasil, Turkey, and the Philippines, 
for example) that the Belted States has bsgun a program to 
subsidise or dunp sugar exports* 
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Treasury staff voted against ths proposal# re c o— andlng 
that ths sugar be dropped altogether and ths remaining <U 4 U 
9 27-.pl 11 ion .be reallocated fro* the existing program. 

decided to announce the program despite our opposition. 
Iraq is seeking an additional 9100 *111100 for lumber and nay 
ask for sore guarantees for wheat. 

The letter we hare drafted 


- urges that there be no aore sugar financed under CCCi 

- details our concerns sbout Iraq's economic prospects* 

- opposes further CCC Increases for Iraqi and 

- says that you look forward to continued cooperation on 
future problems 

Pe c omm s ndatlon 


That you sign the attached letter 
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Dear 


X understand that CCC recently announced an additional 
$47 million in GSM-102 guarantees on three-year terms for Iraq. 
As you know. Treasury voted against the proposal in the NAC. Me 
recommended instead that the $20 million for sugar be dropped 
and the remaining $27 million be reprogrammed from the 
$$33 million which has already been allocated to Iraq this year. 


X appreciate CCC v s desire to support high value-added 
exports which have not traditionally benefited from the GSM-102 
program. Nevertheless, X regret that it was necessary to 
Increase CCC v s exposure to Iraq to do so. Moreover, while the 
sugar proposal may be technically legal it can be viewed in two 
wayss either we are using GSM-102 to finance, in effect. 
Increased Cbt exports or we are using subterfuge to subsidise or 
dump U.S. sugar on the world market, lie hope this is the last 
time GSM-102 guarantees will be used this way. 

X am concerned also by our increasing exposure to Iraq. 
Iraq’s current and prospective financial situation remains 
unsettled despite its having narrowed its current account 
deficit <vla Import compression of SO percent) and having begun 
two new pipeline projects that promise expanded future export 
capacity, based on our projections, which take into account 
large aid inflows from Saudi Arabia and Kuwait, we conclude that 
Iraq will still come up more than $1 billion short. of its 
exchange needs to amortise the estimated $2.S billion in 
external debt due this y««r. This shortage cannot be made up by 
drawing down reserves# which are believed to be already at an 
irreducible minimum. 


More than a feu bankers and foreign government officials 
close to the Iraqi financial scene are convinced that Iraq will 
be forced to reschedule at least some part of its external debt 
this ysar. Now that we have reestablished diplomatic relations 
with Iraq# we too could be a candidate for rescheduling. 

Iraq’s oil rs venue outlook is clouded. In line with Of SC, 
it Just reduced its oil export price by Sl/bbl# and conditions 
in the oil market may well continue to deteriorate. 
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Nortot«r, tht nttnt to which Iraq can carry through with 
its plana to booat the voluae of lta oil exporta la uncertain. 
While It hopea to roughly double lta export capacity during the 
next two yeara# only the flrat phaee of lta 500#000 b/d export 
pipeline through Saudi Arabia la underway. Sven If lta other 
plpellnee are eventually completed* OPIC night oppoee allowing 
lncreaeee In lte output quota. 

Indeed# for a variety of reaeone Iraq* a oil revenuea could 
eaelly prove Inadequate to neat lte growing appetite for 
laporte# which la etlaulated by doaeatlc political preeeuree 
eeeklng euetalned real econoaic growth. Or# of couree# lte war 
with Iran could woreen — placing even greater deaanda on lte 
dwindling financial reeervee. 

In eua# we believe the financial eltuatlon la Iraq contln- 
uee to warrant a cautionary poeture. CCC credlte to Iraq have 
grown draaatlcally elnce 1SS2. We think It prudent# therefore# 
to oppoee further CCC lncreaeee In FY IMS. 

I look forward to continuing our poet practice of working 
toward actually agreeable eolutlone when probleae euch ae thle 
arlee. 

Sincerely# 

1 *). 


Ih. aonenbl. 

WMblogton, D.C. 20390 
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UNCLASSIFXEB 

Exm *c . n. ferguson * Ann 

S-05-6L 5LL-6ML 
EXin: ROBERT L. CHARAHELLA 


ROUTINE 8A6HBAB 


N/A 

BPRO-. IZ 

RAFIBAIN PAYHENT BELAYS 

1. THREE EXIHBANE INSURE® LETTERS OF CREBIT ISSUEB BY 
RAFIBAIN BANE ARE NON SERIOUSLY OVERBUE. THE U.S. 
EXPORTER i UNIVERSAL HANUFACTURING INCORPORATE® % PRESENTER 
THE APPROPRIATE BOCUHENTS TO HANUFACTURERS HANOVER 
TRUST COHPANY NEW YORE /HHT/ FOR PAYHENT HARCH 11<. IHALA 
HHT RETURNER THE BOCUHENTS TO UNIVERSAL HAREEB 
/NON-PAYHENT/ • APPARENTLY RAFIBAIN HAS REACHEB ITS 
OVERBRAFT LIHIT UITH HHT ANB THUS UNCONFIRHEB LETTERS OF 
CREBIT ARE NOT BEING HO NO RE® • 

2. UNIVERSAL HAS ASEEB ITS LOCAL BANE* VALLEY NATIONAL 
BANE OF PHOENIX i TO APPROACH RAFIBAIN BIRECTLY FOR 
PAYHENT. THE COHPANY HAS ALSO REQUESTER EXIHBANE 
ASSISTANCE IN THIS HATTER. 

3. EXIHBANE UOULB APPRECIATE IT IF POST COULB LOOE INTO 
THIS SITUATION * AS RAFIBAIN HAY NOT BE AUARE THAT THESE 
ARE EXIHBANE INSURER OBLIGATIONS THAT ARE NOT BEING 
PAIR. RETAILS OF THE L/CS ARE AS FOLLOUSt 


UNCLASSXFIEB 
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IMCLASSIFIEi 2 


RAFIAAXN L/C MO AMOUNT - »(£ » ATE 


- - A/1723? 

- - A/1723L 

- - 6/17106 


" US HB SOiUO.S3 - - MARCH HAL 

- US KB lSiOH7.il MARCH Hi HAL 

“ US M.B Ui31S.ll MARCH Hi HAL 


'• AMY UPAATE POST CAN PROVXAE IN RECARA TO THE CURRENT 
ECONOMIC SITUATION IN IRAN ANA TO RAFXAAIN BANK PAYMENT 
SITUATION IN PARTICULAR UOULA ALSO BE APPRECIATE!. 


,cc< Utilises i Char anal la/ Anderson i Hunki Secretary's Office i 
Ferguson i FILES 


UNCLASSXFIEA 
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NAC Moot lag 86-20 
Hay 20, 198* 

Saga 3 


(c) 


The Auric* ray reaeacatlva aal4 cha propoeoA aala to 

Irag woal4 J eaeble cha CCC ta aall off Ita acock of oagar, 
which it hao baaa aaabla Co 4iapoee of la cha U.S. aerkec. Ac 
Irag'o rcguoat, Agrlcaltwro haa offaraA payaeac over three 
years, tofarrlag to eba NAC* a approval of 1300 alllloa la 
©8H-102 cre4it gaaraacaaa for Irag la IT 1984, ha aal4 Cha 
propooeA sala wowlA coaac agalaaC that calllag, aa4 so, woalA 
aoc tacraaaa lea prevloaaly approvaA aapoaara la Irag, 

« 

Tha carapreeaacaclve 1tl4 proapaeca for claaly 

payaaac froa Irag ware extreaely poor.flU~ r .r/'»fc-h&<«ewo«14 
rolaccaady aapporc cha aala, bat aha woalA eAvloe allowlag cha 
prevloaaly aachorlseA aaoaac for cra4lc gaaraacaaa for Irag to 
axplra aoaClllsaA. 

Tho Sc : mU»K repreaeatative aal4 Irag was aoc craAleworchy 
aa4 cha Baak oppoeoA this cra41t aala. 

Tha /)frUuth*^c reproaeataclve roplioA chat Irag waa still 
carraac oa Its payaaacs Co cha CCC. Tha alaata ic was aoc, ha 
••14, CCC cr«4ic aala a to chat coaacry «oal4 caaaa. 

Coaacll aooroval of cha propoeoA aala of aagar Co Irag 
waa obcaiaaA (6c inLamK waclag agalaac) oa cha baala of vote* 
caac by fcaff Coaalctao aaaboro oa behalf of Chair Vrlaalpala 
ac. or shortly after, cha aeaclag (NAC Act lea 88-118, Hay 20, 
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SECRZT/SENSXTIVE 


UNDCM SECRETARY or STATE 

for economic affairs 

— * — 1 

NG^’S hrv«e*r 

Capuon *momt 
pMvrmt to H*t3fflPC 
Trm«md to 
»db ttfdUong ooo 
cpntroiKlbyM 
Caption and ( 

«*( 


JC«1. A ; 

Cat 0 • 

CalC 


ES SENSITIVE 
1122111 
XR ES SENS. 1621712 





July 15/ 1916 


MEMORANDUM TCT THE SECRET ART 


Subject* NEA'a Memorandum on Iraq 
ES Sensitive- 1*21712 


You hava just received a memorandum oft Iraq in which 
there was a recommendation that you drge. Exlm Chairman 
John Bohn to approve a 150 million mediusf-term credit agree- 
ment. 



I believe it would be a mistake to "jaw bone" Bohn on 
this issue. Iraq is in arrears on. BxXm-backed letters of 
credit and has been rescheduling even short-term credits. 

ExXm's statute requires the- Bank's Board of Directors 
to determine that transactions offer "reasonable assurance 
of repayment" before approving them. Under present circumstances 
the proposed $50 million facility for Iraq does not offer that 
assurance. Asking ExXm Bank to approve that facility now would 
therefore be asking that the Board act inconsistently with its 
mandate. 


• Zf we were, nonetheless, to ask the Board to approve the 
facility, we would face substantial downside risks t 

% 

— we risk eroding our excellent relations with the 
Bank (the autonomous Board always bristles at 
rFg "outside" interference) i 



— our future appeals to SxXm on more compelling 
cases (e.g.f Mexico) might be made more diffi- 

I cult as a result! 

— we would bear the onus for creating future Iraqi 
repayment problems. 
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Pressing txlm on this facility is neither the only, 
nor the best, naans of demonstrating our support for Iraq. 
Other alternatives, particularly CCC programs (including the 
new intermediate credit program), -mould be -more appropriate 
for helping the Iraqis. 


Allen. Wallis 
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Pa|i 1 



*be Ajf'Cutt ure rapraiaotatlva said it vai propoiad to 
reduce thr FI 1986 GSM-102 coverage for Iraq, prevloualy approved 
by tha RAC (Actloaa 83-225) , by tha aaouat of thia aala. 


Ia raaooaae to queatloaa froa tha $ to t* repreaentatlve , 
tha facculto'e repreaentatlve aald aha thooght tha Qovernuent 
of Iraq a«at ha a war a of tha awap of CCC dlraet eradlt aalaa 
for GgM-102 guaraataaa alaca It had aoat likely laltlatad tha 
raqaaat for aach aalaa. Sha aald tha nonfat dry allk and 
butteroll would ba aald at world aarkat prlcaa. 

Tha repreaeatatlvee raaarkad oa Iraq' a datarloratlag 

craditworthlnaaa and aakad about Agricultura' a ezpoaura in that 
aarkat. Tha fafoalfarc repreaaatatlve rapllad that about one- 
half (1250 Billion; of thia f local yaar'a GSM- 102 coverage had ■ 
b»an utlllaad to data. 

Tha Tried f ni preventative aupportad tha prapoaad eradlt 

aalaa oa tha condition that thaaa aalaa did not lncraaaa 
Agricultura' a total potaatlal aspoaura In Iraq, aa prevloualy 
approved by tha RAC. 


Council approval of tha CCC direct aalaa to Iraq waa 
obtained on tha baala of votee caat by Staff Coaalttaa aaabara 
on behalf of thalr Frladpala at, or ahortly after, tha aaatlng 
(RAC Action 86-173, July 15. 1986). 
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TO: P - Michael H. AmcNt 

r*3f!« .ISA • *1 chard V. Murphy 



l’*'** Suit* Otp*r.nrnt ol fair 


l.JOUO 


it 

}h 

Ms 

w 

“■ O ? 

>■ - « 
X •• u 


SUUXCTi JKACi fW Nttiidf •< V«dn«idiy, July 23 


TKt »i?7:kc 

Central concern 1 a Washington ever Irak's ability ta 
sustain att eifif.ici has substantially naan Avar tha past 
three Mtki. focussing particularly on tha Iraqi bsttlefront 
defeat at Mehran lf» aarly July. 2n addition ta that setback, 
tuck speculation has risaA around tha unexpected titryney 
ln:>. Farty seating 1 a Baghdad July 10# the first sinca tha 
gras days oi 1113. In tha past# such nestings hava Baas callad 
at critical junctures when tha leadership of faddaa Mussein has 
bear, under particular stress# *k do net kno* such el tha 
circusatar.cas which lad up to the eastings, though bath our 
In Baghdad baliava that significant 
internal criticise of Saddao’s sanagaeant of tha war and tha 
tecrxry say hava baas tha ro ot estivation# In tha event# 

Saddac appeared to dasonstrata cocplett foreal control of tha 
Party. which redacted its correct leadership# along with three 
additional supporters of Saddae# One proslnent this was 
dropped. 



• 


— we 

* c •: • 



POLICY FIBlFtCrm ^ 

Any differences of sssesseant on these’ 'recant eilltary and 
political dtvelopoenta are fntarastlng but of secondary 
irper tenet. The eaaeatlal point la incontrovartlblei tha 
trends in tha war. developing at an ever faster pace tinea tha 
Iranian success at Fav In February# underscore our long«held 
view that tha longer the war continues, tha greater tha risk of r-.rr. 
an Iraqi defeet# whatever its fora nay taka. For policy !; 

pt* poses this leads back to a review of possible steps tha VSC 
night taka to bolster the Iraqi will to resist, both • . 

psychologically and nllltarlly# Addi tionolly. It raises OO 

quasi ions at to whether tha U#f. can do oora to pressure Iran c.O 
to wind do«n -• or and •• the war# Ao e general proposition# s.~ - 
it is prudent to osauoe the worst in war trends and wort back - 
free that aaausption# ettaapting to asks tha worst cats (an i. 
eutncht Iranian victory) leas likely. 



h Ms becoae cast r. 4n ths.ll 9 ht.sf the Iraq I financial 
crisis, thst s WW IsiisioR is 1st fsvslsfstaii is sue 
bilateral rtlstioAS take their mm course sill sees is pretties 
e constriction of the relationship. If the sustenance of the 
Iraqi will to defend Itself is es Inportant n vs consider it. 
t:wn «s oust intervene on policy f rounds to arrest the 
eons tr let *».n of the relst ionship. et e cinisua. end to take 
steps te broaden tke relationship where it is possible and 
prudent to do aw. tech such stsp carries risks and has costs. 
iec4i*d’«v substantial coeplicatlons in relations with 

The Seviets are a special ce’*. hot in the contest of 
the war there art few risks for the W.S. in pushinf to further 
engage the USSft. 

It is tint to review how deeply the VMC assesses its 
natienal security interests to be affected by the supply of 
ersasents te Iran. We have actively, end vlth ouch success, 
pursued Operation Staunch since 1901. We have blocked and 
diverted sales to Iran free oany of our iritn^g and allies. 

In the interan the Iranians have established isportant supply 
relationships with Worth Korea. Eastern Kuropean countries. 

Syria and Libya, be have recently becoac swart of aubatantisl 
nc» sales agrascants and deliveries of to 

Iran. Further, there are ineretsing indications thst arcs 
salts cay be a part of the ongoing discussions. 

If we art unable to iepede Iranian acquisitions free those 
sources, with their nayor and diversified arms industries and 
sophisticated products, the character and nature of the war cay' 
be changed dranetically over tine, be also have apecific 
eajectioas to certain itcos. none of which have already been 
delivered 






DIPLOMATIC IWmATXVtf 

Aa always, wa arc having ongoing discussions with aevsrsl 
govtrnoeatt rtlating to Operation itaunch. At present we have 
particularly sensitive and cooplci aschangts going with 
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U.S.-lraq rtlttiOM tr« thin »nl likely M »«»i# that 
**y. lraq'a nilitary oetbaeka nod ita continuing financial 
d<f ficultiea have acted to Inhibit, poaelbly torpedo. what .a 
Md altar<l to orchentrete this yaari an enhanced Conner del . 
reletionanlp. Tha U.*. la not a najcr player in •! that Ira* a 
trada or financial reletionahlpi. Iraq la heavily dependent on 
««-l ?! «« *«» aaalatanea. and it IMS r.ceivad ov.r 13 
! n ,. s tanctfsioftftl loan*. CCC •grieuUunl crtditi nidi. 
51wn and ^ata?re!«pa hav. provided tha bulk of ita trada 

£?5?tS? 5’lJ It 1. Snree.onlbl. to c.p.et a al«nlfl«.nt 

eipeneion In U. I. -Iraqi trada In tha currant environment, thara. 
are additional atapa which .a can taka to raaaaart our 
cecsarcial intaraat In Iraq and. in doinj ao. neke a nodaat 
contribution to eeeing Iraq’ a iaoadiata linanclal 
difficult ita. There includa 

.. him lank Aoreenent o n Med i u m* t eft Cr^tf i tj i Laat fall 
th a Iraqi! Sound inadequate i«m a oiI7r te negotiate a ISC 
Billion aadiuc tin eradit airaaaant. be* that ita 
financial altuation ha a deterlorieted. Iraq 
talk, however, it haa fallen into arraara on 13. S Billion 
e( Cain-backed lattara of credit, and Ids, on riak 
arounda. haa eold feat. The Iraqi Trada Minister was to 
Java bean hare thie weak, but haa poatponed hia visit, 
partly oat *f concern that no IXIH agreaaant aeeaed .within 
reach. 

__ sericulture' • CCC Creditat Iraq la arpactad to fully 
uea |8 Btt’flliU U« f UlAjxMl prograa lor fTI*. An.* 
6SM*103o allow* lor 3*1© y*ir ttrat (63M*103 1* 
f or^ three yaara at cooaarcial rates). Iraq la sche dule d to 
b? declared alifibia for IIS Billion for a tattlc-baajdinq 
ander 103. All 103 prograa anfouata are deducted 
$reo 103 totale bacauaa of a Traaaury-iopoaad calling for 
Iraq of ISOO Billion espoaure. Iraq haa an caeaplary 
rapayaant raeord on CCC. even In thia strapped yaar. 

Action needed! On purely financial ground!, wa «»««ot 
racoLcnd large additional CCC cradita for Iraq. MU ** 
i. currant ©n repaynant of outatanding loans. Iraq haa poo 
• cononic proa pact a due to tha burd.na of tha war tffort and 
the eil*price P declina. Xarliar thia yaar Iraq waa * # * e *jJ 
to rtach^dula loan payoanta to aavaral turopaan govatnaanta 
bacauaa it lacked foreign aachanga. for thaaa raaaona. -a 
a hiih riak of dafaSlt on CCC cradita. U.l. polit cal 
, , f however . nay ovrrid. th... atrietly f.n.nej.l 
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toniiMdUMl. Xt I*. *• th “ W ** A 

whether t higher total ceiling forlraa. porhapa t W 
oillioo. is feaeiblei etrf it ao. that freeaory he urged to 
relee the coaling oa appropriate. 

.. yaiM Lleenaee for traort of Wlah TethWlOgf* POO 
tiae intervened to block the Ieauance of laceneea to Iraq or 
•everal iteoa of eyobolic and preetieeX laportenae. 

* . - equiaaent designed to protect the personal 

ieceiur of thihoo* of Itate. Soaetio.s this has been 
dor# through buraaucratia pioct<Mf«*. iMititti throggh 
Srlowl intervoatioa. beeVd 0« a stated coacern ahaot 

^{^.•^‘S^-thorUeS^J^c „ 

iritifiet. OOD hat 90m to fat a* to aneovragt Cuitoti tc 
haraaa or eaporter who wee holding a »»lj< Coaaerce Xieeate 
f« «4rt trirao. ) he kno- of no intelligence which 
would support POP* a eontentione about technology trasafer. 
Hi thTlong delays iopoaed on the licensing proceta by P*. 

laeofoi relation*. Action* m* tha WC convtnt an 
interagency coordination oeetlnf within a week, with the 
goal of reaching final deeiaiona on ootatendiag Xicenainy 
lacuea. inclodi^ the Uh|# tw# 

SVt U 

Action 1 a favorable *&*C dtciiion. 

S^^hrssusrs: *u..n:.:r;:*si fc 1 

It hi It thJ pending ..port licenaea in hend. 
deaonatratiag «*« oeri.ooaneaa. 
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. mm Jfiftiin itUmtion free ue is erofe une w . 

the/ ere inclined to neve swfestsntisiiy tcverd the ' oy ~ t 
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M v.t,*Ku ttliticm u« thin i»4. tlttt policy 

direct ion, likely «• tee* in ae. Iraq* a ailltery and 
financial prohlcos kaea aet back, possibly torpedoed, whet 
we had planned aa the eentarpioee of our relations this 
years an enhanced coaaercial relationship. 

.. However, there are thinys we can do to intensify tf.S.«ira;. 
relations and. in the process, add at the aaryins to the 
Iraqis' ability to carry ons 
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o Agriculture' ■ CCC Credits! Iraq 1c expected to vh 

the SI 00 tUlin in CCC credits AviiliUi u It lor n 
dS. On purely financial grounds* *• cannot coco noted 
Serge additional CCC credits lor Iraq* given ite poor 
economic proepeete. However* II U.S. politico! 
interest! override these linenciel cone idem t ions* ve 
re-oceend thet PSPA deteroine whether e higher total* 
sv*h As S7S0 Billion* Is feasible* end that Treasury 
be utged to raise the ceiling as appropriate. 

o w-Hing t sport Licenses t 000 has intervened to block 
issuance of licenses for 0.1. companies to esport 
several itens of symbolic end practical inportance to 
Ira q. OOP's concern is technology transfer* despite 
the jvdgsent of the intelligence coneunity that there 
has been no evidence of Iraqi transfer of technology 
to the Soviets, tb propose that the CSC convene an 
interagency coordination nesting within a week* with 
the goal of reaching final decision on outstanding 
Ccsaerce licensing issues within two weeks* 

o Infrared Counteraeasures (1SCM) for Saddam's 

Aireraitf The Services end 01A have objected to the 
sale of the lies, which is of substantial syabollc 
value to the Iraqis. The HPPC is nesting duly 24 to 
consider an exception, be recoaoead a favorable SPfC 
decision if feasible. 
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TtAttAO ittCOtATt 
STATE IMU 


Noms REVIEW 

(tfl. * j Or 11 ^ raiiKwrd: 

trAns»er»*d 1o O TADOC 
CaL B - Trsrvsfetrnd to O^ACBC 
wtth Additional iccots 
controlled by STS 
Cat C - Caption and custody 
retained by S/S 

IK* 

Reviewed by. Elijah KtMyJr 


noon 

PON AHGASSAOOR rPOH KA IWW 


ocat OAOR _ .. 

PRCL, ROM, IIS, II 


r.o. m«* 

^'surZr r* )aao «*t*e tk waa 


RCr: RAGHOM tflS 

t. wrnff - ENT IRC TEST. 

2. THE Cm HECTINC HClO JULY 21 REVICICO THE RIlJTMr 
SITUATION, OISCUSSCO IN OCTAIL THE IRAQI CONDUCT Of . T HE 
HAN, EXPLORED ROSSI RLE FURTHER STAUNCH-RELATED EfrOATS RT 
ST and looked at u.s.-irao relations, **IICH APPEAR TO RE 
CONSTRICT INC' RE CAUSE 0T IRAQ S FINANCIAL CRISIS. < HA»E 
SEEN TASKED RITH PREPARING AN ACTION ASCNOA MUCH ME MILL 
SUQHI T TO THE -HSC EAn.T NEIT MEEK fOR lNTER-ACENCT 
COORDINATION. IE YOU MATE ANY ruATHEA.SPCCIFIC. 

suggest tea on role^ 
relationship Mint 1.,- 

HILL RE ANOTHER Cm 


YOU HATE ANY FURTHER SPCCtriC 
m ON IRAQ IN AROUT A NORTH. 


PARE *2 STATE **tl* 

3. we TAKE YOUR POINT AROUT THE IRPORTANCE Of THE E*IR 
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„ iEMCKT TO THE IRAOIS. NOXYCA, AFTER ANOTHER THOROUGH 

rcviem, x have oecideo that it is hot appropriate to 

PROCtCO FURTHER MITH THE EUR AGREEHCKT ROM. CTOU RILL 
•E RECEIVING FURTHER BACKGROUND IT POUCH.) X MILL 
REVISIT THIS ISSUE WEN IRAQ'S FINANCIAL SITUATION 
APPEARS TO RE SETTER INS. IN THE MEANTIME, X ARC LOOKING 
INTO THE POSSIBILITY OP INCREASING THE CCC PROGRAR. THIS 
IS A COHPLICATEO INTER AGE HC? ISSUE (TREASURY ANO 
AGRICULTURE), ANO UE ARE IT NO PEAKS ASSURED OF SUCCESS. 

N. AS FOR THE POSSISILITT OP IRAQ'S -10RR0UING* 
U.S.-SUPPLIEO JORDANIAN EQUIPMENT, THERE ARE LEGAL 
RESTRICTIONS on ANY ACTION OP that sort, sesioes the 
oippicult policy questions wich you have pointeo out. 

THEN. TOO. ANY SUCH TRANSFER HAS TO BE NOTIFIED TO THE 
CONGRESS ANO THUS RAOE PUBLIC. IN AOOITIOM, THE EXPERTS 
HERE BELIEVE THAT THE EOUIPRENT IN QUESTION UOULO NOT 
HAVE A SIGNIFICANT IRPACT ON THE MAR EFFORT. 

B. X IN XA ARE IN ESSENTIAL AGREEMENT MITH YOUR 
PE ACTION TO THE PROPOSAL TO SC NO A SENIOR U.S. EMISSARY 
TALK MITH SAQOAH HUSSEIN. THE IDEA STILL HAS AN 
I VC BUREAUCRATIC LIFE. HOCVER. X HAVE ENCOURAGEO 
Tr* VICE PRESIDENT TO SUGGEST TO BOTH KING HUSSEIN ANO 
PRESIDENT HUOAAAX THAT TXT SUSTAIN TXIR EFFORTS TO 
CONVEY OUR SHARCO VIEMS TO SAOOAH K GRADING IRAQ'S USE OF 
ITS AIR RESOURCES. THE VERT RECENT REPORT (AMMAN 7H39) 
PROP AMVM ON THAT SUBJECT LEADS US TO CONCLUDE THAT 
SAOOAM MAT NOT BE OPEN TO SUGGESTION. ON THE OTHER HAN0, 
tP SAOOAM DOES WAT X SAYS X UOULO 00 MITH TX AIR 
PCRCtj THAT MOULD BC A MAJOR PLUS. ARRACOST 

SECRET 
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NAC Meeting 88-3$ 
Stpttibtr 4, 1986 
Pag* 1 


1. ACEICU1TUEAL BIPOET CEE PIT SALES 


(•) 

( 6 ) 

(c) 

<d) 


Ecuador - FT 1987 CCC GSH-102 >60 Billion 
|I Salvador - ti 1?B7 tc6 cfti-lffg "<T5 a 
Iraq - FT 1987 CCC GSM-102 9500 ■llllon 

T Ziimn - jt i« > dcd ' SsH-i6i noun s 


llllon 


fha FiJtral fOv'^epreeantatlve queatloned the naad for 930 
■llllon In G8M-102 guarantor coverage for El Salvador. Sha 
polntad out that tha FT 1986 program vaa for only 98.2 ■llllon 
and, of that, only 96.2 Billion vaa uoad. Sha auggaatad raduclng 
tha aaount for El Salvador to 920 Billion. Sha alao lndlcatad 
that FL 480 taraa vara aora approprlata for El Salvador than 
vaa GSM-102 guaraataa covaraga. 


Th«Afrc M /#ur*d rapraaantatlva agraad to tha raducad aaount 
for El Salvador but lndlcatad additional aupport for El Salvador 
alght ha propoaad undar othar prograaa. 

Tha T/’vatuiy rapraaantatlva alao expreeaed concarn about 
Iraq' a cradl tvor thlnaaa • Sha aald Traaaury vould not oppoaa 
tha propoaad $300 Billion GSM-102 prograa for Iraq for 1987 v 
but lndlcatad Traaaury vould not aupport any furthar Incraaaa 
In Agrlcultura' a axpoaura In Iraq thla flacal year; that la, 
GSM-102 covaraga vould havo to ha raducad by tha aaount of any 
propoaad GSM-103 covaraga for thla flacal yoar. Sha notad 

approvad tha aaao alao GSM-102 prograa laat yaar. 

Anavarlng a quaatlon froa tha LT* itntanK ; rapraaantatlva, tha 
Aq* .cutUr*^ rapraaantatlva aald Agrlcultura ' a axpoaura In Iraq 
vaa about 9700 allllon. I'M "aald Iraq vaa currant In lta 
payaenta to tho CCC and that vlthout credit tha United Stataa 
would loan lta abaro of tho Iraqi aarket. 


Council approval of tha FT 1987 GSM-102 prograaa for 
Ecuador, El Salvador, Iraq and Jordan vaa obtained on tha 
baola of votaa cant, by Staff Coaalttoa aoabara on bohalf of 
tholr Prlnclpala at, or ahortly after, tha aoatlng (NAC Actlona 
86-222, 86-223, 86-224 and 86-225, Saptaabar 4, 1986). 
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OCMRTMCNT Of THC TREASURY 

«AtNIN«TOM 


January 14, 1987 


January* 13, 1987 


MEMORANDUM FOR 

Front „ 

Subjects Traaaury'a views on an additional $200 Billion in 
GSM* 102 eradit guarantees for Iraq for FT 1987 


DMA roquaatad tha views of tha VAC aqanciaa baeauaa it la 
conaidarlng additional FT 1987 GSM-102 crodit guarantaaa of 
$200 Billion for Iraq. Troaanry advises 08DA that it should 
not go forward with thasa additional crodlta for Iraq baaod 
on tha following financial and aconoaic raaaonat 

- Tha 08 only raachadulaa official dabt in a nultl lateral 
f rasa work, whila Iraq haa agraad to raachadullnga only in n 
bilataral context. In tha cane of a default on these CCC 
credits, tha potential for a Faria Club roachaduling la alia. 
Votwlthatanding Iraqi opposition to reschedule in tha Faria 
Club, other factors precluding a aultllateral rescheduling 
include tha absence of an IMF prograa and Iraqi refusal to 
publish currant aconoaic data. 

- Although Iraq has reaained currant to CCC, it has 
rescheduled bilaterally with aany of its official creditors 
including Japan, Italy, Geraany, France, Britain, Turkey and 
Yugoslavia. In addition, it appears that reschedulings during 
1983-85 allowed Iraq to postpone needed aacroeconoaic 
adjustment, contributing to the severity of the current 
financing situation. Mhile the lack of current data Bakes it 
impossible to assess Iraqi financing needs accurately, external 
debt is estlaated at $50 billion, of which $15 billion is owed 
to OBCD countries. 

- Iraq’s oil revenue outlook is clouded. Despite soae 
potential for Increased oil revenues in the future, the effects 
on the oil aarket of the recently-concluded 0F8C quota 
agreement, froa which Iraq alone considers Itself eseapt, are 
uncertain. Iraq's protracted conflict with Iran adds a 
substantial eleaent of political risk as well. 

- Iraq's foreign exchange reserves were estlaated at $30 
billion at the start of the war. According to estiaates by 
Wharton Bconoaetric Forecasters Associates, foreign exchange 
reserves had been drawn down to about $800 alllion at the end 
of 1983. Soae further erosion likely occurred la 1984 as the 
current account deficit for civilian goods was estlaated at 
$3.2 billion. It appears that current account deficits were 



47 


- 2 


•Iso recorded in IMS and 1 »M sod another la expected In 1997 . 
Ondor « aost likely scenario Iraq will contlaoo to Caeo largo 
finaneinq yaps (roqolrinq further reschedulings) for at least 
the next two to thrso years. 

- (xtmbenk is s off-eover a for medium and long-term 
transactions in Iraq. Mo now short-term cover will bo 
considered as long as delinquencies remain on lottors of erodit 
which wars insured by rexh. hr rears to Trlrfrsnlt peaked at IS 
million, and are currently about I. I million. 

- CCC exposure in Iraq is nearly $73f million in erodit 
guarantees on throe year terms. The nc has already approved 
ISOO million for Iraq under the OSN-102 and 103 programs for FT 
'*•7, M of the total budget for these programs. Of this, 1101 
million has been announced by OSDA and IIS million has been 
used through November ISM. An increase to 1700 million would 
constitute 13% of the total available for FT 1907, the second 
highest country allocation. Only Mexico's FT 1907 allocation, 
at 1000 million for the two programs is higher (14.3% of the 
total amount available). Last year, in FT 19M, the NhC 
approved ISOO millien in credit guarantees for Iraq, of which 
1303 million was used. 
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United States Dcpi^i(\( 


•87 ne 26 P2 39 


r*$king** % D.C 20520 

February 26, 1987 




MEMORANDUM FOR HR. DONALD P. GREGG 
THE WHITE HOUSE 


CQNFIDQfflAt- 

\Q» 1 t 

OS^ 

CIl'T 


The Vice President's March 2 Meeting with Iraqi 
Ambassador Nisar Hamdoon 


The Department forwards herewith additional background 
material which may be useful for the Vice President's March 2 
meeting with Iraqi Ambassador Hamdoon. This material, 
supplementing the memorandum of February 14 on the sane 
subject, covers issues which Hamdoon may raise during the 
meeting. 

Since Hamdoon is planning to introduce the issue of fcxim 
credit insurance for Iraq, the Department strongly recommends 
that, before meeting with Hamdoon, the Vice President telephbne 
Exim Chairman Bohn to discuss the issue. He believe the Vice * 
President should emphasise to Bohn the sdvantages for U.S. 
regional policy of resuming short-term credit insurance for 
Iraq. Recommended talking points for that call to Chairman 
Bohn are attached. 


Melvyn Levitsky F 
Executive Secretary 


Attachments: 

Tab 1. Additional Issues to Be Raised 

Tab 2. Talking Points for Hamdoon Meeting: Licensing 

Tab 3. Talking Points for Call to Exim Chairman Bohn . 
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CONFIDENTIAL 


MEETING WITH IRAQI AMBASSAPOH NI2AR HAMDOON 
MARCH 2, 1987 


ISSUES TO >E RAISED Ilf Introduced by Hamdoon) 

1. EXFORT-IMPORT BANK CREDIT INSURANCE FDR IRAQ *. 

i In September 1985 Exim offered Iraq e Continuing Guarantee 
Agreement (CGA), which would have supplemented the short-term 
credit already available to Iraq with $50 million in 
medium-term credit insurance. The Iraqis unceremoniously 
turned down Sxim's offer of a CGA, professing to be Insulted by 
the small amount of money called for in the agreement. 

Shortly thereafter, the plunge in oil prices seriously set 
back Iraq's financial situation. During 1986 the Iraqis missed 
payments on loans from several Western governments, as well as 
on letters of credit to suppliers from a number of countries. 

Among the unpaid L/Cs in 1986 were several insured by 
Exim. Under those circumstances, Exlm stepped back from its 
offer of a CGA for medium-term credits, and stopped approving 
short-term credit insurance for Iraq as well. 

In the fall of 1986, Iraq's Rafidain Bank began singling 
out Exim-insured L/Cs for repayment, and we understand that 
Rafidain has now paid all overdue A/Cs Insured by Exim. 
Moreover, by means of improved Internal procedures and 
bilateral debt rescheduling arrangements with creditors in 
third countries, the Iraqis have begun to regain some measure 
of control over their financial situation. Their short-term 
financial situation is still difficult, but — with their great 
long-term potential based on vast oil reserves — they should 
be able to manage in the short term, with an eye to 
reconstruction when the war winds down. 

Considering Iraq's success in containing the latest Iranian 
offensive, its clear policy decision to give preference to 
Exim-insured debts, and its long-term potential, we believe 
that Exim should give favorable consideration to resuming 
short-term credit insurance for Iraq. The Exim Board plans to 
meet soon to decide the issue. 

We recommend that, before meeting with Bamdoon, you 
telephone Exim Chairman Bohn to point out the advantages for 
U.S. policy of a quick Exim decision to resume short-term 
insurance cover to Iraq. As appropriate, you could then review 
the results of your call to Bohn during your conversation with 
Hamdoon. 


CONFIDENTIAL 
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CONFIDENTIAL 

LICENSING row HIG H-TECH U.S. EXPORTS TO IKA9 


cprici..., v.ssux'.k; * w “' «• •» 

Licensing procedures are under lntereaencv r . u i. u .» 
tSi*?**?}"' complete guidance ££' ln 

lx:* StSTi^sLSJxs^tr^r^rss^ 

C °?** r f? **** long-pending licenses for two kiah4r<«p4> 

scientific projects, including one st the IrIqi SM« «d y 
Astronomical Research Center. ’ »pece and 


CONFIDENTIAL 
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CONFIDENTIAL 


TALKING POINTS PON THE VICE PRESIDENT'S CALL TO JOHN 80HK 
( EXIH CREDIT INSURANCE FOR IRAQ) 


EXIH CREDITS FOR IMP 

— Iraqi Aabassador Haadoon i* calling on ne soon, and X 
expect hia to rain* tha isauo of ahort-tara Exla credit 
* insurance for Iraq. I would like to bo as responsive as 
possible. 

•* X understand that the Iraqis have resolved soae 
outstanding arrearages to Exla, and that tha Exia board 
will decide soon whether to resuae short-tern credit 
Insurance for Iraq. I urge you and your colleagues on the 
board to give that favorable consideration. 

— As you know, there are aajor u.b. policy considerations 
at work in this issue. Iraq has apparently contained the 
latest Iranian offensive, and we are taking advantage of 
that to try to put soae life into peace efforts. Exia's 
support for continued trade with Iraq would be a powerful, 
tiaely signal — both to Iraq and to the Culf Arab states 
— of U.b. interest 'in stability in tha Gulf. 

— Although in the near tern Iraq will continue to face 
financial stress because of the war, Iraq's prospects for - 
the aadiua- to long-tera are good, considering the 
country's vast oil reserves. ' bow is the tiae to begin 
building a solid trade relationship with Iraq for the 
future. 


CONFIDENTIAL 



52 


April 17, 1987 


MEMORANDUM TO THE BOARD OF DIRECTS 
From: 

Through: 


, Vico Prasidant 

Country Risk Analysis Division 

Subject: Xntaragancy Rsvisv of Iraq 





An intaragancy raviav for Iraq has baan schadulad for 
Ji£iday,_ April. 24, 1987 at 11:00 a. a. .in tha Board Room. A pa par, 
prepared by Exiabank staff, to sarva 'as tha basis of thia 
discussion is attachad. It has baan distributad to Exia and to 
outsida agancias. Raprasantativas of tha agancias listad bn low 
will ba in attandanca. Mr. Rys will provida a short briafing on 
tha war With Iran and all raprasantativas will ba raady to offar 
thair viaws and to ansvar any ralavant quastions froa Exinbank's 
Board. 

Out aids. Afltnciil 

Stats 


CIA 


J 

Traasury 


Raorasantatlva 


Ira 


Country Diractor, 


, Financial Econoaiat, offica 

iv. Fin. 

Econoaist 
, Military Affairs 
, Political Affairs 

, Economist 



Agricultura, 

CCC 


Coaaarca J 




NSC 
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April 17, 1987 


gREDITOQ M Hiyggg ASSESSMENT 

Country i Inn 

Ex inbank Attitude 

Eximbank has baan "Off Covar w for all transactions sinca 
March 1986 whan it andad FCIA insuranca coverage undar lattars of 
cradit fron Bank Rafidain and tha Cantral Bank of Iraq because 
Bank Rafidain bacana delinquent. At tha hiqhast point thasa 
arraars amounted to just ovar $5 million. Sona claims wara paid. 
Commencing in lata 1986, tha Iraqi Govarnmant mada payments on 
tha dalinquancias and brought tha paymants currant by February 
18, 1987. Rafidain' s lattars of cradit bacama ovardua again on 
March 17, 1987, but subsaquant paymants of $1.9 million brought 
tha account currant on April 13, 1987. Remaining axposura, all 
short tarm, amounts to $4.6 million with maturities ranging from 
April 21, 1987 to Dacambar 12, 1987. 


# Fora ion Exchange Reeervee 

Mat foraign assats of tha banking systam wara $37 billion at 
tha and of 1980. Mo official figuras on rasarvas hava baan 
available sinca. Howavar, with currant account deficits on 
civilian goods in 1981 and 1982 totalling $27 billion and smaller 
deficits in succeeding years, foraign exchange rasarvas hava baan 
exhausted. 


# 


Iraqis hava said they recognise no quota restraints, on their 
oil production and will produce whatever amount serves their 
national interests. Iraq was excluded from the OPEC production 
quotas established in October 1986 and refused to accept any 
quota in the December 1986 OPEC negotiations. 


0 Although both scenarios are subject to much uncertainty 

because of the war with Iran and the volatility of oil prices, 

. neither outcome indicates the basis for covering all principal 
payments falling due. Under both scenarios, arrears will 
accumulate through 1989 even as modest repayment of principal 
becomes possible. In Bcenario II, arrears continue to grow after 
1989 and overall debt remains high. Thus in either case 
willingly or not, Iraq's creditors will reschedule debt payments 
for the foreseeable future. 


i 
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• Bilateral R .sch.dul jpga and External Qabt 

Commencing in 1983 f Iraq has bean unabla to make tha 
progress payments due foreign contractors on cash contracts and 
asked that payments be restructured over 3 years with 1-year of 
grace. COFACC and the ECGD guaranteed the reschedulings with 
banks for French and U.X. companies. In addition, there were 
reschedulings with the other major European countries, as well as 
with Japan, India, and Yugoslavia. Similar reschedulings have 
taken place every year since 1983. 

The first payment on the 1983 rescheduled debt came due 
April 1, 1985. Payments were made to the French, Germans, and 
British, but not to the Japanese, Indians or Yugoslavs. They 
were asked, and subsequently agreed, to defer these rescheduled 
payments. Additional deferrals were sought for rescheduled 
payments due later in 1985, in 1986, and to date in 1987. 

While no official figures are available on Iraq's external 
debt, various estimates put it at end 1986 at approximately $50 
billion, of which $25-$30 billion is owed to the Gulf oil* states 
and may not have to be repaid. The remaining $20-$25 billion was 
distributed as follows: $10.3 billion reported by Berne Union 

members, $6 billion outstanding to firms and others in OECD 
countries; and $5 billion owed to non-OECD. 

Existing payment schedules on the debt are difficult to 
determine. Much of the payments due since 1963 have been 
rescheduled and Iraqi authorities have been requesting delayed 
payment terms on new credits obtained since 1985. Berne Union 
members report payments due their export credit agencies on 
existing commitments at $2.4 billion in 1986 and $1.6 billion in 
1987. Payment delays reported by Berne Union members were $730 
million as of December 31, 1986, up from $70 million as of 
December 30, 1985, The Middle East Economic Digest estimated 
that payments due Western obligors would average $3 billion 
annually until 1990. 

A good indication of Iraq debt payment problems is its 
inability to repay its 1983 Euroloan of $500 million. In late 
September 1986, Radldain Bank asked that the September 
installment of $71.4 million and three additional installments be 
deferred for 2 years. Rafidain Bank has also sought to defer 
payments due on letters of credit with major European and U.S. 
banks since March 1986. Some of these have been rescheduled on a 
bilateral basis. 

In the United States, the Department of Agriculture, through 
its CCC program, has had favorable repayment experience. 

However, few U.S. banks will now participate in the program. In 
1986, almost the entire program was taken by an Italian bank 
domiciled in the United States, as U.S. banks viewed the risk as 
too great even with the 98% CCC guarantee. 
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Bcma Un ion Attitude* 

Attitudes end commitments of Berne Union members on February 
21# 1987 toward Iraq are shown in Table III. Eight of the major 
12 members were "Off Cover" for medium- and long-term business 
and six were "Off Cover" for short-term business. The U.K. has 
remained open for medium-term cover under a Government Protocol 
signed in 1984. Most member countries reported delinquencies 
with Bank Rafidain on short-term letters of credit. A few cited 
favorable experience with Central Bank short-term letters of 
credit. 
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AUG 1 9 1987 


Mr. Michael O'Connor 

National Advisory Council on International 
Monetary *nd Financial Policies 
Department of the Treasury 
Washington, D.C. 20220 

Dear Mr. O'Connor: 

The Department of Agriculture has reviewed Iraq's current agricultural 
commodity Import needs as well as U.S. market development opportunities In 
that country. In late August, USDA officials will meet with 001 officials to 
discuss using the Export Credit Guarantee Program (GSM-102) and the 
Intermediate Export Credit Guarantee Program (GSM^103) for sales of U.S. 
agricultural commodities to Iraq In fiscal year 1088. 

We plan to offer up to $510 million In total GSK-102 guarantees and up to $90 
million In total GSM-103 guarantees. The exact allocations for specific 
commodities will result from consultations with the Iraqi team. 

These programs have been effective In opening the Iraqi market to a variety of 
U.S. agricultural commodities. Further developamnt of this market and the 
building of an on-going U.S. market share both depend on the continued 
availability of credit terms. Aside from cotton, commodities outside Chapters 
1-24 which are under consideration are hides and skins, solid wood products 
(luafcer, matchstlcks and wood pulp) and finished leather. All commodities 
were programed on three-year terms In the FT 1987 program, and we propose the 
same terms for this year. 

qfL mampapuam* However^ except for arrearage^on^snalty^ Interest under the 
blended credit program— which have not been resolved by CCC and the Government 
of Iraq— Iraq Is current under both GSM~102 and GSM- 103 programs, fttnmse of 

the tnpoi lance of Iraqae e U.S. m arie et far agrlcmtOmral commodities, we are 
wfITIMg to 00*08 4l*t<r1shv 

In view of the above, USDA proposes the following allocation of GSM-102 and 
GSM-103 export credit guarantees. 

Amount: 

GSM-102 $510 million for FT 1988. 

GSM- 103 $90 million for FT 1968. 

Purpose: For credit guarantees covering credit 

sales of U.S. agricultural commodities 
secured by foreign bank letters of credit. 
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Nr. Nlchael O'Connor 


Tern: 

GSN-102 

GSN-103 

Guarantor: 

Export Authorization Period: 


Up to 3 years 
Fro* 4 to 7-years. 

Rafldaln Bank and/or other eligible banks. 
Through September 30. 1968. 


We reguest the views of the National Advisory Council on International 
Nonetary and Financial Policies. 

Sincerely, 


Kerry E. Reynolds 
Director 

Progran Development Division 


FOB OFFICIAL USB OILY 



58 


to# item 

rot NATIONAL ADVISORY COUNCIL 
USI ONLY 



NATIONAL ADVISORY COUNCIL 


STAFF COMMITTRR 


Nlotttu 
N««Kl«f 97*33 
August 23, 1997 


(a* 




A 

C 


IT 


G- 


3“ 

a/ 


L. 

K 



rot NATIONAL ADVISOtY 
COONCIL OSB ONLT 


69 


.C Naactag 07-33 
hugest JJ, 1907 
Faga 3 


<> Iraa - C|HM 02 mm.a ,« 


Ilf ANN \ A A 


<LbgIllgn»~7T»»-TTfr mif. 


i C»W-I03 


SSS^asassS: 


laaa, aha «al4, freminty . :aak tha grogosoO MOO allllaa at a 


Ila&e ea agriealCurat eraOlc aalaa to I rag la FT 1900. tha 
alaa racsaaaa4a4 tha Cara Car flalshaO laachar ka kagc ca aaa 
roar* 

ThaSfrfe ragrasaacatlwa was la agraaaaac wick ~T ~r**fury 
ragarSlaf kack Irag's goa4 raear4 aa sarrlclag 4obt Co cka CCC 
aa4 aa cka 4aslrability at raacralalag taraa af flaaaclag. 

Tha /too'cai/wre ragrasaatatlra aal4 Iraq was aasc aallkaly 
ta gorchaso laachar wick flaaaclag af aaly aaa yoar. la agraa4, 
kawavar, ca Halt cha Cara far flalska4 laachar ca 720 4ays. 

*• raagaaaa Ca gaastlaas fraa cha &v*aarce ragraaaatatlra, 
ragrasaacaciwa sal4 cka eaaaa4icias Ca ba 
**«*•< aa4ar cha 00M-10J gragraa wara graCala ssaeaacraca aa4 
•*••**•• llrascack. ^a*iMiS'^ak*ttlaa4 aa chls gragasal far 

Caaaell aggraval af cha ft *1900 CSN-102 aa4 6BM-103 grograas 
fnr Crag was abcalaaO (Caaaarea abscalalag) aa cha basis af rscas 
ease by Sbsff CeaalCCas aaa bars aa bahalf af chair frlaclgals 
ac, or shortly afear, cka aaoclag (NAC Aeclaa 07*107, Aagasc 23. 







MEMORANDUM 
TO: EB - 


United States Department of State 
JfaAiapp*, DC 20S29 


August 27, 1987 


PROM BB/ 

SUBJECT: USD A Continues to Press Troublesome CCC Proposals 

St MAC 


In recent months USDA, has presented s number of -troublesome 
CCC. GSM-102/103 export credit proposals to the National 
Advisory Council (NAC) weekly Interagency working group. At 
issue are (1) USDA's efforts to include higher value-added 
products which fall outside of CCCN chapters 1-24, such as wood 
products and leather, into what has traditionally been a 
program for primary agricultural commodities and (2) the length 
of terms offered for these and other items. This has generated 
much debate within the NAC. The inclusion of higher 
value-added items under the CCC Program crosses many trade 
jurisdictions, which would normally fall outside of the MAC'S 
purview. Despite this the NAC has made modest progress in 
restraining some of USDA's proposals. 

Bach week in September, USDA will be presenting for NAC 
consideration CCC country program proposals for PY88. In 
general, NAC agencies are pressing USDA to exercise export 
credit discipline by not exceeding normal market terms for 
these products or by extending the minimum terms possible for 
neutralising export competition. USDA itself is under 
significant pressure to move larger levels of CCC. He expect 
some of the proposals could generate disagreement between NAC 
agencies and USDA. if faced with NAC intransigence on a 
particular proposal, USDA has shown a tendency to quickly raise 
these issues to higher levels. 

At the August 25 meeting of the NAC interagency working 
group, USDA presented export credit proposals for two#* 
particularly sensitive countries— Iraq and Korea. According to 
USDA, Iraq insists on extended credit terms (three-years or 
longer) for all purchases under the CCC program. While 
understanding the peculiar limitations in dealing with Iraq and 
acknowledging that Iraq has remained current on CCC obligations 
so far, we and other NAC representatives did express 
disatisfaction with USDA's proposal for extending three-year 
terms for finished leather (as apparently programmed under the 
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FY87 pro^rtB) . 08DA did agrn to modify tho luther proposal 
to 720 days. Although not as short as normal nark at tarns for 
leather— and thus not ideal# this tarh doas falls within tha 
tvo-yaar OECD Arranganant thrashold for non-agricultural axport 
cr adits and was accaptabla to MAC agancias. 

In addition to thair FY88 request for Koraa which includas 
cotton# wood vanaar# furskins and finishad laathar# OSD A 
proposad to extend an additional $50 Billion cotton lina to 
that country for FY87 at two-year tarn. Tha MAC agancias 
criticixad tha proposad tarns for thasa products as baing 
axcassiva. USDA assartad that shortar tarns would not ba 
affactiva to countar conpatition and daclarad that tha GOk 
would not accapt shortar tarns. 

Tha MAC process# however, appears to have net with sons# 
albeit linitad# success. Tha message of NAC disatisfaction 
with thair recant proposals has obviously registered with USDA 
officials. To support their proposals# USDA brought a full 
entourage to tha MAC nesting# including their Ag Counselor to 
Seoul and their experts on wood veneer and Iraq programs. The 
NAC has been partially successful in ratcheting down sons of 
U8DA • s requests. However# tha key issue# and one that USDA nay 
now realize# is that their CCC proposals for higher value-added 
or non-traditional commodities ought to ba accompanied with 
adequate justification for the terns. With tha USG in tha 
vanguard for tha protection of axport credit discipline# tha 
NAC does not propose to permit USDA to blithely blunder in tha 
opposi.te direction. 

Thera is nothing specific you or Doug need to do at this 
point but you night gat a call fron Agriculture trying to 

escalate this issue. 


r 1 XCQ A 


no 


o 


62 



OCnUtTMCNT or THt TNCASUNY 

W ASM MM TOM 


October 19, 1987 


National Advisory Council 
Document 87-192 
October 22, 1987 



MEMORANDUM FOR MICHAEL O'CONNOR 

Secretary, National Advisory Council 


From: 

Subject: 


Proposed Increase of Iraq CCC Funds by $360 
Million 


Issue : 

The Aqriculture Department has proposed a $360 million 
increase in the approved FY 1988 CCC credit guarantees for 
Iraq. This proposal mould bring the total for Iraq to $960 
million for this fiscal year. 

Treasury Position : 

In the NAC Treasury will not approve this proposed 
increase in the CCC's exposure Iraq because this would 
constitute an unacceptable financial risk. 

Summary Points : 

— The National Advisory Council (NAC) has already approved 
$600 million for Iraq under the CCC for FY 1988; a new total 
of $960 million (the largest allocation for a single 
country) would put 18% of the CCC's total allocation at 
risk. Last year Agriculture's CCC program for Iraq was $700 
million. 

— Iraq has recorded current account deficits for the last five 
years and will likely continue to face large financing gaps 
(requiring further reschedulings) for at least the next two 
or three years. 

— There would be little likelihood of repayment through a 
Paris Club rescheduling if Iraq were to default. (Iraq 
reschedules only on a bilateral basis, refuses to publish 
current economic data, and does not have an IMF program.) 

— Iraq's external debt is estimated at $S0 billion, of which 
$15 billion is owed to OECD countries; despite Increased oil 
revenues, the war-racked country remains a risky borrower. 

-- Bximbank is "off-cover* for medium and long-term 

transactions in Iraq and only "on cover" for 360-day terms, 
further evidence that the proposed increase is not in line 
with the market risks in Iraq. 
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2. AGRICULTURAL EXPORT CREDIT SALS 

Iraq — CCC Sals of Dairy Product* $31*3 Billion 

— Tr ac ' boc. hl-H5 T 

Tha Af/ lutlhi^e rapraaantatlva aald thia yaar'a propoaad 
aala of CCC-ovnad conaodltlaa to Iraq vaa aaaaotlally a 
continuation of laat yaar'a in taraa of conaodltlaa, aaovata, 
and tha 3-yaar rapayaaat tarn* Ha aaid thia eradlt aala would 
not ineraaaa CCC aapoaara la Iraq bayond tha laval approval by 
tha RAC in Action 87-238 of Oct. 16, 1987. Trada policy claaraaca, 
ha aald, had baan obtalaad through tha uaaal lntaragaacy procaaa. 

la raapoaaa to qaaatloaa froa tha raara- 

aantatlva about tha valuation of tha aala, tha fa h 
rapraaantatlva said tha aatlaatad aaouat vaa baand on tha 
currant world aarkat prlcaa for tha allglbla conaodltlaa. 

_ Tha Treasury rapraaantatlva aupportad tha aala, bat aald 
Tr->cx<>sAr/ aupport ahould not ba coaatruad aa approval, af tha 
lacraaaa'ln CCC* a FT 1988 prograa for Iraq, which Trea »*u»v 
had oppoaad (RAC~ Action 87-238). 

Council approval of tha CCC aala to Iraq vaa obtalaad on 
tha batla of votaa eaat by Staff Coaalttaa aaabara on bahalf 
of thalr Prlnclpala at, or ahortly af tar, tha aaatlng (RAC 
Action 87-302, Dacaabar 13, 1987). 

2. IRTERRATIORAL HORETART FURD 

Ivory Coaat - Raauaat for Stand-By Arrancaaant 
anpTT braving liU/ll/li* and lUTT * 
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To: 

From: 

Subject.: 

I. 


The Secretary 

nea - Paul J. Hare, Acting^ 

Meet lag with-Ixtal Under Secret nr Hits c, Hamdun 
March 24, 1989 at 2:00 PM In your ed fi ee c*»f. 

P URPOSE 


To express our interest in broadening U. 8. -Iraq ties, 
stressing the importance we place on chemical weapons and on 
settling claims £or Iraq's attack on the USS Stark . 


II. KEY POINTS 


o Hamdun is a unique channel to Iraq's President Saddam 

Hussein, and points you make will be heard at the highest 
levels in Iraq. Hamdun will stress Iraq's importance, and 
call for closer relations unaffected by what he considers 
"outside Irritatio ns": chemical weapon s, etc. Iraq fears 

tJ* WilT improve relations wifcAlran at Iraq's expense. 


o 


Bilateral relations are thorny but important. Iraq is the 
strongest state in s region vital to our Interests, with a 
powerful army and joll reserves second only to the Saud is. 


P* * e *^ ,b lish * d in iq * 4 t ft#f 1 btta . k tf> 

^96 7 . Me cooperated closely in trying to end the Gulf 
War through UN Security Council Resolution 598. 


ir.g draw cloa.r to .our frl.nd. »aono 

, rate s, getting financial support from 
and Kuwait. IjM has now concluded a 
formal economic alliance with Egypt, Jordan, and North 
Yemen in the Arab Cooperation Council. 


rmb mydera 
Saudi Arabia an 


Since we took Iraq off the terrorism list in 1983, 
Irae has, hrnfcmn with Ahu Widal end eenell 
*raweri . although it still allows entry to 
(who directed the A chilla Laura hijacking) and 
of Col. Hawari's group. 


led Colone l 
o Abu Abbas 


But tpo aggemach t r fnrtl?" 

affair s ■- it has revived a border dispute with Kuweit 
ana Is meddling in Lebanon — and is working hard at 
chemical and biological weapons and n?l7" VTTfTTVY! 


SECRET 
DECL: OAOR 
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• a 


, th. faecond annlvetaitr) of the Iraqi attack 
on cne u»o u«u> AlPthetlmeTIraq^sTreaident accepted 
responslbl 1 ity and promisad compensation. 


o May 17 w ill nark 
on Ull “USS aut 


Nika Armacost presented the first set of foc 

wrongful XL A&U y ■ °" ^ nr l 1 I l,U * 

.. . T. . . __ ST3 -nn«d\ The Iraq 


agi UFA’S Legal 

Adviser went over «*■*"•• **• **'-•*• here in 
19H, but has made no substantive response since then 


diuii hir. in >lf. 


Judoe Sof».r 1» In Baghdad. at Inj'i '*"*?***.-- L 

/n ng dKl'fil* tuIt KerT^fST SeTUTTK ««mdun before 

llTvTng and aatdTe soon present peraonal AailUY 

claim* (about $1.3 million) «"* claims «>< *31 
■illivii (SSffW^SlWT* to the &Ulk). Out emphasised 
wenave no room for negotia tion qn ,thejleath claim s. 

.. softer called from Baghdad to report that 

session Har r h y very well, and he hopes he can 
resolve the issue during this trip. 

With this information in hand* Bob Kinmitt Ha "? u " 
March 22, and stressed it is important to settle these 
sensitive claims to remove a stumbling block from the 
relationship. 

o Following CW use In the war with Tt ‘ 7' T ' m 1 “1*? SSL part 
of a campaign to suppress a Kurdish rebellion last Au gust. 

— we condemned unlawful CW use. and Congress began 
considering sanctions legislation. 

Responding to our diplomatic approach and the threat 
of sanctions. Iraq stated adherence to 
law on CW. participated constructively in the Paris C 
Conference, and began to participate in the Conferenc- 
on Disarmament talks in Geneva. 

iflla ' lnt tofl u c.d tMliuilM W>ul d apply tough trad, 
sanctions for future unlawful CW use and punish 
companies contributing to certain CW programs. Iraq S 
among them. 


ion. 
fun oa 


to 


ice* ha. a eked ue te p yeh Co^ reiatodeljU. »H 

reCerencea to Iraq iatKTTnlj^'m 11... eaplained 
tlU rCTTTffffWHWTg IU Congress to do so 


seem 
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- J - 

o Th« ceaaaflca bagun with Iran last August J ® • t i*J 
holding, hut UH-»pon»o rqd oaacn. tlilU. I<t»* 
tMjUti. WotklngUi*. I talhS wnt lnu# in Haw Torn, and 
thera will probably b« a ministerial naating in mid-April. 

• ovat tha Shatt 
How reopening th» 

cnnima f c l a l relations are good, but further growth is 
conatralnad *T Jf 1~‘* <, * hf «~ fu {| c h- , fl S . J a « ^oirwa c c l a ? ”* f 

isls. x f£ a i 

“ cradlt 

insurance. 


Iran wants to claim t oll sovereignty. 
« i-Zr.p wate rway; itaiireTuses to al 
Shatt until Iraq gives up ita claims, 

- i a. 1 1 T ee#i Ut ^ hfl T IW 


m to 
SMS li 


-- But induatrlal trada laga. 

orant nwdium-term coverage in addition to lta aa 

Inan-Uf trt f iiny : — ‘ 

.. Iraq would also like freer a Wr t l UtM l M 

tor h igh t ech, Applications ara often nerd up in- 
CocHSerceor Dod 7 usually on grounda that dual-uaa 
technology could add to Irag’a -illt.ry c.p.bl titia. 

— Tl.u oowarful HlnUttr flt Hf.lf «on-ln- 

law) tWT iry ‘ ln . 

Bayto wn, ty . USX frose the deal when congress took u f 

union objections . 

~ A. part of it. approach to th. U.d.. lm-fU_L« »»>• 


?:.r:;.roluan ^vocable desls to i!A Oil 
c ompanies ; oil espotlsHo tha U.l. K77a aoarad 
irounTTuO, 000 barrels per day. 


to 


in. 


PUSTICIFA BIS 


VL&u 

The Secretary 
Policy Planning Staff 

Director Dennis Sosa 
MIKA DAS A. Peter Burleigh 
S/P Staffer Aaron Hiller 
NEA Notetaker 


IRAQ 

Under Secretary Ifiaar Handun 
Ambassador Abdul-Amlr Al-Anbari 
Khalid Hohanaiad, rirst Secretary 
(Notetaker) 


IV. 


pares CQVMAGE ; Photo Op 


BECKS! 
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Drafted: 
3/21/09 
Cleared : 




Attachments : 


Tab 1: Talking Points 

Tab 2: Biographical Information 

Tab 3: Economic Information 
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(±X 


H« if disturbed 
bas , who w utefw ' 


b lood , we also uni 
Special Operations section 


itd ttf the nrc»«nc« 1 

lidfid Uia wutbi at i M-s- cn 

ider stand Colonel HawarL -- has 




Jraq of Abu 


iSJl 

of 


Jn co ld 
TaFafi • 


to Baghdad. 


(£)-- We »«k »g«ln th.t iron dear Abu Abh.a and Colonel H»w.r| 

acceTl td your country. The fact that Abu Abbas is a member o 
the PLO Executive Coaaai t t ae dam a yss t he J?sJes.t i nj an cause 


VI. Trade (If raised) 


— He are committed to expansion of trade and U.S. exports 
around the world. 


-- He believe reconstruction and development projects in Iraq 
will present significant opportunities for U.S. exporters. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 


March 24, 1988 


MtMORAUDON FOR 
Frost 
Through t 



Subject t 


Your March 24 Hooting with and 

Concerning Iraq* a CCC Prograa" 


Ar**«!**' e 

Z talked with u * this norning to discover sore 

about this afternoon's seeding, fle explained that they want to 
seet with you to discuss inforsally the "current state of play" 
and the outlook for the next six sonths in the Iraqi CCC 
progras and to alert you that they plan to ask for a second 
increase in Iraq's CCC level. 

Following sy conversation with I spoke with 

*?■ «*- for his reaction to a second increase in Iraq's 
progras. Be cossented that! 


o such an increase would appear isprudent as it would increase 
the CCC's large exposure ip a risky, war-wracked econosy; 

o while it is difficult to say "definitely not" as they are 
current to CCC, they are in arrears to everyone else, and he 
counsels caution. 

Be mess ndat loo t That you tell* J that Treasury will 

not approve any increase and counsel caution, drawing on the 

attached talking points. 

o Bines Iraq's eeoaosic situation has not isproved fros the 
last tise an increase was proposed in the MAC, Treasury would 
again vote against an increase on the grounds of country 
risk. 

o Iraq has recorded current account deficits for the last five 
years and will likely continue to face large financing gaps 
(requiring farther reschedulings) for at least the next two 
or three years. 

o There would be little likelihood of repayment through a Paris 
Club rescheduling if Iraq were te default. (Iraq reschedules 
only on a bilateral basis, refuses to publish current 
economic data, and does not have an IMF progras.) 

o Iraq's external debt is estimated at 890 billion, of which 
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•15 billion in owed to OBCD countries » despite increased oil 
revenues, tbo war-recked country reanlns a risky borrower. 

o Is inbank is -off -cover* for audios and 1 0 n 9 -t.ro trannactionn 
* n J r *G ond only "on cover" for 300-day terns, farther 

«Jk:? e Tu^ t l ^rSq! I,OMd inCr “- “ iB llo# -ith 

Background 

As th* Ubl« btlov illustrate*, a saga of tbo PY 1980 Zraoi 
pro«ras ban boon hi oh. nnd^^oi , are likely to ."cue 
for an increase in tho prop ran to proooto enports over 22 
,i * thi. fiscal year. Recall that they 

race 1 rod RAC approval for 9510 ailllon G9n 102 and 
$90 nillion CSM 103 for f* 1900. than returned to request 
approval for an additional 0300 ailllon OSM 102. Treasury 
voted against this increase on the 9 rounder of financial risk. 
Agriculture subsequently announced an Increase of 0315 ailllon 

S5:s , Siui. t :^5Si." ,r • ““ i - »•” i “ «* >« ■»» 

(in al*lions*» Ch th * ” 1 *** Ir * q CCC »*• as follows 


Guarantees Guarantees Sales Hade But 

Approved Authorised Hot Yet Raolatared« 


Total 

“HSt 


GSM 102 




$825 

0400 

$200 

$600 

GSM 103 




$90 

010 

$71. S 

$87*5 


• Baporters have aade the sales but 

before they reqister with the CCC. 


are waiting for shipaent 
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NAC Netting 88-14 
April 5, 1988 

Page 1 


2. AGRICULTURAL EXPORT CREDIT SALES 

(a) Iraq - GSM-102 $200 Billion (feedstuffs) 

(NAC Doc . 88-TTT 

The fe, . 6*4 /f* »- d. s representative said Che proposed $200 
million of additional GSM-102 guarantee coverage for Iraq 
(making the cumulative total in PY 1988 $1,025 million) vis 
in response to Iraq's request for an amount greater then that. 

He said Iraq was using its previously approved coverage at a 
rapid rate across all product lines. 

Concerning Iraq's debt servicing difficulties, he said 
Iraq was current with the CCC and referred to more information 
on its payment record contained in hia letter to the NAC (NAC 
Doc. 88-27). He alao cited reports that Iraq had resumed ser- 
vicing its French debt. Nevertheless, he said 
Intended to announce the additional guarantee coverage in 
tranches, as a cautionary measure. 

The \ r £&****y representative aaid Jcc&t ary opposed the 
proposed Increase in CCC exposure in Iraq on la'ck of creditworthi- 
ness grounds, as it had opposed the previoue increase requested 
in October 1987. He said assessment of Iraq's 

economic situation had not changed since then. The 

representative supported Treasury's position. 

The representative asked about Eximbank's attitude 

toward Iraq, to which the ibovii representative responded 

that open for short-term insurance coverage in 

Iraq • 

_ < After the meeting, the 9 ft* , while noting 

serious concern abo»«t Iraq's ability to repay, 
supported the request, as did * /4T/J 

Council approval of the additional GSM-102 guarantaes for 
Iraq was obtained on the basis of votas cast by Staff Committee 
members on behalf of their Principals ( and the /^W**** / ' 

voting. against) at, or shortly after, ^the meeting (NAC 
Action 88-64, April 5, 1988). 
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K>OvJLa-wQ 


July 18, 1983 


MEMORANDUM TO TEN BOARD OF DIRECTORS 


Proa: 


Subject: 


Vice President for 
Country Risk Analysis 



Country Review: Republic of Iraq on Monday, July 25 

at 10:00 a.m. 


Attached is the Exinbank staff paper prepared by Clenent 
Miller of the Country Risk Analysis Division, which will 
aarve as the basis for the above-referenced discussion. It 
has been distributed with the Bank and to outside agencies. 
Representatives of the agencies listed below will be at the 
*aview to offer their views, to answer questions from 
Exinbank's Board and, where their analyses or conclusions 
differ from those in this paper, to identify the assumptions 
or data causing the differences. 


Outside Agencies 
CIA 

Connerce Department 
Federal Reserve 

State Department 

Treasury Departnent 
USTR 

Attachment 

ccs See distribution list. 


BOPEMSntatlYt 

Representatives of the Office 
of Global Issues and the Office 
of Near East-South Asia 
Analysis 
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Country Ravlaw: nt Ira a 


Introduction 

Aftar ytart of war against tha Kurds and Iran, Iraqi Arabs 
nurturs a mixad sansa of insacurity and das tiny. Thay want Iraq 
to ramain a povarful nilitary fore#, yat dasira a rasumption of 
acononic davalopmant. Saddam Hussain doas not wish to disappoint 
Iraqi Arabs. Ha intands to achiava Iraqi Arabs' multipla politi- 
cal, military, and aconomic objactivas through accalaratad 
application of aodam tachnologias , graatar axploitation of oil 
rasarvas, and skillful manipulation of its ralationships with 
foraign powars and thair official craditors. This manipulation 
will ba nacassary bacausa, for tha forasaaabla f utura , Iraq will 
not hava anough monay to rapay all of its foraign craditors. 


Iraqi Arab Rational Consciousnass 

Tha national consciousnass of Iraqi Arabs was cast in thair 
strugglas against colonialism and in thair wars against tha 
Kurds. It raachad its fullast axprassion in tha ruthlass nation- 
alism aspousad by Saddam Hussain. By tha 1970s, Iraqi Arab 
national consciousnass was so wall formad that avan Khamaini 
could not split Iraqi Shi 'a from Iraqi Sunni. 

For canturias, Iraqi Arabs languishad undar tha control of tha 
Ottoman Turks. Aftar tha First World War, tha Graat Powars 
combinad Arab Masopotamia with Kurdish tarrito.rias to form what 
is now Iraq. Britain install ad a monarchy and a landad gantry 
which sarvad British patrolaum intarasts. Tha British-backad 
ragima survivad until tha lata 1950s, surviving unrast and avan a 
1941 coup attampt by Arab officars. 

A sacond coup attampt, in 1958, succaadad in toppling tha 
monarchy. With this coup, and two mors in tha 1960s, Iraqi Arab 
military ragimas aliminatad tha gantry, consolidatad thair hold 
on both tha Arab and Kurdish populations through ruthlass 
raprassion, and rastructurad ralations with Britain, tha 
suparpowars, and tha oil conpanias. Iraq also sought a loading 
rola in Pan-Arab affairs. 

In tha 1960s, Iraqi Arabs adharad to Ba'ath, an idaology 
andorsing rasistanca to imparialism and Israal, and aspousing 
pan-Arab unity, sacularism, and stata socialism. Ba'athists 
influancad tha 1963 coup, and lad tha 1968 ravolution. In tha 
1970s, tha Ba'ath party astablishad a totalitarian stata, wrought 
with informars, sacrat polica, and clandastina tribunals. Saddam 
Hussain twistad tha Ba'ath doctrina to fit tha amarging national 
consciousnass. Whila tha now Idaology is rootad in a Saddam 
(faca-on-avary-straat-cornar) parsonality cult, its amphasis is 
on tha Iraqi Arab nation. Its strangth is drawn not from foraign 
notions such as socialism, sacularism, and Arab unity, but from 
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vary chauvinist Iraqi Arab sentiments ragarding foraign 
imperialism, tha Kurdish nationalists, and Parsian Iran. 
Important axprassions of Iraqi Arab sentiment ara tha national 
symbols now asployad by tha regime: Babylon and tha a 1 -Abbas id 

caliphata. Thasa symbols ravaal tha nationalist drift from 
idaological Ba'athism: Babylon was not Arab, and al -Abbas id not 

sacular. Iraq's tvo Masopotamian antacadants onca dominatad tha 
Fartila Crescent, and vara both nanacad by povarful Eastern 
ampiras. Iraqi Arabs under Saddam view themselves as inheritors 
of tha legacy of Babylon and a 1 -Abbas id, as Iranians under the 
Shah vievad themselves as inheritors of the legacy of Persia. 


Iraq's Wars and Shifting Alliances 

Iraqi Arab national consciousness, with its mixed sense of 
insecurity and destiny, has inspired Iraqi Arab regimes to pursue 
nearly continuous hostilities against tha Kurds, re-shuffle 
constantly their alliances with foraign povars, and launch their 
costly var against Iran. 

Iraqi Arabs view Kurds as their greatest threat. Tha Kurds, vho 
fora between one-quarter and one-third of the population, ara 
struggling to fora a state embracing territories carved mainly 
out of Iraq and Turkey. Under tha Baghdad Pact of tha 1950s, tha 
Iraqi monarchy cooperated vith Turkey and Iran in subduing 
Kurdish guerrillas. In tha 1960s, Iraqi Arab regimes turned to 
the Soviets to purchase arms needed to wage new campaigns against 
the Kurds. However, tha Kurds soon came to obtain their own 
Soviet arms, and Iraqi forces could not dislodge tha Kurdish 
forces from their mountain redoubts. 

Hoping to constrict tha flow of weapons to the Kurds and broaden 
its own opportunities for military purchases, Baghdad in 1972 
signed a friendship pact vith the Soviet Union. The Kurds then 
turned to the Shah of Iran, vho disliked the Iraqi regime. The 
Shah allowed Iraqi Kurdish guerrilla groups to operate freely 
from Iranian territory. Kurdish attacks persisted until 1975, 
when Iraq and Iran negotiated the Algiers agreement. Iraq 
consented to Iranian demands for border adjustments in the 
disputed Shatt al-Arab waterway in return for an Iranian promise 
to stop harboring Iraqi Kurds. Nevertheless, in the wake of the 
1979 Iranian revolution, Tehran's military control of Iranian 
Kurdistan lapsed, freeing the Kurds to mount new cross-border 
attacks against Iraqi Arab military garrisons. 

Incensed vith violations of the Algiers agreem e nt, and sensing an 
opportunity in a period of apparent Iranian weakness, Iraq in 
September 1990 launched a full-scale attack across the Shatt al- 
Arab. As Iraqi forces pushed deeper into Iranian territory, 
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Baghdad expected Tehran to aua for peace. Tehran's lam adiata 
response, however, was to employ ita air forca to destroy Iraq 1 a 
patrolaua and induatrial coaplax at rao. 

Throughout 1981, Iran' a aullaha racruitad cannon foddar for a 
supplementary infantry, tha Ravolutionary Guards. By aarly 1982, 
tha war's aoaantua ahiftad in Iran's favor. Iranian forcas waged 
a war of attrition against tha invading forcas. Tha Guards also 
forgad links with Iraqi Kurdish groups, who halpad opan a sacond 
front against tha Iraqis, By 1984, Iraq was f oread to withdraw 
most of its forcas from Iran and to re-deploy than along tha 
border, to stop Iranian attacks. 

Iraq at this tins took stops to sacura a wider group of allies. 
Evan while stepping up arms purchases fron tha Soviets, Baghdad 
bagsn buying military equipment from Brasil, China, Egypt, 

Franca, and other countries. Baghdad also re-established 
relations with a more amicable United States. 

In spite of superior Iraqi firepower, Iranian forcas launched a 
successful series of offensives into Iraqi territory in 1988 and 
1987. Iranian forces broke through Iraqi defenses to capture 
Kurdish territory northeast of Baghdad, tha Fao peninsula, and 
the marshes and islands abutting Basra, Iraq's second largest 
city. Only massive Iraqi use of chemical warfare prevented even 
further Iranian advances. The tides of war soon turned again, 
however. In early 1988, Iraqi forces, using chemical weapons 
offensively for the first time, recaptured both Fao and the 
marshes east of Basra and helped a rebel Iranian group capture an 
abandoned Iranian border town. Nevertheless, despite Iraqi nerve 
gas attacks, Iranian forces remain in control of territories 
northeast of Baghdad. 

It is impossible to foreeast developments in Iraq's wars against 
Iran and the Kurds, yet some observations can be made. First, 
Baghdad is not ready to end the Gulf War on any terms acceptable 
to the Iranians and might carry the war back into Iran. Even if 
an armistice is arranged, Iraq cannot ignore the long-term 
Iranian threat and is likely to invest heavily in rearmament. 

Iraq will also need to strengthen its offensive posture against 
the Kurds. Finally, Baghdad will persist in courting foreign 
powers willing to provide arms and other support. However, Iraq 
will not eater into any stable political or military alliances, 
or agree to any mild pro quo in return for foreign support. 


Quest for Technology in Warfare and Development 

In their battles against the Kurds, Iraqi Arabs learned the value 
of modern military technologies: tanks, APCs, helicopters, field 

artillery, and automatic weapons. Through the 1970s, the Iraqis 
were spending upwards of $1 billion per year on weapons. By 
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1990, th a Iraqis vara raady to considar taking on tha U.S.-incd 
Iranians. Avars of tha political disordar vithin tha Iranian 
any, Baghdad could aasily discount Iran's margin of 
technological sophistication. 

Rovavar, over 1981-1984 , tha Iraqi high command was shaken by the 
speed with which Iranian fighting discipline and morale vara 
restored. Tha Iraqis realised that Iran could, over the long 
run, muster three times as many troops as Iraq. They knew that 
survival, as well as eventual victory, depended on the mastery of 
technology. Therefore, Iraq was very quick to deploy advanced 
and often barbaric military technologies. Purchases of arms and 
other military equipment vara stepped up, reaching $5 billion per 
year by 1997. 

In addition to traditional warfare on the battlefield, Iraq has 
used mobile infantry units, electronic surveillance, mine fields, 
controlled flooding, mustard gas, and nerve gas. Against Iranian 
air raids, Iraq has used SAM missiles and aircraft interception. 
In its raids on Iran-bound shipping, Iraq has used high-altitude 
bombing, dive bombing, heat-seeking missiles, and long-range 
refueling. In missile attacks on Kharg Island and Tehran, Iraq 
has even used second-stage boosters. 

Iraq's quest for advanced technologies is not limited to military 
equipment. A taste in high technology was acquired during the 
1970s oil revenue and investment boom, but is now reinforced by 
the brilliant display of technology in response to the war. 
Throughout Baghdad's civilian ministries, and in the fledgling 
private sector, Iraqis now want to purchase only goods embodying 
the very best in modem technologies. 

By the late 1990s, Iraqi Arabs had hoped to establish an 
advanced, diversified economy, which would produce and export a 
vide variety of manufactured and agricultural goods. However, ' 
the war forced an interruption of Iraq's ambitious plans. Nov, 
after nine years of var, Iraqi Arabs are anxious to restart their 
stalled development program. 

Saddam's Western-trained ministers are fingering blueprints for 
expanded oil production capacity, as veil as for oil refineries, 
power plants, hydropower/ irrigation projects, petrochemical 
plants, plastics plants, aluminum and steel plants, and other 
manufacturing facilities. Throughout Iraq, army commanders, 
enterprise directors, gove rn me n t ministers, and private farmers 
all desire to purchase high-technology products. They have done 
their research, and identified and even contacted specific 
foreign suppliers of desired products. 

Many of these suppliers are in the United States. The Iraqis are 
impressed by American technology. However, in the wake of the 
Stark and Iran Air incidents, they hold no illusions about 
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inherent Aatrican superiority. The Iraqis do understand, quite 
painfully, that importing high-technology goods, from the United 
States or elsewhere, will ultimately require foreign exchange. 

Zn Iraq, foreign exchange remains a centrally-administered and 
highly-rationed commodity. 


Financial Problems: Oil Bevenus Inadequacy and unreliability 

Iraqi Arabs are proud that their country (including Kurdish 
provinces) contains the world's second largest oil reserves. 
However, as with all assets, the sise of Iraq's reserves is less 
relevant than their overall rate of return, annual crude oil 
revenues. Before 19S0, Iraq's crude oil earnings were broadly 
sufficient to permit both military and civilian imports, as well 
as growth in overseas bank deposits, since 1980, however, Iraq's 
oil revenues have been inadequate to finance both aru purchases 
and economic development. In addition, Iraqi oil revenues have 
proven quite unreliable. Baghdad has often miscalculated the 
amount of oil revenues available to meet Iraq's financing needs. 

In 1990, when it launched the Gulf Bar, Baghdad made two serious 
miscalculations. First, Baghdad assumed the survivability of its 
Gulf oil terminal. When Iraq lost Fao, export capacity slipped 
from 3.3 mb/d to 1.7 mb/d. Secondly, Iraq misjudged Syria's 
reaction to Iraq's offensive. Expressing solidarity with Iran, 
President Assad closed Iraq's pipeline through Syria, leaving as 
Iraq's sole oil outlet the 700,000 b/d Turkish -pipeline. Iraq's 
oil revenues suddenly fell from $25 billion per year to $10 
billion, sufficient to cover only half the $20 billion in 
payments falling due on civilian and military imports. 

The doubling of oil prices in 1981, which initially softened the 
blow to Iraq's finances, led Baghdad to a third serious 
miscalculation: that oil prices would continue to rise. Since 

even respectable oil analysts were predicting $50 per barrel oil 
within a few years, Baghdad could hope that rising oil prices 
would partially mitigate the revenue losses from the reduction in 
exp o rt volumes, and enable Iraq to finance its shortfalls totally 
from re s e r ve drawdowns. 

However, oil prices crested at $35 per barrel in 1982 and had 
stabilised at $29-30 per barrel by mid-1983. The collapse in oil 
revenues, to $9 billion in 1982, depleted Iraq's overseas bank 
holdings by year-end, and obliged Baghdad to ask for two-year 
reschedulings of payment obligations to foreign contractors and 
suppliers. In 1983, Iraq slashed civilian imports from $17 
billion to $9 billion, even as the turn in the war forced an 
increase in military purchases. 

Baghdad figured that, within two years, sufficient new pipeline 
capacity would be built to permit not only military and civilian 
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purchases, but adequate dabt sarvicing. Sine# Iraq plannad oil 
export capacity of l.S ab/d by 1985, and 2.2 ab/d by 1987, 

Baghdad came to axpact a doubling of 1983 oil ravanuas by 1985, 
and a tripling by 1987. 

However, Baghdad had aada yat a fourth aiscalculation: that oil 
pricas would remain abova $29-30 par barral. Iraq's expectations 
vara dashad by tha 1986 oil pries collapsa, which aora than 
off sat tha ravanua impact of an axpandad Turkish pipalina and an 
antiraly now pipalina (IPSA-1) into Saudi Arabia. Instaad of 
growing to $19 billion in 1986 as axpactad, Iraq's oil ravanuas 
fall to $7 billion, forcing Iraq to squasza civilian imports 
still furthsr, and ask craditors for a sscond raschaduling of 
previously rescheduled debts, and a first-time raschaduling of 
recant axport credits. 

Zn 1987, Iraq benafitted from a mild recovery in oil pricas and 
from tha opening of its second pipalina through Turkey, oil 
ravanuas leapt to $10 billion from $7 billion tha previous year. 
While shoving spectacular yaar-ovar-yaar growth, 1987 's nominal 
oil ravanuas vara actually no greater than in 1985. Before tha 
oil price collapsa, Iraq had bean expecting to earn wall over $20 
billion in 1987. It took tha entire added capacity of tha new 
Turkish pipalina just to offset tha 1986 oil price decline. In 
1987, Iraq continued to suppress civilian imports and demand 
additional reschedulings from craditors. 

With yat another pipalina under construction (IPS A- 2 to Saudi 
Arabia's Rad Sea port of Yanbu) , tha Iraqis are making new oil 
ravanua calculations. Whan IPSA- 2 comas on-line, by early 1990, 
Iraq's axport capacity will theoretically exceed 3.2 ab/d. 

Iraqis planners are probably counting on oil ravanuas to regain 
pre-war levels of $20-25 billion by 1990. But herein lias tha 
potential for yat a fifth miscalculation. 

Baghdad's efforts to increase axport volumes run counter to OPEC 
efforts to impose production discipline and stabilize oil pricas. 
With tha coming on-stream of tha second Turkish pipalina in 1987, 
Iraq affectively graduated from a price-taker to a najor price- 
maker. To move additional oil, Iraq has bean forced to undercut 
competitors, even other OPEC countries. Iraq's escalating 
production and predatory pricing actions are key factors 
depressing world oil pricas, and are even counterproductive. 

Already in 1988, lover-than-expected oil pricas have offset much 
of Iraq's 1987 volume increases. At less than $12 billion, 
Baghdad's 1988 oil revenues alone will be insufficient to cover 
$16 billion in military purchases, civilian imports, remittances, 
and freight and insurance costs. Lass than $2 billion will be 
available to cover estimated debt service payments of $7 billion. 
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With vuk global oil d— n d and surplus OPSC capacity, tbs coming 
on-stream of an additional 1 mb/d from XPSA-2 will aarvs to drive 
down world oil pricas still further. It is conceivable that 
Saudi Arabia, which has tba most to lose from a worsening oil 
glut, might limit IPSA throughput to forestall disastrous price 
declines. 

More likely, however, is a diplomatic solution in* which Iraq 
would be offered an output quota equal to the one now in force in 
Iran. Baghdad had demanded such parity, but dropped its rt amend 
In 1987 when Iraqi oil output came to exceed Iranian output. 
Parity with Iran would leave Iraq's oil export revenues little 
changed from current levels, frustrating again Baghdad's 
projections of petroleum prosperity. Any large increases in 
civilian imports and development spending would depend on the 
unrequited generosity of Iraq's foreign creditors. 


treatment of Creditors: Securing Strategic Financial Partners 

From the start of the Gulf war, the inadequacy and unrellablity 
of oil revenues has forced Iraq to rely on massive external 
financial assistance, in the form of grants, loans, and 
reschedulings. Iraq's hard-currency external debt (not including 
grants from Saudi Arabia and Kuwait, or debts on clearing 
accounts with the Soviet Union) is today greater than the 
external debts of Algeria, Chile, Nigeria, or Yugoslavia. 
Nevertheless, Iraqi Arabs are far too proud to consider their 
oil-rich country a debtor nation. 

Bilateral reschedulings. Imposed by Baghdad on unhappy Western 
creditors, with two-to-four year repayment terms, have left 
Iraq's debt service payments "bunched”, maintaining a much higher 
debt service burden than countries which have received 
multilateral debt "stretch-outs.” A Paris Club, or its 
equivalent, would ease Iraq's financial difficulties. However, 
the Iraqi Arabs would consider a multilateral resched u li n g a 
severe blow. After all, neither Iran nor its Arab Gulf brothers 
have suffered such humiliation. 

Baghdad does not accept the normal concept of debt or the 
principles of normal debtor-creditor relations. It considers 
external financial assistance a two-way street, serving not only 
Iraq's aims, but the military, political, and economic interests 
of creditors. (Henc e, Iraq does not accept the principles of 
financial disclosure, public multilateral negotiations, and 
equitable treatment of creditors. Rather, Iraq pursues a 
ruthless strategy of securing strategic financial partners, 
employing financial secrecy, private bilateral negotiations, and 
blatant unequal treatment of creditors. 
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j Iraq's preference for s e cr e cy has pre-war roots. Baghdad's aonay 
M managers have long baan considered as discreet' as tha Swiss, 
ii Bafora tha war providad a good axcusa for not ralaasing any 
/\ financial data, Iraq would rafusa to ralaasa information on tha 
\T' sisa and wharaabouts of foraign assats. Today, Baghdad offars no 
/ data on trada, military spanding, borrowing, dabt stock or 

paymants. Data on oil r asarvas, production, and axport volunas 
% ara amployad salactivaly to antics craditor intarast in providing 
\ additional financial support. 

Baghdad's prafaranca for bilataralisa and craditor discrimination 
also has pre-war roots. Baghdad has long conduct ad tha bulk of 
its foreign trada undar Soviet-style bilataral arrangamants, 
elaarad either in oil dalivariss or hard-currency paymants. Zn 
extending tha philosophy of trading arrangamants to relations 
with creditors, Baghdad regularly uses default to obtain tha bast 
possible rescheduling and new money deals from its creditors. 

. Baghdad downgrades tha importance of repayment, viewing loans as 
providing creditors immediate payback in terms of increased 
access to tha Iraqi market. Timely financial repayment is not 
viewed as tha action of a responsible craditor, but rather as 
leverage to secure even greater financial resources. Oil 
deliveries ara an acceptable and even preferable naans of 
clearing accounts. 

Bagh d a d strongly desires to develop strategic financial partners, 
whose self-interest in providing credit to Iraq extends beyond 
the receipt of interest payments. Iraq's strategic financial 
partners must be willing to sacrifice repayment in return for 
heightened Iraqi military security, greater exports to tha Iraqi 
market, or increased political goodwill. Iraq's strategic 
financial partners include: 

Saadi Arabia and Basalt: Saudi Arabia and Kuwait have providad 

Iraq with at least $25 billion in financial assistance. Tha bulk 
of these funds represent earnings on oil exports from tha Saudi- 
Kuwaiti Divided Some. Although Iraq originally promised to repay 
its Gulf brothers in kind, Saudi Arabia and Kuwait no longer 
expect repayment. To Iraqi Arabs, Gulf financial support to Iraq 
has already broug ht Saudi Arabia and Kuwait tangible benefits, in 
tha form of a strong Iraqi Arab defensive posture against an 
aggressive Persian Iran. Saudi and Kuwaiti support extend into 
other areas as well, the IPSA pipeline and merchandise 
transshipment. 

Soviet Union: Before the war, Iraq purchased Soviet arms and 

civilian imports mostly with hard currency. After tha depletion 
of Iraq's foreign exchange reserves, ths Soviet Union 
aocoamodated Iraq by boosting imports of Iraqi crude. In 19S4, 
the Soviet Union extended a $2 billion loan to Iraq to cover 
civilian purchases. As Iraq increased its oil export volumes. 
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the Soviets aeoapttd gmttr voIubm of Iraqi crudt in repayment 
of ans purchatM. In all probability, tba Soviets also offar 
highly coneaaaional terms on its salas of Military equipment to 
Iraq. Tha Soviets hava a long- tarn intarast in cultivating Iraq, 
bacausa it is nora stable than Syria, nora povarful than Saudi 
Arabia and tha other Arab Gulf states, and is a powerful 
counterweight to anti-Soviet Iran. Bven though tha Iraqi Arabs 
are suspicious of Soviet intentions, they are thrilled that at 
least one of tha superpowers views Iraq, rather than Iran, as tha 
Gulf power worth cultivating. 

Jordan and Turkey: Tha central banks of Jordan and Turkey 

provide credits to Iraq to support salas by Jordanian and Turkish 
fins. Under bilateral arrangements , tha central banks accept 
crude oil in partial repayment of outstanding debts. Unpaid debt 
now runs, however, into billions of dollars for each central 
bank, causing major problems for central bank balance sheets and 
large negative errors and omissions in national balance of 
payments accounts. Recently, both central banks stopped their 
credits on account of these arrears. This is likely to be a 
brief interruption, as both Jordan and Turkey have sizable 
interests in Iraq. Iraq is a major market for both countries 1 
manuf acturers . Furthermore, aid to Iraq provides immediate 
strategic benefits: Iraq serves as a strategic counterweight to 

potential Syrian influence over Jordan and helps Turkey exercise 
control over its own unruly Kurds. As toward Saudi Arabia and 
Kuwait, Iraq's attitude is that these benefits outweigh lost debt 
service. 


We ster n Governments: Western governments have also provided 

extensive financial support to Baghdad, largely in the form of 
export credits. Export credit agencies took major hits on export 
guarantees to Iraq over 1983-1984, resulting in a massive build- 
up in their direct exposure. In 1988, the ECAs faced bilateral 
reschedulings of the debts they assumed earlier. Iraq interprets 
these reschedulings as "new credits", and indeed they are nothing 
more than pure balance of payments assistance. In these 
reschedulings, the KCAs have deferred payments for 2-4 years, and 
many offered to accept partial repayment in crude oil. 

Largely on account of these reschedulings, EGA exposure to Iraq 
has risen to $10.8 billion, greater than total ECA exposure in 
Colombia, the Fhillipines, Venezuela, or Yugoslavia. Because of 
their bad experience in the 1988 reschedulings, the ECAs have 
taken a cautious attitude toward Iraq. However, for political 
reasons, Western governments have often insisted that their ECAs 
offer some support, however limited. Consequently, most ECAs 
(exceptions are the ECAs of Germany, Italy, the Netherlands, and 
Sweden) offer highly-circumscribed short-term cover. However, 
only Australia's EFIC, the United Kingdom's ECGD, and the United 
States' Commodity Credit Corporation are open for medium-term 
cover. 
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STIC, WOOD, and CCC main open in Iraq on account of roportad 
pood bilataral payments records. Thair favorad creditor atatua 
cannot ba explained aa a ravard for tha political or military 
support of farad by thair qovarnmanta: Franca has providad much 

mora of both. Nor is it a ravard for ovarvhalaing aconoaic 
support ovar tha yaars: Franca, Germany, Japan, and Italy all 

hava graatar ECA exposure. Thasa factors hava vorkad against 
repayment. ECAs who hava damonstratad political, military and 
economic support ara cons ida rad strategic financial partners who 
ova Iraq as much as Iraq owes than. 



Rather, EF1C, ECGD, and CCC enjoy favorad creditor status because 
they ara all offering large and increasing programs of new 
medium- term export credits. CCC alone is offering $1 billion par 
year. It would ba a tactical mistake for Baghdad to miss 
payments to thaoa creditors. Whan thasa export support programs 
ara diminished, and once repayments begin to exceed new credits, 
B a gh d a d will find it necessary to seek reschedulings of thasa 
debts, in order to secure strategic balance of payments support. 


Iraq is currently cultivating Eximbank as a new source of long* 
term external financial support. Baghdad hopes to appeal to U.8. 
national security interests in obtaining yet another strategic 
financial partner. Also, Baghdad is dangling large high- 
technology projects in front of well-known U.8. firms, but with 
one caveats that they can go forward only with Eximbank support. 


After years of war against the Kurds and Iran, Iraqi Arabs 
nurture a mixed sense of insecurity and destiny. They want Iraq 
to remain a pow e rf u l military force, yet desire a resumption of 
economic development. Saddam Hussain wishes to fulfill the 
aspirations of Iraqi Arabs. He intends to achieve Iraqi Arabs' 
multiple political, military, and economic objectives through 
accelerated application of modem technologies, greater 
exploitation of oil reserves, and skillful manipulation of its 
relations with foreign powers. Including foreign creditors. 

With oil revenues unpredictable, and insufficient to cover Iraq's 
financing needs, Baghdad wants to secure strategic financial 
partners who place their military, political, and economic 
interests in Iraq above their requirements for repayment. Within 
this context, Iraq repays in full only those creditors who 
provide credits In e x ces s of payments falling due. 
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PRESENTATION TO BOARD OP DIRECTORS, JULY 25, 1988 

Wt'ra here today for a country ravi aw of Iraq. Ona yaar ago. 
Exinbank of farad $200 Billion in short-tarn insuranca for Iraq.' 
At that tins, va dacidad to tast tha vatar with a snail progran r 
to saa if Iraq intands to singla out Ex inhank for tinaly 
rapaynant. Unfortunately, dua to tha sluggishness with which tha 
Iraqis first used our program, va today have practically no 
rapaynant axparianca, except for ona paynent problen we can 
discuss later. Nevertheless, ve are here again today to review, 
Iraq. Such a review is, of course, conplataly justified by 
recant developments in the region, including the Iranian call for 
a cease-fire, and Iraq*s new incursions into Iran. j 

In order to provide a framework for analysing these reoent ^ 
developments, I've put together a list of key questions, which is 
the first page in front of you. In ny presentation, I will 
provide the context for what are reasonable answers to these 
questions. I've provided a nap also, which will help you to 
follow ny presentation. Also, I've provided a list of common 
myths we often hear about Iraq, which I will discuss later in ny 
presentation. 

Iraq is a country that, over the mediun tern, will only be able 
to repay a small portion of its external debts. However, in 
making a country risk assessment of Iraq, though, it is important 
not only to look at raw nunbers on things such as oil prices and 
production, but to get a feel for the way the Iraqis think, the 
way they approach even such basic concepts as foreign debt. To 
understand the way they think, we must explore the Iraqi Arab 
national consciousness, their wars against the Kurds and Iran, 
their quest for high technology, their tendency to make 
overoptinistic niscalculations regarding oil, and their treatment 
of foreign creditors. 

Iraqi Arab national consciousness was cast in struggles against 
colonialisn, in their wars against the Kurds, and finally in the 
struggle against Iran. For centuries, Iraqi Arabs languished 
under the control of the Ottoman Turks. After the first World 
War, the Great Powers combined Arab Mesopotamia with Kurdish 
territories to form what is now Iraq. Britain installed a 
monarchy and a landed gentry which served British petroleum 
interests until the 1950s. 

In 1958, Iraqi Arab military officers overthrew the British- 
backed regime, eliminated the gentry, consolidated their hold on 
the Arab and Kurdish populations through ruthless repression, and 
restructured relations with Britain, the superpowers, and the oil 
companies. Iraq also sought a leading role in Pan-Arab affairs. 
In the 1960s, Iraqi Arabs adhered to Ba'ath, an ideology 
endorsing resistance to imperialism, and espousing pan-Arab 
unity, secularism, and state socialism. In the 1970s, the Ba'ath 
party established a totalitarian state in Iraq. 
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In the late 1970s and early 1980s, Saddaa Hussain twisted the 
Ba'ath doctrine to fit the emerging national consciousness. The 
new ideology is rooted in a personality cult — with Saddam's 
face plastered on every street corner. However, its emphasis is 
on the Iraqi Arab nation. Its strength is dram not from foreign 
notions such as socialism, secularism, and Arab unity, but from 
chauvinist Iraqi Arab sentiments regarding foreign imperialism, 
the Kurdish nationalists, and Persian Iran. 

Saddam uses several national symbols to capture Iraqi Arab 
sentiment: Babylon and the a 1 -Abbas id caliphate. These symbols 

reveal the nationalist drift from ideological Ba'athism: Babylon 

.was not Arab, and al-Abbasid not secular. Both empires once 
dominated the Fertile Crescent, and were both menaced by powerful 
Eastern empires. Iraqi Arabs view themselves as inheritors of 
the legacy of Babylon and al-Abbasid, as Iranians under the Shah 
viewed themselves as inheritors of the legacy of Persia. 

Iraqi Arab national consciousness, with its mixed sense of 
insecurity and destiny, has inspired Iraqi Arab regimes to pursue 
nearly continuous hostilities against the Kurds, re-shuffle 
constantly their alliances with foreign powers, and launch their 
costly war against Iran. 

Iraqi Arabs view the Kurds as their greatest long-term problem. 
The Kurds, who form almost a third of the population, are 
struggling to form a state embracing territories carved mainly 
out of Iraq and Turkey. In the 1960s, Iraqi Arab regimes turned 
to the Soviets to purchase arms needed to wage new campaigns 
against the Kurds. However, the Kurds soon came to obtain their 
own Soviet arms, and Iraqi forces could not dislodge the Kurdish 
forces from their mountain redoubts. 

In 1972, Iraq signed a friendship pact with the Soviet Union, in 
order to stop the flow of arms to the Kurds. The Kurds then 
turned to the Shah of Iran, who allowed Kurdish guerrilla groups 
to operate freely from Iranian territory. Kurdish attacks 
persisted until 1975, when Iraq reluctantly consented to Iranian 
demands for border adjustments in the disputed Shatt al-Arab 
waterway in return for an Iranian promise to stop harboring Iraqi 
Kurds. Nevertheless, in the wake of the 1979 Iranian revolution, 
Iran's military control of Kurdistan lapsed, freeing the Kurds to 
mount new attacks against Iraqi garrisons. 

Sensing an opportunity in a moment of apparent Iranian weakness, 
Iraq in September 1980 launched a full-scale attack across the 
Shatt al-Arab. As Iraqi forces pushed deeper into Iranian 
territory, Baghdad expected Tehran to sue for peace. Iran's 
immediate response, however, was to use its air force to destroy 
Iraq's petroleum and industrial complex at Fao. 

By early 1982, the land war's momentum shifted in Iran's favor as 
Iranian forces waged a war of attrition against the invading 
forces. Iran forged links with Iraqi Kurdish groups, who helped 
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open a Kcond front against the Iraqis. By 1904, Iraq was f oread 
to withdraw most of its forcss fro* Iran, and to re-deploy them 
along tha bordar, to stop Iranian attacks . Iraq at this tins 
took stops to sacura a widar group of allias. Evan whila 
stopping up arms purchasas froa tha Soviats, Baghdad bagan buying 
military equipment from Brasil, China, Egypt, Franco, and othar 
countries . 

In spita of suparior Iraqi firapowar, Iranian forcas launched a 
successful series of offensives into Iraqi territory. Iranian 
forcas broke through Iraqi defenses to capture Kurdish territory 
northeast of Baghdad; tha Fao peninsula; and tha marshes and 
islands abutting Basra, Iraq's second largest city. In tha last 
few months, however, Iraqi forcas, using chemical weapons, 
recaptured both Fao and tha marshes east of Basra. Early last 
weak, of course. Ayatollah Khomeini asked for an unconditional 
cease-fire, which the Iraqis have neither accepted nor rejected. 
On Friday, however, Iraqi forces attacked up and down the border, 
plunging 40 miles into Iraq. This may be last-minute Iraqi 
jockeying for position; but it is more likely that Iraq is 
pushing to obtain at least some kind of semi-victory before both 
sides finally lay down their arms. 

It is impossible to forecast developments in Iraq's conflict 
aoainst Iran and the Kurds, yet some observations can be made. 
First, Baghdad will insist on a peace settlement which addresses 
Iraqi concerns about the Kurds and about border disputes. 

Witness Iraq's call for a clearing of the Shatt al-Arab before a 
cease-fire. Further, even if an armistice is arranged, Iraq 
cannot Ignore the long-term Iranian threat, and is likely to 
invest heavily in rearmament. Iraq will likely take the 
opportunity to strengthen its offensive posture against the 
Kurds. Finally, Baghdad will persist in courting foreign powers 
willing to provide arms and other support. However, Iraq will 
not enter into any stable political or military alliances, or 
agree to any quid pro quo in return for foreign support. 

In all of these years of warfare, the Iraqis have gained an 
appreciation for technology. Back in the 1960s and 1970s, in 
their battled against the Kurds, Iraqi Arabs learned the value of 
modern military technologies: tanks, APCs, helicopters, field 
artillery, and automatic weapons . in the war against Iran, the 
Iraqis knew that eventual victory depended on the mastery of 
technology.. On the battlefield, Iraq has used mobile infantry 
units, electronic surveillance, nine fields, controlled flooding, 
mustard gas, and nerve gas. Against Iranian air raids, Iraq has 
used SAM missiles and air interception. In its raids on Iran- 
bound shipping, Iraq has used high-altitude bombing, dive 
bombing, heat-seeking missiles, and long-range refueling. In 
missile attacks on Kharg Island and Tehran, Iraq has even used 
second-stage boosters. 

Iraq's quest for advanced technologies is not limited to military 
equipment. A taste in high technology was acquired during the 
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1970s oil revenue and iovtstiint boon, but is now rsinforcsd by 
ths brilliant display of technology in rssponsa to the war. 
Throughout Baghdad's civilian ministries, and in. the fledgling 
private sector, Iraqis now want to purchase only goods embodying 
the very best in modern technologies. 

By the late 1980s, Iraqi Arabs had hoped to establish an 
advanced, diversified economy, which would produce and export a 
wide variety of manufactured and agricultural goods. However, 
the war forced an interruption of Iraq's ambitious plans. Now, 
after nine years of war, Iraqi Arabs are anxious to restart their 
stalled development program. Saddam has already placed new 
Western-trained technocrats in key ministries, and has allowed 
them a hand at restructuring parts of the economy. Saddam's 
efforts are aimed primarily at giving leverage to existing, low 
levels of development spending. They won't improve Iraq's 
foreign exchange shortage, but they do prepare Iraq for the day 
when more foreign exchange becomes available. 

Saddam's new ministers are fingering old blueprints for expanded 
oil capacity, as well as for oil refineries, power plants, 
hydropower/ irrigation projects, petrochemical plants, plastics 

. plants, aluminum and steel plants, and other manufacturing 
facilities. They have done their research, and identified and 
even contacted specific foreign suppliers of desired products. 

. Many of these suppliers are in the United States. The Iraqis are 
impressed by American high technology. However, the Iraqis 
understand, quite painfully, that importing high-technology 
goods, from the United States or elsewhere, will ultimately 
require foreign exchange. In Iraq, foreign exchange remains a 
centrally- administered and highly-rationed commodity. 

Iraqi Arabs are proud that their country (including Kurdish 
provinces) contains the world's second largest oil reserves. 
However, the size of Iraq's reserves is less relevant than crude 
oil revenues. In spite of Iraqi optimism, Iraq's oil revenues 
have been inadequate to finance both arms purchases and economic 
development. Oil revenues have also proven quite unreliable. 
Baghdad has often miscalculated the amount of oil revenues 
available to meet Iraq's financing needs. 

Early during the war, Baghdad made three serious miscalculations. 
First, Baghdad assumed the survivability of its Gulf oil 
terminal. Secondly, Iraq assumed that Syria would keep open 
Iraq's pipeline to the Mediterranean. And third was that oil 
prices would continue to keep rising, perhaps to $50 per barrel. 
When Iraq was proved wrong all three counts, Iraq's oil revenues 
fell from $25 billion per year to $10 billion. 

In 1983, Iraq started building new export pipelines. Since Iraq 
planned oil export capacity of 1.5 mb/d by 1985, and 2.2 mb/d by 
1987, Baghdad came to expect a doubling of oil revenues by 1985, 
and a tripling by 1987. However, Baghdad had made yet a fourth 
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miscalculation: that oil pricas would rasa in at $30 par barral. 
Iraq's expectations vara dashad by tha 1986 oil prica collapsa, 
which more than offsat tha antira impact of tha expanded Turkish 
pipalina and tha nav pipalina through Saudi Arabia. Iraq's oil 
ravanuas fall to $7 billion. 

In 1987 , Iraq banafittad froa a mild raeovary in oil pricas, and 
froa tha opaning of its sacond pipalina through Turkay. Howavar , 
1987 oil ravanuas wars still no graatar than in 1985, bafora tha 
oil prica collapsa. 

with yat another pipalina under construction to Saudi Arabia, 
tha Iraqis are waking nav oil revenue calculations, based on 
theoretical export capacity of 3.2 nb/d. Tha Iraqis planners are 
probably counting on oil ravanuas to regain pre-war levels by 
1990. But Iraq is probably making yat a fifth miscalculation. 

Baghdad's further efforts to increase export volumes run counter 
to OPEC efforts to inpose production discipline and stabilise oil 
pricas. With tha coning on-stream of tha sacond Turkish pipalina 
in 1987, Iraq affectively graduated froa a price-taker to a major 
prica-aakar. To aova additional oil, Iraq has bean forced to 
undercut competitors, even other OPEC countries. Iraq's 
escalating production and predatory pricing actions are key 
factors depressing world oil pricas, and are even 
counterproductive. 

* . • . r 

With weak global oil demand, and surplus OPEC capacity, tha 
coming on-straaa of tha sacond Saudi pipalina will serve to drive 
down world oil pricas still further. It is conceivable that 
Saudi Arabia, which has the most to lose from a worsening oil 
glut, night limit throughput to forestall disastrous prica 
declines. 

Mora likely, however, is a diplomatic solution in which Iraq 
would be offered an output quota equal to tha one now in force in 
Iran. Baghdad had demanded such parity, but dropped its demand 
in 1987 when Iraqi oil output came to exceed Iranian output. 
Parity with Iran would leave Iraq's oil export ravanuas little 
changed from currant levels, frustrating again Baghdad's 
projections of petroleum prosperity. 

Tha inadequacy and unreliablity of oil revenues has forced Iraq 
to rely on massive external financial assistance, in tha form of 
grants, loans, and reschedulings. Iraq's hard-currency external 
debt (not including any grants from Saudi Arabia and Kuwait, or 
debts on clearing accounts with tha Soviet Union) is today 
graatar than tha external debts of Algeria, Chile, Nigeria, or 
Yugoslavia. Nevertheless, Iraqi Arabs are far too proud to 
consider their oil-rich country a debtor nation. 

Bilateral reschedulings with two -to- four year repayment terms 
have left Iraq's debt service payments "bunched", maintaining a 
much higher debt service burden than countries which have 
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received Multilateral debt "stretch-outs.” A Paris Club, or its 
equivalent, would ease Iraq's financial difficulties. However, 
the Iraqi Arabs would consider a multilateral rescheduling a 
severe blow. After all, neither Iran nor its Arab Gulf brothers 
have suffered such humiliation. 

Baghdad does not accept the concept of debt, or the principles of 
normal debtor-creditor relations. It considers external 
financial assistance a two-way street, serving not only Iraq's 
aims, but the military, political, and economic interests of 
creditors. Hence, Iraq does not accept the principles of 
financial disclosure, public multilateral negotiations, and 
equitable treatment of creditors. Rather; Iraq pursues a 
ruthless strategy of securing strategic financial partners, 
employing financial secrecy, private bilateral negotiations, and 
blatant unequal treatment of creditors. 

Iraq's preference for secrecy has pre-war roots. Baghdad's money 
managers have long been considered as discreet as the Swiss. 
Before the war provided a good excuse for not releasing any 
financial data, Iraq would refuse to release information on the 
sise and whereabouts of foreign assets. Today, Baghdad offers no 
data on trade, military spending, borrowing, or debt. 

Baghdad's preference for bilateralism and creditor discrimination 
also has pre-war roots. Baghdad has long conducted the bulk of 
its foreign trade under Soviet-style bilateral arrangements • 

Such arrangements are inherently discriminatory, in that Baghdad 
has every incentive to make agreements with trading partners 
which offer the best terms. 

In extending the philosophy of trading arrangements to relations 
with creditors, Baghdad regularly uses default to obtain the best 
possible rescheduling and new money deals from its creditors. 
Baghdad downgrades the importance of repayment, viewing loans as 
providing creditors Immediate payback in terms of increased 
access to the Iraqi market. Financial repayment is not viewed as 
an action required of any responsible borrower, but rather as 
leverage to secure even greater financial resources. Oil 
deliveries are an acceptable and even preferable means of 
clearing overdue accounts. 

Baghdad wants nothing less than to develop strategic financial 
partners, wfiose self-interest in providing credit to Iraq extends 
beyond the receipt of payments. Iraq's strategic financial 
partners must be willing to sacrifice repayment in return for 
heightened Iraqi military security, greater exports to the Iraqi 
market, or simply increased political goodwill. 

The most well-known of Iraq's strategic financial partners are 
Saudi Arabia, Kuwait, Turkey, and Jordan. Saudi Arabia and 
Kuwait have poured untold billions of dollars into Iraq, mostly 
from oil from the Saudi-Kuwait Neutral Zone. All of this money 
is carried on the books of the Saudi Arabian Monetary Agency, the 
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Saudi cantral bank. However, no oita can realistically count this 
aonay aa debt, bacauaa it is navar going to ba paid back. You 
would think that Iraq would ba grataful for this ass iatanca. Mo, 
Iraq considars this money as ovad to Iraq, for providing a front- 
lina dafansa against Iran. Ambassador al-Anbari avan told Ba 
that Iraq considars tha Neutral Zona oil as Iraqi oil. 

The cantral banks of Turkey and Jordan provide credits to Iraq to 
support sales by Jordanian and Turkish firms, just like Eximbank 
does. However, Ankara and Amman have been forced to accept crude 
oil in repayment of outstanding debts, and arrears now run into 
the billions dollars. Iraq discounts the importance of 
repayment. It thinks Jordan and Turkey have already received 
benefits, in the form of increased access to tha great Iraqi 
market. 

Western governments have also provided financial support to 
Baghdad, largely in tha form of export credits. Export credit 
agencies took major hits on export guarantees to Iraq over 1983- 
1984, resulting in a massive build-up in their direct exposure. 

In 1986, the ECAs faced bilateral reschedulings of the debts they 
assumed earlier. Iraq interprets these reschedulings as "new 
credits", and indeed they are nothing more than pure balance of 
payments assistance. In these reschedulings, the ECAs have 
deferred payments for 2-4 years, and most offered to accept 
partial repayment in crude oil. Because of their bad experience 
in the 1986 reschedulings, the EGAs now taka a vary cautious 
attitude toward Iraq. 

Several ECAs offer highly-circumscribed short-term cover. 

However, only Australia's EFIC, the United Kingdom's ECGD, and 
the United States* CCC are open for medium-term cover. This is 
because they are getting paid on time. You heard it right, they 
are getting paid on time. Why are they getting paid? And why is 
everybody else rescheduled? Is it because of the political or 
military support offered by their governments? No, France has 
provided much more of both. Is it a reward for overwhelming 
economic support over the years? No, Franoe, Germany, Japan, 
and Italy all have greater exposure. Italy even financed the 
pipeline through Saudi Arabia. 

Rather, the three enjoy favored creditor status because they are 
all offering new, large, and Increasing programs of medium-term 
export credits. CCC alone is offering $1 billion. It would be a 
tactical mistake for Baghdad to miss payments to these creditors. 
When these export support programs are diminished, and once 
repayments begin to exceed new credits, Baghdad will find it 
necessary to seek reschedulings of these debts, in order to 
secure balance of payments support. 

Iraq is currently cultivating Eximbank as a new source of long- 
term external financial support. Baghdad hopes to appeal to U.S. 
national security interests in obtaining yet another strategic 
financial partner. Also, Baghdad is dangling large high- 
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technology projects in front of well-known U.S. fins, but with 
one caveat : that they can go forward only with Exinbank support. 

The Iraqis envision an Exinbank program capable of supporting 
several large oil and power projects. For this reason, they are 
unhappy with the current short-ten facility. The Iraqis are 
interested in discovering Exinbank's intentions on long-ten 
credit in advance of due dates on the short-term facility. As 
long as Baghdad believes there is a high probability of long-ten 
credit, it will probably treat Exinbank as a favored creditor and 
make payments on the short-ten facility. This is why, Mr. 
Chairman, the Minister of oil asked you to about today's country 
review. 

However, a large long-ten program presents its own risks. Iraq's 
political and economic outlook provides no confidence in its 
willingness to repay the bulk of its foreign debts. Unless 
Exihbank wen to commit itself to a a large program of long ten 
credit, followed by consecutively larger lending programs, Iraq 
has no incentive to keep repaying. 

I'd like to follow this up with a story. When Heldridge and I 
wen in Baghdad, every important government financial official 
told us that we didn't have to worry about getting repaid because 
Saddam Hussein himself had sent around a circular which said, 
very simply. Pay the Americans 1 I have to admit, this seemed 
reassuring to me, but only for a while. I then realized that, in 
Iraq, what Saddam giveth, Saddam can taketh away. This* is the 
way the Inql Central Bank and Finance Ministry are run. 

I'd like now to turn to the list of common myths about Iraq. 
These are statements that you often here bandied about. When I 
use the term myth, I am relying on the following definition of a 
myth: "A notion based more on tradition or convenience than on 
fact: a received idea.” I am not implying that there is 
absolutely no factual content to these myths. Often, myths do 
have some basis in reality. However, I do believe the factual 
content of all of these myths is much lower than 50%. 
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mtTMOLOC* ABOUT IRAQ 




MYTH III Iraq it on« of tho laraut iirk«t» for If. 8. 
exports In tho developing world* 

Reality) The myth of the Iraqi market Is based on two or three 
years of huge imports around 1980. The Iraqi market was not among 
the largest before that, nor is it now. Iraq in 1987 was the 28th 
largest importer (of civilian goods) among non-OECD countries. An 
end to the war alone does not imply a financial bonansa for Iraq. 
The conditions existing in 1981 — simultaneous 4 mb/d production and 
$20 per barrel oil-- will not return. Any dramatic increase in 
imports depends on the uncertain prospect of substantially higher 
oil revenues and the willingness of creditors (such as Cxim) to 
finance the creation of s larger Iraqi market* 


MYTH |8t Because of Its vast oil reserves# Iraq must be a highly 
qreditworthy country* 

Reality: Large oil reserves do not imply high oil revenues* oil 
revenues depend on oil export capacity and oil prices. In spite of 
valiant efforts to boost oil export capacity, Iraq's oil revenues 
remain at half their level of the early 1980s* neither oil export 
capacity, nor oil prices, are guaranteed to work In Irhq c s favor in 
the future* 


MYTH f$i Iraq is perfectly willing to repay creditors# it just 
does not nave the ability to repay right now* 

Realityt Because its debt has a short maturity structure, Iraq 
cannot pay all its debt service* Moreover, Iraq has an attitude 
prdblen regarding foreign debt* Iraq only fully, repays creditors 
who offer large new loans* If creditors don 9 t offer new loans, 
Iraq simply falls to pay, and demands bilateral rescheduling 
arrangements involving oil barter* This strategy permits Iraq to 
secure project financing, as well as pure BOR assistance* 

MYTH fit Iraq hit rock-bottom in 1988# since then# Iraq's 
finances have already gotten a let better* 

Reality! The oil price collapse (and Iranian military victories) 
of 190$ took the Iraqis by surprise# for a time, they weren't even 
answering communications from creditors* Today, they are better 
organised* but within an Iraqi context. Iraq has be c ome more 
sophisticated in its calls for bilateral reschedulings, and In Its 
cultivation of potential creditors (such as Bxim). 

MYTH f 8 1 Iraq's financial problems are temporary# when the next 
oil pipeline opens up# things will get better* 

Reality! Ripe line capacity has more than tripled since 1904, 
without significant effect on total oil revenues* Weak oil prices, 
caused in part by Iraq's larger output, offset volume increases* 
In the long run, oil revenues will depend on Iraq's* ability to 
Influence ORBC decisionmaking, to the detriment of moderates like 
Saudi Arabia* Iraqi attempts to Increase oil export volumes may 
lead to lower world oil prices and thus dampen Iraq's own oil 
revenues* 


Sourest Export -Import Bank Country Risk Analysis Division 
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MYTH lit The «n4 of tho var with Iran, and thus of Iraq's 
financial problems, Is just around tho corner* 

Reality: The "cease-fire*' does not guarantee an effective peace 
accord. Even if the war with Iran should formally "end", Iraq is 
not likely to ignore the continuing threats posed by Iran and the 
Kurds, and will not drastically reduce military spending. 
Furthermore, Iraq will undertake a costly reconstruction, at the 
expense of debt repayment. To sustain the benefits of playing one 
creditor off the next, Iraq will avoid a multilateral Paris Club 
rescheduling, and continue to use default as a device to secure 
continued financial assistance. 

MYTH I7i Closer ties between the 0*0* and Iraq will ensure Exim 
repayment, even if other oredltors are not being paid* 
Reality: Relations between Iraq and the 0.3. are not guaranteed to 
be warm, because the principal U.0. Interest in the region is not 
in supporting Iraq's objectives (a peace settlement which favors 
Iraqi border claims, and an end to the Kurdish threat), but in 
ending the Gulf War. Even if the U.S.' offered political and 
material support to Baghdad, Exim repayment is still not 
guaranteed. Iraq does not fully repay countries (such as France, 
Italy, Japan, or Turkey) which have been Important to Iraq's 
military or economic effort, because Iraq believes these creditors 
have already received a payback in the form of greater access to 
the Iraqi market. Iraq will view Exim credits as something the 
U.S. does in its own self-interest, not in Iraq's. 

MYTH If i Iraq pays CCCi the Iraqis believe, we're all one 
government so they'll repay us, toe* 

Reality: Iraq pays CCC, and two other export credit agencies, 
because they have been offering consecutively larger programs of 
new medium-term credit. Wiser Hamdoon and other sophisticated 
observers of the American scene know that Exim and CCC do not speak 
with the same voice. If Exim becomes a "favored creditor", it is 
only because Baghdad believes that we too will eventually commit to 
larger and larger programs of long-term credit* 


MYTH lift Iraq is me less creditworthy them other heavily* 
indebted countries where Sxinbamk is open* 

Reality: Creditworthiness ham two components, ability and 
willingness. In the long run, Iraq may have greater ability to 
ropey than many countries. However, Iraq has demonstrated a clear 
unwillingness to adopt normal debtor-creditor relations. Iraq is 
more aptly compared to Peru (which pays when it wants to) , than to 
Yugoslavia (which makes a valiant effort) or Argentina (which at 
least pays lip service to the IMF and the Paris Club), 



96 


cfflflSS- 




FOR MATlOKAL ADVISORY CODWCIL 
USB ORLY 


KATIOMAL ADVISORY COORCIL 

STAFF C O W U TT BE 

HIRUTB8 
88-33 

August 16, 1988 


Pt 

c 

G- 

F 

3 * 





97 


NAC MEETING 88-33 
August 16, 1988 
Pags 1 

e) Iraq - GBM-1Q2 Si. OOP million; GEM-103 8100 million 

n JLlia WQCMI (MAC DQ8, Until 

Tha A*/ raprasantativs prasantad tha proposad PY 

1989 CCC guarantaa program for Iraq, which was similar, in sisa 
and coverage, to tha FY 1988 program. Ha not ad that Iraq was 
currant on its CCC paymants with tha exception of a disputad 
panalty intarast payment that should ba rasolvad shortly. 

Tha representative opposed tha large sisa of tha 

program. She stated that 77^**^* position, as it had bean 
with respect to tha FY 1988 program, was that $600 million was a 
reasonable credit limit for Iraq, given it's huge currant 
accurate deficit and its recant bilateral reschedulings. In 
response to a question, Trezt'uy was told that $5 million of tha 
GSM-102 line was to guarantaa leather sales. 

Responding to a question from tha 5 We representative 
regarding tha volume of agricultural exports to ba covered under 
the FY 1989 program as compared to the FY 1988 program, the 

f^r representative stated that, due to higher commodity 
prices, if the program sisa was held constant in dollar terms it 
would fall by up to 30 percent in terms of the volume of 
commodities shipped. In light of this, the S ttafe. representative 
favored maintaining the CCC program for Iraq at the same level 
as in FY 1988, but not increasing it. 

TheCsW representative stated that recent Iraqi 
arrearages to Eximbank were due to technical, not 
creditworthiness, problems. She also noted that no decision had 
been made by Eximbank 's board regarding opening for coverage on a 
medium-term basis in Iraq. 

(After the meeting the K*i**'* representative 

joined the T representative in opposing the transaction, 
agreeing that 8600 million would be a more appropriate level 
given Iraqi's current financial condition.) 


FOR NATIONAL ADVISORY 
COUNCIL USE ONLY 
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IM. 


In deciding how to respond to Iraqi use of CW against its 
Kurdish population# the U.S. has two closely related objectives: 


and 


-- to deter further use of CW by Iraq and other countries; 


-- to delegitimize the acquisition and use of CW by 
potential prol iferators worldwide. 

In essence# there are two means of accomplishing these 
9oals. Pirst# the O.S. and other concerned' countries can exert 
public pressure on Iraq to foreswear further CW use# relyinq 
mainly on diplomatic and moral suasion. Second# we can employ . 
sanctions (on a multilateral or bilateral basis) to reduce the 
political# economic# and military benefits Iraq derives from 
relations with the O.S. and other countries. 

The U.S. has a large stake in preventing further Iraqi use 
of chemical weapons. Iraq's use of pw during the war and the 
failure of the international community to mobilize an effective 
response has lowered the inhibitions on CW use and may' have 
conferred a measure of legitimacy on use of these weapons in 
the region and elsewhere. It has also encouraged other states 


minors u j;rrt 
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to acquire a CW capability. Indeed, several countries — 
including Syria, Libya, and Iran --have or wi i 1? 
capability to deliver CW over long distances with ballistic 
missiles. Some of these countries, as state sponsors or 
terrorism, could supply terrorists with CW. (An overview of c- 
use by Iraq and others is at Tab 1.. ) The worldwide spread of 
CW capabilities poses a serious threat to international 
security and in particular to U.S. friends in the Miccle East 
including Israel, Saudi Arabia, and the smaller Arab Culf 
states. In short, as a result cf CW use dur ir.g^ the Iran-* f 
, the credibility and effectiveness of our global CW policy 
been weakened. It is imperative, therefore, that we act 


war 

has 


now to shore up our CW non-proliferation policy. 


There are, however, limits on tr.e U.S. ability tc influence 
Iraqi policy on CK use and other human rights violations 
against the Kurds. Over the years, U.S., UN, and European 
condemnation of Iraqi CW use has had virtually no effect on 
Iraoi behavior. Saddam Hussein has repeatedly ignored 
international opinion and the U.S., despite improved relations 
with Baghdad, has had little success in influencing Iraqi 
policy on issues affecting important Iraqi interests. 

Moreover# existing expert controls on CW precursors and 
equipment have not stopped Iraq's CW program -- only slowed its 
pace. It will be difficult indeed to extract frem Iraq, 
particularly under an international spotlight, assurances that 
Iraq will not use CW in the future against its Kurdish 
population or in defense of Iraqi territorial integrity, except 
in response to a CW attack. Indeed, even if Iraq agrees to 
issue a public statement abjuring future use of CW, it will be 
difficult to assert that such an undertaking is credible. (An 
overview of the Kurdish problem is at Tab 2.) 


nonetheless, there are potential levers available to the 
U.S. which would g; ab Iraq's attention as well as squeeze it 
economically. (These measures are listed at Tab ).> There is 
no doubt that the use of political and economic sanctions# 
particularly if*' they were adopted on a multilateral basis# 
would affect future Iraqi calculations on CW use and send a 
powerful signal that the U.S. is prepared to put some teeth 
into its worldwide CW policy. However# with Iraq's amnesty 
announcement and invitation to Western journalists# Iraq's 
current CW campaign against the Kurds may have come to a halt. 
Before international attention recedes, we need to act quickly 
to accomplish our objectives. 

There are also risks associated with adopting a tougher 
stance on Iraqi CW use. In particular# there is the harm it 
could cause to our bilateral relationship# the impact it might 
have on our position within the Arab world especially among 
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Ktq'i Arab allies, and the affects on Iraqi policy toward the 
ceasef'-e neqotiatlons and a ccaprehensive settleoent of the 
Iran-lraq war. (The inpact on the bilateral relationship is 
discussed 1 a Tab 4 . ) 

finally, we will need to pay careful attention to our 
legislative strateqy. The Conqress is ooving bill 

legislation to Inpose sanctions «g*ir.ii Iraq. The Pell bill 
adopted by the Senate (S. 2763 > wouid-nposeaninpediate tea 
enbarco acainst Iraq. It would ptonlblt: U *11 

to Iraqi 2) all O.S. Covernsient credits or assistance; 3) all 
tapi«2 of ^ Iraqi oil or pettoleuw products; and < I would 
recu*re the U.S. to oppose loans by international f.nancial 

Th« bill has oany of the objectionable features 
it other sanctions bills, (e.q., the lack of *ny 
and will probably result in critic's* ty out Allies -•«»«*• ®* 
its extra-territorial scope. The bill charges Iraq with 
•genocide*, and cakes other charges which are not ^ 
the facts as w# know the*. (Test of the Pell bill at Tab 5.) 

ftrxr uy nark up the Lancos bill* which is identical to the 
Pell ‘bill* as early as today. It is possible, however, that 
HFAC Cnairnan Fascell will decide to amend the 
Resolution, which condemned the use of O* by Iraq in the 
Iran-Iraq war and expressed concern about its use by Iran. 
Fascell may try to refashion the resolution to include language 
condemning the use of O* against Kurdish civilians in Iraq. 

This House action, in the form of a non-binding resolution, 
would be considerably more acceptable than the binding 
resolution put forward by Lantos. Nonetheless, we remain faced 
with the prospect that the Lantos/?ell bills will be approved 
by both House and Senate. If so, many of the actions 
contemplated oy this memoranduc would be overtaken by events. 

All Bureaus concerned agree that legislative action at this 
time is premature, and that the current bill is too sweeping in 
content. He have conveyed to HFAC our objections to the bill, 
stressing that the Administration should be given time to work 
to obtain credible and public Iraqi assurances that Iraq will 
abide by its obligations under the Geneva Protocol and renounce 
CH use. In the meantime, we could proceed with immediate 
implementation, as appropriate, of the measures you decide on. 
He would continue to work with the HFAC to develop an 
acceptable bill which is consistent with the Administration s 
position and which is factual in its description of Iraqi 
behavior. 
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analysis or options 

Th« U.S. h*» fivt btosc jptl ons, ringing Iron *ggr«»*iv« 
public diplomacy *nd multi national ptessut.s to the *«v«r« 
sanction* «»bodi*d in legislation nov being circulated on the 
Hill The advantages and disadvantages of each option depend 
primarily on how the costs, the inpact on bilateral ties and 
Implementation of OHSCH S9S. and the benefits, principally 
deterrence of future use of CW, ire judged. 


The first option, which proposes i more assertive U.S. 
public stance toward CW use but avoids threats directed at 
Iraq, lays the necessary groundwork for unilateral U.S. action 
and U.S. participation in or leadership o. a multilateral 
effort, notio ns two t hr oughts i.l are predicated on the 
assur.pt iort that (1) unless v* are willing to raise the costs 
to Iraq of it* CW use, it will be impossible to get the C« 
genie back in the bottle; and (2) that Iraq has strong 
incentives to improve relations with the U.S. and to reach a 
settlement with Iran, and that frictions created by our tougher 
position are outweighed by the g*ins for our CW policy. 


Finally, the following options represent broad approaches. 
Specific actions listed under each option can be implemented in 
whole or in part. Nor is the list of measures exhaustive; a 
more complete list (at Tab 3) contains a number of measures 
which we judge as too extreme to be practical at this time. 


Option 1: Intensify CW Public Diplomacy Campaign 

The U.S. made very tough statements on Thursday, accusing 
Iraqof CW use. We must sustain a strong public posture on the 
issue, for whatever actions we ultimately take will be grounded 
in the public position we stake out during the remainder of 
this month. • 


There are several public diplomacy actions we could take 
over the coming weeks, mainly of a symbolic nature, to 
delegitimize CW use and to demonstrate the depth of our concern 
over Iraqi CW use. In essence, the effect of these actions 
would be to reiterate and underscore our Thursday statement, 
based on the principled position that CW use against 
defenseless civilians is wrong under any circumstances and in 
violation of international law. (Legal implications are 
reviewed at Tab 6.) There are several opportunities over the 
coming weeks to make this point including a White House 
statement (described at Tab 7) to be made as soon as possible 
this week, the President's address to the UNGA on September 26, 
publication of an Administration White Paper on CW use by Iraq, 
and statements made following high level meetings between U.S. 
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,- d tertian officials. In addition, w« should «ncour« 9 « out 
Europosn Alltfs to adopt a si-ll.rly hi,h public Ptofll. on th. 
IcaqI cw issue , including sikin? and publicizing their own 
demarches. (The potential for European cooperation is 
discussed at Tab 8.) 


«* h€ 'egal Adviser believes we should also explore the 
cossibility of raising the CW issue as part of the ongoing 
ceasefire discussion# between Iran and Iraq under the aus r ices 
of the SYC. For example, Resolution 598 provides for 
ctc ih* ’• shnent of an impartial body to deteraine responsibilit. 
# or the conflict, which is understood to include responsibli ty 
tot the continuation of the conflict; and Iraq's passive use of 
CW could be seen as one of the relevant factors in the 
continuation of the conflict. L recocnends that the U.S. 
consult with the other Permanent Members and the SYC on the 
oossioility of pursuing this or similar approaches. Even if 
unsuccessful in the end, our efforts would demonstrate to Iraq 
the seriousness of our concerns, and of the possible long-term 
consequences of their use of CW. 


10 and I1EA believe it would be a mistake to involve the 
highly contentious question of CW use within Iraq in the 
already difficult peace negotiation between Iran and Iraq. It 
would be stretching the mandate of the impartial body 
considerably to add CW; and, politically, it would make it hard 
for Iraq to work with a body which Tehran insists upon and 
Baghdad opposes. Whatever the potential legal linkage, the 
political linkage would be highly adverse to our interest in a 
settlement. Accordingly, IC and NEA believe our other 
approaches to this' issue in the UN, as discussed in this paper, 
id faj preferable to further complication of the 598 process. 
NEA further believes that such an approach would be welcomed by 
Iran and would be read by others as a U.S. signal to Iran that 
we are prepared to adjust our policy in order to seek a more 
normal relationship with Iran. NEA has reservations regarding 
this approach because we have resisted becoming involved in the 
details of the negotiations and to do so as this time would 
create undesirable precedents. 


Option 2: Freese Chemical and Military Exports Pending Iraqi 

Assurances on CW Use 

This option, which is favored by all Bureaus except EB, 
assumes that effective international pressures cannot be 
mobilized and that further rhetorical condemnation will not be 
sufficient to put the bite on Iraq or to arrest the erosion of 
restraints on the use of CW. Under this option, which could be 
implemented in conjunction with Options one, three and four, 

The U.S., in consultation with the Allies, would Impose an 
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tab* c 90 on til chemicals# chemical processing equipment# and 
laboratory instrumentation# tnd would btn tht expert of til 
items on tht munitions control lift. Tht lttttr stnction can 
bt imposed -- tnd lifttd — rtlttivtly quickly, However# quick 
implementation of t total# uniltttrtl chemical embargo may 
rtquirt Pctsidtntitl tction purtutnt to tht ISCPA. 
Implementation of t mandatory UN ban# however# could b« 
tccooplithtd quickly unotr tht tuthority of tht UN 
participation Act. 


Simultaneously with tht Imposition of sanctions# *e should 
sttk to coordinttt Alliance-wide stnctions. Tht ptrticipttion 
o • our allies in tn embargo would incrttst its tf ftctivtntss 
tnd carry greater political weight than a unilateral U.S. 
effort. However# wt should not permit coordination w*tn tints 
to delay or veto U.S. impltmentat ion of sanctions. 


If wt do adept these sanct ions#* wt need to give cartful 
consideration to tht circumstances under which they might bt 
lifted. It will bt ioportant# therefore# to give Iraq the 
chance to address our CW concerns*. We would propose that these 
embargoes remain in place pending the outcome of special 
consultations and receipt of public Iraqi assurances regarding 
non-use of CW except in response to CW attack. Consultations 
should be carried out by a special presidential envoy. 


Although this option is still largely symbolic — given 
alternate sources of chemicals and related end-items and the 
minimal level of U.S. -Iraqi military trade — it would have 
some practical effect and, more important# would underscore 
U.S. determination' and signal that we are prepared to take more 
forceful action in the future. 


The disadvantage to this approach is that it may harden 
Iraq's position and leave us with a deadlock# despite our 
efforts to maintain a dialogue and keep our actions strictly in 
the context of Iraq's CW use. Iraq's insistence that chemical 
weapons were essential to its national survival suggests why 
U.S. and UN SC efforts to halt Iraqi CW use# In the context of 
the ongoing war, were ineffective. However# given a victorious 
Iraq -- and now probably quiescent Kurdish population -- it may 
be possible to press successfully for Iraqi action and 
undertakings. 

All bureaus believe that aggressive public diplomacy and 
demarches constitute a necessary, although not sufficient# U.S. 
response. Iraq may not be deterred by U.S. sanctions from 
future use of CW. However# by raising the cost to Iraq of 
using CW# the U.S. can, in effect# make an example of Iraq that 
could deter other potential users# like Libya# while endowing 
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the O.S. stand with greater credibility. Finally, we have to 
also carefully* calculate the inpact on cease-fire talks of a 
freeze on chenical and weapons exports; but, on w « 

believe that Iraq's position in the cease-fire talks will be 
determined by its strategic objectives vis a vis Iran and the 
costs and benefits of renewed fighting — not by measures we or 
the international community take in response to CW use. Thus, 
the near term risk to U.S. interests of a more aggressive 
response would be limited. 

we already ban the export of 17 chemical precursors to 
Iraq. Eft would support a unilateral embargo of any other 
chenical precursors, including those with dual use, and any 
military equipment. EB believes a unilateral embargo on all, 
chemicals , chemical processing equipment, anc laboratory 
instrunentation will deny O.S. firms the opportunity to 
participate in the reconstruction of the Iraqi oil and chemica. 
industries. Many of these installations were damaged during 
th* Ict3/I(*f vti tad it* in n..<! of rep.ic •no/or t*ouilo»n 9 . 


Ex-la report* that it has outstandln? guarantee* for th« 
•sport of son* $1S aillion in agricultural and petroleum • 
Industry cheaicals and chaaical products for Iraq. Th*ss 
products arc generally availabla froa oth.r sources; stopping 
their export by O.S. firns will not deny Iraq access to the 
products. 

EB believes the same is true of chemical processing 
equipment and laboratory instrumentation. Our exports in these 
product areas have been flat over the past three years. 

However, with the end of the war, we expect Iraq to make major 
purchases of chemical processing equipment and laboratory and 
control Instrumentation, not to build a CW capability, but 
rather to restore their petroleum processing industry. Again, 
this equipment is .available from multiple sources. Sine* these 
would be mainly West-West sales, most would not require COCON 
licensing. 

EB believes we should consider a multilateral embargo of 
all products used in Iraq's petroleum industry. This would 
Include not only chemicals but also capital equipment, spare 
parts, etc. The threat of a coordinated embargo that would 
impair Iraq's export capability would be more likely to carry 
weight with Iraq than measures that- damage primarily O.S^ 
exporters. All other bureaus agree that a multilateral embargo 
would be highly desirable, but maintain that if a multilateral 
effort is not achievable, the O.S. should be prepared to act 
unilaterally. 
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Option 3: Organize Multilateral Pressure 

there art thrtt main components to thi* approach: action 

at tht UN, working through established fora to atop th t further 
use and spread of cw, and encouraging our European allies and 
others to adopt a high profile on the Iraqi cw use issue. UN 
action would be more immediate but is problematic. (Fossiole 
UN options are described at Tab 9.) 


as a first step at the UN, we and several of our allies on 
the Security Council (UK, FRO, Japan) requested on September 1< 
that the UN Secretary General send a team of experts to Turkey 
and Iraq on an urgent basis to investigate reports of CW use. 
UNSC Resolution 620 (1988) calls for such investigat ions when 
use of chemical weapons in violation of international law is 
reported. We are also seeking support for this initiative frer . 
the Soviets, Chinese, and other Council members. Assuming CW 
use by Iraq against the Kurds is sufficiently documented, we^ 
could then seek Council agreement to take certain actions. The 
strongest response (and most difficult to achieve) would oe 
mandatory sanctions under Chapter VII of the UN Charter. Unde: 
this authority, for example, the ON could impose a total 
embargo of all exports to Iraq of chemicals and chemical 
processing equioment. The imposition of mandatory UN sanctions 
would require automatic participation by members in the eobargo 
and would thus eliminate for many countries the need to seek 
domestic statutory authorities for such action. However, there 
have been very few cases of mandatory sanctions in UN history 
and strong opposition would be expected. Possible alternatives 
include Council condemnation of Iraq, a call on Iraq to 
dismantle CW production facilities, or a renewed call on Member 
states to control exports to Iraq of chemicals and equipment 
used to manufacture CW. 


There are potentially significant benefits to a 
multinational approach. It would make Iraqi CW use less of a 
bilateral issue and demonstrate that the international 
community is prepared to take forceful action against Iraq.^ It 
would also strengthen the international standard against CW use 
and thus bolster the credibility of our global CW 
non-proliferation policy. 

U.S. efforts to organize UN action against Iraq already 
have triggered a negative Iraqi reaction. Iraq may not 
cooperate fully with a UN investigation, although we believe 
Turkey would find it difficult to refuse a formal request from 
the SYG.. Also, Iraqi officials have themselves suggested that 
an investigative mission visit the region. Assuming sufficient 
evidence is found by UN experts, it is not clear there would be 
sufficient support in the Council for strong action against 
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Iraq. Some •••bars way argue that Iraq f internal affair* art 
not an appropriate natter Security Council consideration. 
(Wt will ar 9 ut that Council action is Justified because-Iraqi 
actions violate international law. We art also prepared 
cite the precedent of UK sanctions imposed against South Africa 
largely on the basis of human rights violations under 
apartheid.) Nonetheless, a vigorous U.S. effort to 
favorable U»SC action would be a usefu* demonstration o* JJJJJ 
strength of our views, and other members may find it dif ficjlt 
to vote against us on an issue of such widespread humanitarian 
concern. In the medium tern, we nay also want to consider 
possible action against Iraq in the General Asseoo.y or in the 
UN Hunan Rights Commission. 

It will also be important to bring international pressure 
to bear on Iraq through other international fora, such as the 
CO and the Australia Group. Equally important, we will need to 
encouraoe our allies and others to adopt a high public profile 
on Iraqi CW use. Therefore, we should initiate dectarches, 
particularly with allies friendly with Iraq and with the Arab 
Gulf states, to coordinate our efforts and public statenents. 


Thus far, the Soviets have refrained fron condemning the 
Iraqis by name for their use of CW. However, at the June 
Moscow summit, the U.S. and OSSR strongly condemned the spread 
of illegal use of CW. It is critical that the issue of Iraqi 
CW use be included in your talks with Shevardnadze later this 
month, and that we work to develop a joint ministerial 
statement condemning Iraqi use of CW. we can pave the way for 
such a statement by explaining our approach to Iraqi CW use to 
the Soviets now and urging them to take a stronger public 
stand. (A discussion of multilateral forums concerned with CW 
is at Tab 10 . ) 


Option 4: Suspend Transfer of Ex-In Sank Credits 

In July 19S7 , the Board of Directors of the Export-Import 
Bank authorized the resumption of short term Insurance cover 
for Iraq with an overall exposure celling of $200 milliop on 
one year terms. As of August 11, 1988, the Central Bank of 
Iraq has cleared the issuance of up to $175 millions $140 
million in letters of credit have been issued; and, $20 million 
of product covered by the guarantee program have been shipped. 
$25 million remains available for new commitments. According 
to Ex-Im, the bulk of these commitments are in agricultural and 
petroleum industry chemicals, and equipment for two tire 
factories. 


Other debt guarantees falling due include $7.5 million 
between October 1988 and January 1989, and $3.8 million between 
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nay and July JM9. Th# Bank Board is conalderln? th« «*t*n*ion 
of $100 Million in nadiun t«ts» (5 to 7 y*ar») l«ndin9 for Iraq. 

Should Iraq rajact O.S. attanpt* to 
raqardlnq assurancaa, or ranaw its ««• °* CW ***** ** c *' 

PH. CUB. HA. 10. and S/CT baliava va should nilcat* «• * h * 
ts-la Bank that «a no lonqar favor a chans* ln 7 ??,.* 
policy to provide oadluo taro credits to Iraq J*J®9 k 

over 5-7 years). In addition, wa could request that the Bank 
not provide letters of credit for the $25-55 nJUlon in short 
tern credits still available for coaoitoent. In 
ve should discourage the Chalroan Iron Making a scheduled 
October trip to Baghdad and ensure that the CO! understands the 
reason for cancellation. This Measure 1* 
it can be ioposed and repealed quic.ly, but is nonetheless 
significant. ( Economic sanctions art analyzed at .ab 11.) 

Zt and NEA believe that implementation now would severely 
reduce U.S. business opportunities in Iraq, invite Iraq to 
retaliate by withholding paynent on large outstanding loans, 
and initiate a downward spiral in relations that b * . 

difficult, if not inpossible, to reverse in the near to oediun 

tern. 

Specifically, SB notes that since the short tern credits 
are used to finance purchases fron the U.S., cancellation of 
this progran would hurt O.S. business. Moreover, it is likely 
that sinilar credit arrangenents could be nade with U.S. 
competitors, thereby greatly reducing the i«P«ct of the 
cancellation on Iraq. EB's proposal for a "u 1 ***"* 9 '" 1 **” 
all products used in Iraq's petroleun sector would, however, 
have the effect of blocking nany Ex-In sales. 


Option S* 


Sus 

m 


ts 


Transfer of Conpoditv Credit Corporation 


Should Iraq continue its use of C«, or refuse to give 
assurances against renewed use of these weapons, the U.S. could 
suspend the extension of credit facilities fron Departnent of 
Agriculture prograns, especially those administered by the 
Commodity Credit Corporation (CCC). Legislation now beinq 
considered on the Bill would do just this. 


All concerned Bureaus believe that curtailing CCC .credits 
would be counterproductive at this tine. A ban on crtdlt 
guarantees would have the practical effect of stopping U.S. 
food exports to Iraq. Owing to Iraq's war indebtedness, 
provision of CCC credits has allowed Iraq to purchase $3.2 
billion in agricultural conaodities fron the U.S., about $1 
billion this year alone. (Iraq is repaying on schedule? but we 
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ar# exposed in, the « mount of $1.5 billion, the total principal 
outstanding. Iraqi retaliation is therefore a factor to be 
considered.) Cutting off credit guarantees would halt the 
pr out am and ' thus the flow of food, which would create the 
appearance that. we have focussed our sanctions on Iraqi 
civilians rather than the regime. 

Aecoauaendat ions : 

you approve Option One* intensified public oiplonacy 
(favored by «11 Bureaus). 


Appcovo 


Disapprove 


That you approvt Option Two, sending a special «avoy to 
Bachdad to secure assurances on the use of CK and establishing 
a unilateral freeze on chenical precursors and military exports 
(favored by all Bureaus). 


Approve 


Disapprove 


Additionally* as a variation of this option* inpose a 
unilateral ban on exports of cheoicals* chenical 
equipment, and laboratory instrunentation. (favored by all 
bureaus except SB). 


Approve 


Disapprove 


you approve Option Three* working through the OH 
(favored by all Bureaus). 


Approve 


Disapprove 


That you approve Option Four* blocking transfer of Ex-I« 
Bank credits pending assurances regarding CV use by Iraq 
(favored by HI, 10. EUR, S/CT, BA. i/fi opposed by EB and NEA). 


Approve 


Disapprove 


That you approve Option Five* and do not block CCC credits 
to Iraq (favored by all Bureaus!. 


Approve 


Disapprove 
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Attachments : 

1. Overview of CW use by Iraq and Countries 

2. Overview of the Kurdish Insurgency 

3. List of Bilateral and Multilateral Options 

4. Overview of O.S. -Iraqi Relations 

5. Senate-passed Sanctions Resolution 

6. International Law implications of Iraqi CW Use 

7. Draft Public Statements 

8. Potential for European Cooperation 

9. - UM Options 

10. Multilateral Forums Concerned with CW 

11. Analysis of Economic Sanctions 
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S/S-S Team A 
Revision of Document 


383-67/f 


This i* to confirm our telephone conversation on 
• f /t» regarding the attached document. 


The document is being returned for the following reasons: 

Hake corrections as shown on attached. 

Please acquire clearance(s) from . 

Per S/S, document is OBE'd. 


Please readdress memo'to 

(If letter is to be signed, please substitute 
appropriate letterhead.) 




Prepare a crosshatch telegram for NSCS clearance. 
Return original correspondence and copy of outgoing 
State cable under cover of a Levitsky- Powell 
transmittal form. 

Other, as described below. 


Please return this chit and the attached document with your 
revisions to S/S-S, Team A, Room 7241. 


REMARKS: 


^ &-CCUT \ A flu • cor/'_r 




Ill 


JEST 

*/AS //<r 

■te QQJLS .fi rl 


T0: Staff Assistants - Pft 

FROM: S/S-S Team A 

SUBJECT: Ravision of Document gg 2-6?/ 9 


This is t o^f^n fira our telephone conversation on 


regarding the attached document. 


The document is being returned for the following reasons: 

^^Jlake corrections as shown on attached. 

- V Please acquire clearance(s) from F 
■ Per S/S, document is OBE'd. 


— & , 

cuufi . 


Please readdress memo * to 

be signed* please substitute 
appropriate letterhead.) 

nf?MJ«*«* 4 C f 0# ? h * tCh tel *9 ra " forHSCS clearance. 

-!wJ 9in *] cort **pondence and copy of outgoing 
• State cable under cover of a Levitsky-Powell ’ 

transmittal form. 

Other, as described below. 

*»-** -*» «•« 

REMARKS: * / . 

SrF r 

=; 


1 


DUE PATE:_^W^ date ret .„ to S/S . S;J _ 
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TO: Ntlvta C. S*« 

tentrtl $*!•* 

i*4 AtMCliU Ad.1Mstr.tor 
FROM: ImMM 

SUBJECT; CSMOt for Iprr: *•« Croats »«d Rool loc.tloos 

d03lg«d puJpostT to roillocoto 132.9 2^!L f JJIgu 1 UilrtfTof ' 

Mm% H to oUocott whot oppoorsto tht P«bUcto bt JO* JTSlltSSS ^ • 
334.9 all lion so thot lrog con aonjalzt porchosos of U.S. orlcoltw^* 

co — od ltlts undor tht Ft !*•* tS' 1 /tha obstoct 

pure Hosts of ot auch 03 K9.4 aOlfon beyond tht Itttl oxpoctod fn tM owooco 

of such o rt lotto. 

HN.Hr, Vi .ISO OOtO tho Stroot I r^ wlll Mt «k« *»—*« 

poyaontt for thoto purchoseo If tht Un1to4 Stotos pr ocotOf jHth 
oconoalc/poHtlcol sonctlont ogolnst Iroq, 03 13 iXtfiao 4rf 

»ons1dertd by Congress. Until tho sptclflcs of this novo to—rd ooncyiont «r» 
*>otUr known! — believe thot tho laaedlote Issoenct of this ESLlfiJ****** 
“^c55SwS 5 Inordlnotely high ** 

potontlol for progroa rtporcusslont froa Gongrtssloaol rooction.. 

Therefore, tho onderslgned roco— t«d ogofnst l.stuonce of tho ottochod press 
rolooto ot this portfculor tlao. 
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± USOA ADJUSTS FISCAL TtAA ISM GSM- 102 CXPOtT CRCOlT GUAJUUTUS TO !*AQ 

UASNINOTOM. Sept. —The U.S. Oepartnent of Agriculture (USOA) 
^O^Wlzed an additional $34. S nllllon U credit guarantees for teles of U.S. 
agricultural conned 1 ties to Iraq under the CwaHty Credit Corporation's * 
(CCC't) expert Credit Guarantee Progran (6SM-&0SI for flscel year i960. Tots 
anoent It comprised of credit previously Allocated for direct teles of CCC 
conned It fas that Des beee transferred, to GSM-102 and GSM-iO 2 credit 
that Dave beee approved but not yet announced. 

According to Melvin I. Sins,- general sales nanaper of USOA's Foreign 
Agricultural Service, In addition to Increasing the overall fiscal year 1908 
5SM-102 guarantees to Iraq free $1,005.0 nllllon to $1,041.5 mil ton, today's 
action created a $500,000 line for sales of com thickeners, and transferred 
unused balances fro* all GSM-102 connodity lines for Iraq Into the 
undesignated line. 

1 Nance, this reduced the following connodlty Meet: barley salt, hops, 

and/or hop extract by Sl.2 nllllon to $800,000; frozen beef (Including frozen 
’beef and lanb variety neats) by $2.7 nllllon to $1.3 nllllon; blended 
cotton/wool yam uy $1.0 nllllon to zero; concentrates (fruit juice and/or 
soft drink) by $5.8 nllllon to $8.2 nllllon; feedgralns by $2.4 nllllon to 
approxlnately $113.5 nllllon; hides and/or skins by $2.9 nllllon to 
$2.1 nllllon; Infant nllk fomula by $200,000 to $4.8 nllllon; planting seeds 
by $100,000 to $12.a nllllon; protein concentrates of anlnal or vegetable 
origin by $800,000 to $48.2 nllllon; protein neals (cottonseed, sojbean, neat 
and/or bone, sunflowerseed, and linseed) by $1.6 nllllon to $85.4 nllllon; 
natural calf rennet by $1.0 nllllon to zero; wood cants by $100,000 to 
$2.9 nllllon; wood pulp by $800,000 to $45.2 nllllon; and yeast by S1.0 
nllllon to zero. This action Increased the undesignated line by $57.6 nllllon. 
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The undeslpnnted wouflt It Av a 11 Able fer distribution MMf those 

comodity-specffic 11ms uhlch been m fully utilize. In «ccrdme« with tut 

procedures outlined 1« 1 1* Atff . 21, Iff? A mount earn t (437-47) • Allocetlon Of 

undestpnated Mounts to c ownodltj-spKlflC 11ms Ms result* If i the flpwree 

00<wO41 

cited Above ss boitf "Approx iMte/ 

To bo eligible for up to OM-jrotr covoropo for plywood sod Unt-joir 
coverts# for oil other cewmdltles (includlnp cor* thickeners), oil solos oust 
bo reptstered by Sopt. 30, 1988. All exports MSt bo completed by Ok. 31, 
1988. except exports of plentlnp seed end testable oil which oust be 
completed by Jm. 1 sod Mr. 31, 1989, rospKtltoly. Tores of cotoropo 
previously denounced for other coooodltlos roes In unchonpod by this set Ion. 

exporters oust spply to CCC f or cotoropo before sx ports ore couple tod 
snd written oppllcitlons shell include poyeont of s puorentoo foe. The 
Susrsntor Is the Osfldsfn Pont. 

CCC will provide GSM- 103 cotoropo on credit extended for frelpht coots 
Incurred In conjunction with U.S. export credit ales U Ire* where such costs 
ere In sccordsnce with "port velue" ss defined under the proprM repeUtlefts. 

Slue eepMsUed neither frelpht nor Insursnce costs ore ellflble for 
gu«r«ntee coverspe where soles ore node on "free-on- boor d" (f.e.b.) or "free 
Alongside" (f.s.s.) vessel bssls. 

U.S. exporters repisterlnp for credit pusrsntees oust report the 
sctuAl export period to CCC ss provided In their credit ale. They should not 
slnply use the flnsl export dote listed under snnooncooents euthorUlnp the 
credit pusrnntees. 

The parsntee rota include s chsrpe to provide for s yeerly inarest 
rote coverspe of up to 4.S percent en the pusrsnteed tslue. Exporters «sy 
spply for s pusrsnteed tslue up to s ssxluuu of 98 percent of the port tslue. 
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lMH M flW l U t If principal, pIlM PCCraed IMlfMt It U« MOf 
tfta financial period, the ft# rata It IS.) cants par $100 far ala aaatftt. 

OataO aa total ttmltaanal rtpijanti nf pr lac (pal. plat acerW^ v£ '-- - 
Intarast. t*e faa rata I* l).0 cant* par $100 far aaa year, M.7 eaatt par 
$100 far U aaatftt. M.O eaatt par $100 far tat /tart, «M eaatt par $too for 
N aaatftt. aaa $$.$ eaatt par $100 fft tftraa /tart. 

•asat aa rapajmat af principal, plat tcerata lataratt, at tfta aaa af 
tfta ftaaaciap par lot. tfta faa rata Ip $1.1 eaatt par $100 far aaa /tar. latte 
aa total aaaoal rapt meats of prlactpai, plat accrete lataratt, tfta fat rata 
It 40.S eaatt par $100 far two years aaa S7.0 eaatt par $100 for tftraa /tart, 
all other tarat aaa eaaaitloat previously announced retain tfta seat, 
far further information, call (MS) aaMtta. 
far ll.hour Information aa Ciport Credit Activities, call (M2) 
471-lttl. 

f 

* -oo ; 
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PROPOSED AGENDA FOR THE UNITED STATES — IRAQI CREDIT CONSULTATION 
Sunday October 30, 1968 

Horning VtlcoM and Oponing Ronerks 

- Iraq Dalogation Laador 

Raaponao - U.S. Dalogation Leader 

World Supply and Daaand 

- John Haddington 

Anticipatad Naads - Iraq 

Co— ant a - Cooparator Rapraaantativas 

Af tarnoon Lunch 

Negotiating Saaaion 
(Govarn—nt Officials only) 

Monday October 31, 1988 

Horning Continued Negotiations 

Lunch 

Signing of Agreed Hinutes 


Afternoon 
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Chief Delegate 


Alternative Chief Delegate 


Delegatee 


U.S. DC LIGATION 


OOiibXii 


Nr. Kelvin B. Slat 
General Sales Nanafer and 
Associate Administrator 

Nr. Christopher B. Coldthvait 
Assistaat General Sales Nanafer sad 
Assistant Adeinlstrator 

Nr. Larry Panasuk 
Agricultural Trade Officer 
Anar lean Babas sy, Bafhdad 

Nr. John J. Raddinf ton 
Deputy Assistaat Administrator 
Commodity A Herketinf ProfTMS 

Hr. Lavrence B. NcBlvain « 

Director 

COC Operations Division 
Bxport Credits 

Nr. David B. Kunkel 
Nanafer, Asia and Niddle Bast Area 
Frofran Development Division 
Bxport Credits 
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PROIARLI IRAQI OBLIGATION 


1 / 


OOC&£7 


Chief Delegate Hr. Farouk Deoud Selaan Al-Obaidi * 

Director General 

Foreign Scon— ic Relatione Depart sent 
Hinietry of Trade 


Alternate Chief Delegate 


Delegatee 


Hr. Valid Younia 
Director of Advanced Count riee 
Foreign Economic Relatione De par teen t 
Hinietry of Trade 



Hr. Raja Heneon All * 

Director General 
Scoaoalc Section 
Hinietry of Indue try 


Hre. Real Asia Ieea * 

Co— erclal Couneelor 

State Coapany for Foodetuffe Trading 

Hinietry of Trade 

Hr. Zuhair Abdul Rah— n Deoud * 
Director General 
State Coapany for Grain Trading 
Hinietry of Trade 


Hr. Hohaaad Khayrl H o h— ed * 

Director General 

State C oap an y for Agricultural Supply 
Hinietry of Agriculture 


Hr. You— f H. Abdul Rah— n • 
Co— erclal Couneelor 
iabaeey of the Republic of Iraq 

Hr. Bdaon Shaker 
Rafldaia Rank 



Director General 

Con tracte and Lee— Oeparta— t 

Central lank of Iraq 


1/ Prop — ed delegation liat fr— cancelled coneultationa . 
* Attended the f local year 19M coneultationa. 

'U i ^ ' r / : ' *:» ' 
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CONFIDENTIAL 


EXPORT- IMPORT B AMI 07 TD UNITED STATES 
COUNTRY RISE ANALYSIS DIVISION 
January 23, 1989 

Mart Report - Iraqi Paymanta situation Datariorataa 

Iraq's payments situation has furthar datarioratad, according to 
racant raport s from Embassy Baghdad, tha CIA, and othars. 

o EC6D, onca Iraq's paramount "favored craditor", suspandad 
covar in Dacambar after 2 months of significant arrears. So far, 
tha suspension has not resulted in payments by Baghdad. 

o Tha French Finance Ministry has bean approached to reschedule 
interest payments on already twice rescheduled debts. COFACE is 
near tha point of saying "enough is enough", and going off covar 
even for short term credit. 

o Other creditors — EFIC of Australia (previously a favorad 
craditor), EDC, HERMES, OeKB of Austria, and Japan's Marubeni, 
Mitsubishi, and Sumitomo trading houses — also raport 
significant new arrears. 

o Exinbank insured payments are currant, aftar technical arrears 
last fall. Payments due CCC are also current, after a more 
recent arrearage (which brought a short suspension of CCC cover) . 
No doubt, the Iraqis hope that Eximbank will approve a large 
medium-term program in early 1989 and do not want _ to spoil the 
atmosphere, even through technical arrearages. 

o With export credit agencies off cover for medium-term credit, 
Iraq has approached commercial and investment banks. Banks are 
considering credits secured by Iraqi oil export receipts placed 
in overseas escrow accounts. The banks are aware of Iraq's 
severe payments problems vis-a-vis official creditors, and will 
seek legal mechanisms to ensure they become favored creditors. 

o Iraq's payments problems — related to its low, uncertain oil 
revenues — are likely to continue. In the heady days following 
the cease-fire, Iraq was convinced that oil prices would im- 
mediately rise to $18 per barrel, and made plans for exports of 4 
million barrels per day. Since then, oil prices plunged to $11- 
12 per barrel, forcing Baghdad to come to terms with OPEC and 
accept a quota of 2.6 million barrels per day. Plans to rebuild 
the destroyed -Gulf oil terminals ~ a prerequisite to significan- 
tly higher oil output — have been suspended. 

CONFIDENTIAL 

Classified by Thomas A. Forbord 
Under Executive Order 12398 
Deelassifiedt 01/23/93 


cc: Bohn, Ryan, Rodriguez, Fireman, Houseworth, Sharpe, Pilzer, 

Charamella, Echeverria, Tinsley, Files 
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COUNTRY REVIEW 



COUNTRY RISK ANALYSIS DIVISION 
EXPORT-IMPORT BANK OF THE U.S. 
APRIL 24, 1989 



April 24, 1989 


Introduction 

With the resumption of full U.S.-Iraq diplomatic relations in 
November 1984, Exim providad case-by-case short-term cover. In 
lata 1985, Iraq became dal inquant, intarrupting discussion on a 
$50 million nadiun-tarn protocol* In March, 1986, because of 
claiss, Exin want off-cover. Dalinquancias rosa to $5 million 
(of $7.5 million exposure) by lata- 1986, bafora Iraq renewed 
paymants. Iraq bacama currant again in April, 1987. 

In July, 1987, Eximbank raopanad 
for short-tarn FCIA covaraga, up 
to a $200 million ravolving coil- 
ing. This coiling has now boon 
roach ad. Paymant axparianca 
amounts to about $20 million, sub- 
jact to a fav, ralativaly insigni- 
ficant dalinquancias, nona so far 
rasulting in claims. 

with incraasing fraquancy, Iraqi 
officials hava boon r aquas ting 
substantial amounts of madium-tarm 
covar from Exim. In lata 1988, 
tha Board dafarrad cons idarat ion 
of this raquast bacausa of 
dalinquancias on tha first two LCs ( issuad on sight tarns) • Sub- 
saquant Board cons idarat ion was suspandad dua to tha U.S. govarn- 
mant's concams ovar Iraq's usa of chemical weapons. Ovar tha 
last faw weeks, tha National Sacurity Council has boon rav laving 
U.S. policy toward Iraq and othar countrias in tha Middla East. 

This raport provides assassmants of Iraq's balance of payments, 
tha economic and political factors underlying balance of paymants 
developments, tha impact of Iraq's oil policies on external 
creditworthiness , Iraq's relations with foreign creditors, and 
tha Iraqi government's strategy vis-a-vis Exim. 


Basie Data (1988 ) t 

Sise - Twice Idaho 
Population - 17.6 mill. 
GDP - $40 billion 
Par capita GOP - $2,300 
Major Export - Crude oil 
External Debt - $27 bill. 

owed Western creditors 
Debt/GDP - 65% 

Debt Svc Ratio - 67% 


Balance of Paymants outlook still Bleak After Cease-Fire 

Iraq's balance of paymants picture remains bleak. All tha 
familiar sources of Iraq's financial troubles stll linger: 

• A hard-currency debt larger than that of Ecuador, Yugo- 
slavia, Algeria, or Nigeria. Bacausa of tha Iraqi 
government's strategy of securing medium-term credit and re- 
schedulings, debt service will continue to grow at a faster 
pace than income, preventing debt servicing. 
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• Oil rtvtnuu have not dramatically incraaaad ainca tha aarly 
war years, in spita of auch higher output levels. While 
Iraq intends to bring additional production on-stream in 
aarly 1990, oil market dynamics and OPEC politics suggest, 
at best, only moderate growth in oil income. 

• Hard-currency military spending of an estimated $5 billion 
per year has remain unchanged. Iraq is expanding its 
purchases of foreign military equipment and technical assis- 
tance in order to beef up its forces for possible future 
combat. 

• Civilian imports of consumption and investment goods were 
permitted to increase substantially in 1988, an easing of 
wartime austerity. Rising expectations will force still 
greater imports. 

• Loans and grants to Iraq have declined. Saudi Arabia and 
Kuwait* as part of the new OPBC accord, have cut off their 
sales of Neutral Zone oil on Iraq's behalf. These sales 
provided Iraq's largest single source of external credit. 
Soviet aid, and export credit from Jordan, Turkey, and 
Western governments remains depressed. No export credit 
agency except ECGD is offering substantial amounts of 
medium-term cover. All the others are wary about additional 
debt reschedulings. 

Be ca us e of the above factors, increases in Iraq's debt burden are 
not expected to end, and the volume of debt subject to arrears 
and reschedulings is expected to rise over the near term, from 
some $3-4 billion per year to $8 billion per year. 


Baghdad 1 s Wartime Policies Persist 

underlying this bleak balance of payments picture is a con- 
tinuance of the Iraqi government's costly military, political, 
economic, and financial policies. 

Military spqdding remains a key priority. The Iraq-Iran peace 
talks remain bogged down. Iraq has refused to implement prisoner 
exchanges or accept UN confidence-building measures until the 
Shatt al-Arab waterway— which it claims— is cleared. Iraq has 
reinforced its positions within the Iranian enclaves it holds. 
Afraid of new attacks— and Iranian rearmament— Iraq has not 
demobilized its forces, and is undertaking new military equipment 
purchases. 
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The costs of othsr military-related vsnturss are also rising. 

Iraq is continuing development of long-range missiles and re- 
building its nuclaar ansrgy rssaarch program. Iraq has dis- 
patched tanks and other arms to the Phalangist militia in Leba- 
non. Iraq is building secure camps to resettle Kurdish refugees. 
To create an atmosphere of renewed prosperity after a half-decade 
of wartime austerity, Iraq has boosted imports of consumption 
goods. For example, Iraq has imported tens of thousands of mid- 
sized cars as gifts for loyal soldiers and party bureaucrats. 

Iraqi officials have also focused attention on restarting their 
stalled economic development agenda. They seek to build power 
plants, automobile plants, oil refineries, petrochemical com- 
plexes, and other manufacturing facilities. Even before the 
cease-fire, the government had piqued the interest of exporters 
by promising a radical transformation in Iraq's economic and 
financial policies after the war. 

Under these new policies, Iraq was to divert military spending to 
civilian investment. With expanded revenues from reopened Gulf 
terminals, Iraq would finance ambitious development projects; 
reward allies and wartime financial backers with new contracts, 
export markets, and foreign investment opportunities ; and begin 
to repay wartime debts. 

However, with oil revenues growing only modestly, military 
spending requirements undiminished since the cease-fire, and 
foreign exchange expenditure for consumer goods increasing 
dramatically, Iraq has not been able to undertake civilian 
investment projects using its own resources. Thus, Iraq has 
linked awards for new contracts to the provision of 100% foreign 
financing. 

Moreover, Iraq has once again rescheduled— or continues to leave 
unpaid— most payments owed to foreign creditors. Only those cre- 
ditors providing larger amounts of new money are being repaid. 
Iraq is refusing payments even to those creditors who provided 
the greatest levels of financial support during the war— unless 
they now offer additional money. 


Greater oil Production is Vo Panaoaea 

Even after seven years of messy debt reschedulings, Iraqi offi- 
cials insist that their 100 billion barrels in oil reserves — 
arguably the world's second largest— are capable of underwriting 
continued military expenditure, higher consumption, a new con- 
struction booom, and debt repayments. However, Iraq's oil is 
unlikely to provide any better guarantee of improved debt repay- 
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B#nt ability in tha foreseeable future than it has in tha past. 1 

Daring tha aarly war years, tha Iraqi government's greatest non- 
military challanga was tha craation of naw oil export capacity. 

In tha first yaars of tha war, with tha destruction of its Fao 
oil tarminal and tha closura of its Syrian pipalina, Iraq was 
laft with ona 700,000 barrel par day pipa through Turkey. How, 
several naw pipalinas later, tha government continues to focus on 
additional axport capacity as tha answer to sagging, revenues— 
while neglecting tha revenue consequences of its higher produc- 
tion on OPEC unity and global oil prices. 


MB/D 


OIL OUTPUT VERSUS OIL REVEHUE 


11980*100 


BILL $ 



Higher Output Does Sot Bring Proportionately Higher Revenues 


1 Fluctuations in oil revenues, which amount to wall over 
90% of foreign exch a n ge earnings, will continue to have a greater 
impact on tha balance of payments than any earnings generated by 
proposed non-oil industries. 
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H early 1990, Iraq will coaplttt a sacond 900,000 barrel par day 
palina through Saudi Arabia, and install temporary l million 
barrel-per-day oil export facilitias at Pao, at tha haad of tha 
Gulf. Thasa facilitias will provida Iraq at laast a 50% incraasa 
in oil export capacity, from 2.6 to 4.1 million barrels par day. 
Hoveve?, oil market dynamics will likely prevent Iraq from 
realising any comparable incraasa in revenues. 

Iraq has twice before been mistaken in its forecasts of oil 
revenues. In the early 1980s, when Iraq was building its first 
Saudi and expanding the first Turkish line, officials came to 
expect a doubling of oil export revenues by 1986. However, the 
government's forecasts were dashed by the 1986 oil price col- 
lapse, which completely offset the revenue impact of the addi- 
tional production. When tha sacond Turkish line cams on-stream 
in late 1987, prices fell, from around $18 per barrel to around 
$15 per barrel. The new Iraqi exports triggered competing and 
retaliatory output increases by other quota-bound 0P8C producers. 
Again, much of tha expected revenue impact of greater output was 
lost to lower prices. 

The government's desire to expand export volumes threatens 
production disci ipline among large OPEC producers, the source of 
oil price stability. In the Hovember, 1988, OPEC accord, Iraq 
agreed to accept a quota of 2.6 million barrels per day. This 
move cost Iraq nothing at the time, as Iraqi export capacity was 
then — and remains— 2.6 million barrels per day. However, Iraq— 
and other key OPEC players— will face a new round of production 
decisions when Iraq's new export facilities come on-stream. 

Should Iraq flout OPBC, and boost export volumes to 4 million 
barrels per day, other OPEC producers will also increase output: 
first, Kuwait and the United Arab Emirates (who are dissatisfied 
with their quotas and already, in fact, violating them) , and then 
Saudi Arabia (which has given up being a swing producer, and will 
seek — even at the risk of lower prices— to defend its market 
share) • If Iraq and others export at an all-out pace, prices 
will plunge to near $10, once again completely offsetting the 
revenue impact resulting from higher oil output. 

A more cooperative approach is possible. Iraqi may yet agree to 
a phased increase in output, around 200,000 barrels per year, 
perhaps coordinated with similar increases by Saudi Arabia, 

Kuwait and the U.A.B. In the context of still modest increases 
in global demand for OPEC oil — gradual increases in Gulf oil 
output will. restrain nominal world oil price increases to about 
$1 per barrel per year (sero in real terms) until 1992, with more 
rapid growth thereafter. Under such an optimal scenario, Iraq's 
oil revenues would increase by at most $1 billion per year. 
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With additional oil ravanuaa of only about $1 billion par yaar, 
Iraq will not ba abla to compensate for tha racant loss of Saudi 
and Kuwaiti oil aid, procura daairad Military hardware, boost 
civilian consumption and invastaant levels, and yat still rastora 
dabt sarvioa to tha daqraa dasirad by creditors. 


Iraq's Dabt Stratagy Unchanged 

From tha start of tha Gulf War, tha inadaquacy and unraliablity 
of oil rsvanuas hava forcad Iraq to raly on massiva axtamal 
financial assistance, in tha form of grants, loans, and re- 
schedulings. Iraq's hard-currency external dabt (excluding "soft 
loans” from Saudi Arabia, Kuwait, and tha Soviat Union) is today 
graatar than tha axtamal dabts of Algaria, Chile, Higaria, or 
Yugoslavia. 

Tha Iraqi government does not pursue normal principles of debtor- 
creditor relations (timely repayment as a natural state of 
affairs, financial disclosure, public multilateral rescheduling 
negotiations, and equal treatment of craditors) • Iraq conducts 
new money and rescheduling negotiations on a confidential bilate- 
ral basis, offering promises of favored creditor status at first, 
but later making repayments on existing dabt contingent upon new 
money commitments. 

Iraq's preference for bilateralism and creditor discrimination 
has pre-war roots. Tha government has long conducted tha bulk of 
its foreign trade under bilateral arrangements, cleared either in 
oil deliveries or hard-currency payments. When it ran out of 
cash in 1982, Baghdad extended its bilateral trading philosophy 
to relations with creditors. 

Iraq employs default and the threat of default to obtain the best 
possible rescheduling and new money deals from its creditors. 

Oil deliveries are viewed as an acceptable (though not always 
optimal) means of partial repayment, and cash repayment as 
leverage with which to secure still greater levels of financial 
assistance from heavily exposed creditors. 

The most ex tre m e example involves Saudi Arabia and Kuwait, which 
have provided $25 billion since 1983 (from Neutral Zone oil sold, 
until last year, on Iraq's behalf). Iraq is not servicing these 
these loans, yet seeks even additional commitments. A non- 
aggression treaty with Saudi Arabia obligates Saudi financing for 
Iraq's nuclear research program. A water-supply deal with Kuwait 
requires 100% Kuwaiti financing. 
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Iraq is also prassing tha Soviat Union for an inoraasa in its 
astinatad $10-11 billion axposura. While tha Soviats ara saaJcing 
cash payments for new military hardware, Iraq is seeking dafarrad 
paymant in oil shipments. a Soviat dabt nagotiator in Baghdad 
told tha U.S. Embassy that Moscow considaras Iraq's Soviat. dabt 
"an intractabla problem.” 

Cradit linas providad by tha cantral banks of Turkay and Jordan, 
rapaid both in oil and cash, hava also ba c oma unmanageable. Iraq 
floodad tha cantral banks with billions of dollars worth of 
lattars of cradit. Iraq laft tha LCs unpaid on thair dua datas, 
forcing tha cantral banks to shut down tha linas. Iraq is using 
limitad cash payments and oil shipments — and tha influence of 
would-be Turkish and Jordanian exporters — to obtain still greater 
amounts of cradit from Turkay and Jordan. 

Iraq appears to be employing tha same dabt strategy vis-a-vis 
export cradit agencies. It currently authorises timely repay- 
ments to only three government cradit agencies. These agencies 
appear to Iraq to be tha only agencies likely to k eep increasing 
thair axposura. 

• U.K. Export Cradit Guarantee Department. ECGD is offering 
$600 million in 1969, against $446 million in payments due. 
Iraq did allow a build-up in arrears at end-1966, after ECGD 
turned down a request for still-greater assistance. 

• U.S. Commodity Credit Corporation. CCC in' 1969 is offering 
$1.1 billion ($100 million on 7-year terms) against a 
smaller level of payments due. With exposure at $1.6 
billion, CCC credit to Iraq has reached agency limits. 
Nevertheless, Iraqi officials visited CCC in April, request- 
ing additional credit. 

• U.S. Eximbank. Iraqi officials are well aware that medium- 
term credit may be considered by Exim and will continue to 
service short-term credits. 

Until 1968, Australia's EFIC was told by Iraqis that it too was a 
"favored creditor. ■ Bowever, the start of large repayment 
obligations -^-unmatched by larger credit offers— led to arrears 
and a $43 million rescheduling. 

All other export credit agencies have experienced annual debt 
reschedulings of increasing scope and sise. For those with the 
largest exposures, the reschedulings have occured every year 
since 1983. They have come to encompass increasingly large 
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volumes of maturities, including previously rescheduled (often 
twice) maturities as well paysents falling due on post-1983 
loans. For agencies which have refused recent reschedulings on 
Iraq 3 * * * * * 9 s tens (CO FACE of France, SACS of Italy, and EID/MITI of 
Japan), large arrears and claims have built up. 

Heraes of West Germany has sought to use the Iraqi tactics in 
reverse. Heraes has linked one $28 million MT credit 
tranche, and $175 million in ST credit, to repayment of $28 
million of MT arrears and $100 million of ST arrears. Since Iraq 
has not yet paid these arrearages, it has not received the linked 
credits. To facilitate rescheduling negotiations, in 1988, Henes 
also offered another $56 million in combined-term credit, half 
for medical supplies and half for capital goods. 

Other export credit agencies also explicitly link limited amounts 
of cover, mostly short-term, to partial Iraqi debt payments; but 
they are otherwise completely off cover. COFACE of France and 
SACS of Italy have each linked $50 million in renewed ST credit 
to repayment of a like amount of arrears. EID/MITI of Japan has 
linked release of MT credits to the clearance of arrears. MITI 
is operating a revolving ST credit program, operating under an 
$800 million ceiling, whereby payments on delinquent LCs (which 
make up the majority of the $800 million) free up room for new ST 
credit. Austria, Spain, Finland, and Sweden have also linked ST 
credit to payment of arrears. 

In late 1988, European and Japanese governments agreed "terms of 
reference" for the 1989 and 1990 round of bilateral reschedulings 
with Iraq. While the terms will serve to equalize rescheduling 
terms (3 years grace and 3 repayment), they will not guarantee 
equal treatment: countries providing new loans may still be able 
to secure better debt repayment. Furthermore, the terms of 
reference re-affirm the upside-down nature of Baghdad's relations 
with creditors: older debts are to be favored over newer debts. 


2 While the Japanese government is not providing medium- 
term cover, private trading houses are. Marubeni, Mistubishi, 
and Sumitomo lift Iriqi (previously Saudi-Kuwaiti) crude to pay 
for contracts in Iraq. 

3 In 1989 reschedulings, payments on debts originating in 

1983 (which .have already been twice rescheduled) are to be 

dropped from the rescheduling. Likewise, in 1990, payments on 

1984 debts are to be dropped. Normal Paris Club rules provide 

for full repayment on loans contracted after, not before, a 

particular cut-off date. Agencies providing new credit, if 

rescheduled, face a six-year wait for payments to begin. 
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Iraq has rspsatsdly rsjsctsd a formal Paris Club multilateral 
rescheduling. Officials realize that a ssriss of normal Paris 
Clubs would sass Iraq's overall financial position by stretching 
out debt repayments over a long time frame. However, they know 
that the Paris Club would undercut its entire strategy of using 
payments on existing debt to extort new money. Medium-term loans 
and rescheduling "bunch" debt service payments, guaranteeing 
annual rounds of new money protocols and debt negotiations. A 
comprehensive retiming of the debt burden would reduce the press- 
ure to provide limited amounts of new money on an ongoing basis. 
Annual bilateral negotiations may be agonizing for creditors, but 
for Iraq they have proven to be a credible instrument for obtain- 
ing new money commitments. 

Iraqi officials hope that their debt strategy will prove more 
successful than in the last year, when creditors started to link 
new money commitments to equal amounts of debt repayments. If 
they can convince several export credit agencies that the long- 
run payments outlook is now sufficiently favorable to allow 
unlinked medium-term credit — and induce others to match these 
agencies' terms for specific projects— they may be able to secure 
a great deal more project-related finance than at present. 

However, increased lending would lead to a continued pyramiding 
of Iraq's foreign debt, unlikely to be matched by faster growth 
in the oil-based foreign exchange earnings. Iraq's return to 
normal debt servicing, within any reasonable time frame, would 
become still less probable. 


Iraq's Objective and Strategy vis-a-vis Bmim 

Iraq's objective with regard to Eximbank is to establish a 
protocol arrangement, starting with an annual $250-300 million 
program, and providing progressively larger annual programs of 
medium-term credit. 

Iraq would use Exim's credit guarantees to support a wide range 
of infrastructural and industrial projects. The larger indus- 
trial projects sought by Iraq may each have an Exim-guaranteed 
portion up to $100-200 million. These projects are unlikely to 
influence Iraq's balance of payments to the extent oil does (oil 
revenues say swing several billion dollars up or down in a single 
year, depending on output policies) . Consequently, the govern- 
ment will be forced to rely on oil income to ensure foreign 
exchange availability for payments on project-related debt. 
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From the moment Ex la announced short-term cover, and continuing 
until today, tha Iraqis hava approachad Exia for substantial 
amounts of pro j act financa. Iraqi officials hava called on Exia 
aany times, urged intarastad exporters to call on tha bank, and 
hava invited Exia's chairman to visit Baghdad. In recant Beat- 
ings, Iraqi officials hava exhibited impatience with Exim's 
reluctance to provide such credit. 

Iraq is likely to continue to pay on its letters of credit as 
long as medium-term credit remains on Exim's agenda. The Iraqis 
are aware that two delinquencies prompted the Board to table the 
issue of medium-term credit last fall. Consequently, Iraqi 
financial officials are now under orders to maintain payments on 
the short-term program. 


conclusion 

If Eximbank is willing to commit to consecutively larger credit 
programs year after year, Iraq will likely service these credits 
on a timely basis. However, even this prognosis is subject to 
significant risks: 

r Saddam's overthrow. Rumors of coup attempts notwith- 
standing, Saddam appears entrenched. As Iraqi policies are 
fashioned in the palace, a successful coup will likely bring 
dramatic changes in debt strategy. 

• Renewed war. with both Iran and Iraq eschewing demobili- 
sation, the Gulf war may flare up again. In addition, Iraq 
may become directly entangled with Syria (with which it is 
currently fighting a proxy conflict in Lebanon) or even with 
Saudi Arabia and Kuwait (over newly simmering territorial 
claims) • Any serious military conflicts may result in 
unintentional defaults. 

• Continued fluctuations in U.S.?»Iraqi relations. Iraq may 
hold ExXm exposure hostage to political considerations, 
namely U.S. government policy towards Iraq's human rights 
record; its nuclear, chemical, and missile development; and 
its role in regional affairs. 
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AP9CN0IX It CURRENT COVER POLICI8S OP MUQft GMT CR8DIT AflRNCltS 


COUNTRY -AGENCY 
END *88 EXPOSURE 


C> m ny»Mtm> 

82.21 bill. 
**810 af II. ST 


France-COFACS 
81 ,8S bill. 
-*891 Bill. ST 


CUMENT COVER POLICY 


I ICR 


1918 Annual Protocol (8S6 Hill. NT 8 ST) 
* -Reduced fraa 8190 Bill. In 1987- • 
Facility It Cap Oeedi 
828 Bill, annual Halt 
89.8 Bill, tranaacclon Halt 
Facility 2: Nodical fcppllee 
828 Bill, anal tlait 
89.8 Bill, tranaection Halt 


BBSD Caeo App. 2) 
llXa to 2 yeara. 


Japan-EID/MITI 
81.42 bill. 

•8810 Bill. ST 
(Incl. arrears) 

Italy SACS 
•1.81 bill. 

••841 Bill. ST 


U.K.-BCQO 
81.99 bill. 
-887 Bill. ST 


Auetrla-OSXB 
8779 Bill. 
••894 Bill. ST 


Spain* CtSCS 
8299 Bill. 

••SO ST 

Auatral1e*E7IC 
8209.4 Bill. 
••81.9 Bill. ST 


Finland* VTl 
8192.9 sill. 


8124 Bill. 
••811.2 aid. ST 


88 Bill, trana. liait 


(aaa App. 2) 


CONI IT (ORAL 
Up to 888 Bill, 
(aaa Appendix 2) 


liBit 


> (aaa App. 2) 


8 BMRb ctala ualt pariad 


alnea I 


1989 Annual 
(88 ECTBUS8 ACCT)i 

(aaa A p pe n di x 2) 


(08 OOV'T ACCOUNT) 

IA >aa t**2 year tarn 
Expaaure lat; 70S cover 
1808 aurcb, 9*na. data ualt 


2 years; anpaaure Halt 
8 mntik claia ualt pariad 


OHO-Soltiia 8 E8C*< 
NCN-Notb. la Of# ( 
EISK-Karaa la off < 
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APP8BIX 2s MAJOR Brat CtSDIT MBKV OILATUAl MHUWBClTf; ARUMS ft CLAIMS, NoStr IMS 

coumr-Aflncr mutual financial arranoknuts Rf scheduling arrears cuins 

MIT MJi IS IMS ( to ch adu l lngs A Negotiated N« Homy) TUNS (tot- toe*.) (Unrsoch.) 

Goraany* Har as s Fab 89i Reached. 8560 aid. to In tf. Grace: 2.S Tra 834.4 alll. 817.6 Mill. 

81.18 bill. Iras “Id deliver all ta aattla 9400 Ryey: 2 Tra 

to In St aid. In twi c e raa c* . pat a to. on 19 toe*. 

Nov U: Reached. ST debt. Offered 8173 
■III. new ST If Iraq payo S100 alll. ST 
Nay U: Reached. S700 alll. to In U. 

Offered 3rd S28 alll. facility if 
rope y S2S alll. NT (UNPAID) 

Feb 89 aaetins ended w/o afrcaaant. Iraq aeeka: 990.6 alll. 9346.6 alll. 

March SSi reached. S173 alll. to 68, 100X of 89 pats 

offered 930 alll. In ST caver If Iraq Grace: 4 Tra 

payo ST arreara (SUSPENDED 2/89) Repay : 4 Tra 


Japen*8I0/M|TI 
91.1 bill. 

to in 89 

No reach, agreeasnts sines 1987: N1T1 
will not releaoe old NT credits 4 provide 
now guarantees until Iraq clears arrears. 

1987 Roach: 
Graea: 3 Tra 
Repay: 3 Tra 

Unreported 
but largo 

Unreported 
but largo 

Italy- SACS 
9941 alll. 
to in 89 

Italy refuses Iraq's tana for reached., 
offered 958 alll.o in now ST cover 
when Iraq pays overdue ST IlCa. 

Iraq aeeka: 
Grata: 4 Tra 
Rtpayi 4 Tra 

9108.9 aid. 

9167.2 aid 

U.K.-CC0D 
9448 Bill, 
to In 89 

October 88: Agreed to double am. Halt 
to 9600 alll. in 1989 if Iraq avoids 
arreara and raac*. of existing debt. 
Protocol delayed by and *88 arrears. 

New aanay 
Repay: 5 Tra 

963.4 will. 

963.1 aid. 


Mar 89: Reached. 8174 alll. to in 89. Grace: 3 Tra 926.4 alll. 921.6 alll. 

If Iraq payo 980 alll. in twice* reach. Repay: 3.5 Tra 

pats, toin 89., Austria will provide 
equal aw * ef ST cover (ST SUSP. 2/89). 

Spain* C8SC8 Reached. S38 alll. to in 89. Grace: 3 Tra None 987.0 alll. 

938 aUl. Offered te lift ST euapenalen If Iraq payo Repay: 3 Tra 

to In 89 99*7 alll. In overdue G 1989 interest. 

Auatralla-KFIC 1988: Rescheduled 943 all lien. None 947.9 alll. 

8140 alll. Annual gov't* to-gov't accord* 

due in 89 an new aanay. 

F Inland* VTL Sepotiatlns arrears; aay offer Rone 923.1 alll. 

934 alll. to ST credit te obtain reps yam. 

Sweden* RM Offering 2* year cover te avoid None 947.7 alll. 

934 alll. now rescheduling*. 

to In 89 

Note: OND-Selgiu* 8 NCM*Neth. rescheduled 1988 Maturities, with 3- year • grace followed by 
3* year* repeyent. Reschedulings of arrears and 89 Maturities are expected. 


Austria-OCKO 
9254 alll. 
to In 89 


France* COFACS 
9712 alll. 
to In 89 
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ACTION MEMORANDUM \((, 
SXS 



United Stales Department of Stale 
Washington, V. C.SOSXitfa 


HAT 2 3 1989 

v-M47*. 

; ; i i 0 • 


TO : 
THROUGH: 
PROM : 

The Secretary . 

E - Amb. McCormackH^PjCi 
Eugene J. McAllister-' ( 

SUBJECT: 

Request to Expand GSM- 102 

ISSUE 



whether to sign a letter to Clayton Yeutter requesting that 
he increase the Halt on the GSM- 102 export Credit Guarantee 
Program for U.S. agricultural exports fro* $5 billion to $6 
billion. 


BACKGROUND 

o GSM 102 allows USDA's Commodity Credit Corporation (CCC) to 
guarantee 98% of commercial bank loans of up to three years 
to finance the export of U.S. agricultural products. 

o The Pood Security Act of 1985 states that for fiscal years 
1986-90, the CCC shall make available not less than $5 
billion in GSM 102 credit guarantees. However, USDA and 
OMB interpret this as a $5 billion ceiling. 

o In prior years, GSM 102 has not been fully utilized. This 
year, because of increasing familiarity with the program 
and the high cost of wheat (which increased in price by 35% 
since last year), the full $5 billion is committed and the 
United States has received requests for an additional $1.5 
billion. 

o Countries requesting additional GSM include Mexico, $500 
million, Egypt, $250 million, Trinidad and Tobago, $40 
million, Iraq, $150 million, Algeria, $100 million. We 
understand that shortly we will be receiving a high-level 
request from the government of Venezuela for $185 million. 

o GSM is a key issue in the Mexican debt rescheduling and may 
play a crucial role in a successful Paris Club negotiation 
and smooth implementation of the Brady Plan. 



o Under Secretary Mulford has expressed to Under Secretary 
McCormack Treasury's support for additional GSM to 
accommodate Mexican needs. 

RECOMMENDATION 

That you sign the attached letter to Secretary Yeutter 
asking his cooperation in expanding the GSM 102 program by $1 
bi llion. 


Attachment : 
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1C TO ADDRESSEE 
PIES TO: 


THE SECRETARY OF STATE 
WASHINGTON 


8811672 


June 9, 1989 

< -J 

Dear Clayton: 

I an writing to ask for your assistance in solving a problem 
that has consequences for both U.S. foreign policy and 
agricultural exports. As you know, the GSM-102 progran has 
been very popular this year. We understand that requests have 
exceeded $6 billion, but that OS DA has set a $S billion "cap" 
on the progran. This cap leaves several countries without 
sufficient coverage for their import needs. The result could 
be a loss of U.S. export sales and some bad feelings from 
friendly countries and good custoaers such as Mexico and Egypt. 

GSM-102 is important in other areas as well. For example, it 
is a key issue in the Mexican debt rescheduling and nay play a 
crucial role in a successful Paris Club negotiation and smooth 
implementation of the Brady proposals. 

The increase in wheat prices has raised the food import bill 
for many countries. This has added to the pressure on GSM this 
year. It would make good marketing sense to be able to respond 
to the price increases with an increase in our credit 
guarantees in order to maintain good will and credibility as a 
reliable source of wheat and other agricultural products. 

I understand that the Pood Security Act of 198S states that for 
fiscal years 1986-90, at least $5 billion in GSM-102 should be 
made available annually. Since GSM is not a budget item, the 
program could be expanded with a minimum of red tape. I would 
appreciate it greatly if you could look into this issue 
personally and lend your support to a $1 billion increase in 
the GSM program. 

1 look forward to hearing from you. 

With warm personal regards. 



The Honoraole 

Clayton Yeutter, 

Secretary of Agriculture 


cc: OMB - Mr. Barman 
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.11 i 4 1985 


TO: Chris Goldthwalt 

Assistant Administrator 
Export Credits 

FROM: John E. R1H2 *\ i n 

Assistant Administrator >. 

International Agricultural 'Statistics 

SUBJECT: Iraq— Financial and Economic! Situation 

/ * 

* . . . ... I . •• . . 

tA&bas updated the economic prof flih of Iraq In response to. recent changes'll) ... 

Its economic situation. . ; - ^ -* 

The Jieav 1 >y oi T -dependent Iraq 1 economy Te] t the f uVl. impact . of. the eight-year 
war with Jran^ . OtV revenues declined dramatically, -real 6>P' registered 
negative growth. Inflation regained high, the current account balance turned 
negative and International reserves fell drastically. However, the recent 
ceasefire agreement and subsequent Increases In oil export revenues should 
help Initiate a turnaround In Iraq's economic situation. 

The jiftir with. Iran, compounded by the Beclfne In olT prices', forced! Jrdq to - 
take op extensive. overseas borrowing* total external debt Is estliapted'-at .. 

$26 bill 1.on. Air additional $40-$50 Mlllpn, considered by Iraq as seperotv v.^* 
'debts in kind", are owed to Arab 6uTf states. .Host of .the major' debts have . " >!\V ; 
been rescheduled at teeit/pnpd.. Garmon* has already. reached ^ ^eschoddling , .*;• 
agreement In 1909 and France Is reportedly close to .sf going a $6 bO.iloit. 
rescheduling agreeaent. Total debt service* was an estimated $5.2 billion fir .*■ 

1988 and projected at $4.6' billion In 1989. 

Two factors are of significant Interest to the United States. One Is Iraq's 
attitude of favoring repayment to those offering further credits and Ignoring 
repayments to those unwilling to advance new credits. The second factor Is 
the laportance of guaranteed credit arrangements In gaining aarfcet share. -• 

6SH-102 credit guarantees have annually accounted for over 90 percent of total 
U.S. agricultural exports to Iraq for the past five years. 

Overall, Iraq's econoalc reconstruction will be extremely slow with priority 
given to rebuilding the allltary and repairing oil export facilities. In the 
short tern, Iraq will continue to aake bilateral rescheduling agreem en ts with : 
their major non-Arab creditors. The long-term economic outlook Is primarily 
dependent on an Increase In oil revenues and Iraq's ability to secure new 
credits. 

Based on this analysis, short-term credit Initiatives should be approached 
with extreme caution. Nadi um-tera and long-term credit Initiatives may be 
more appropriate at this time. This analysis Is based on a stable oil market 
and continuation of the ceasefire with Iran. Any dramatic change In either 
area would be cause for re-evaluation. This analysis Is consistent with that 
of the EX-IN Bank. 
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IRAQ — FINANCIAL AND BOOWONIC SITUATION 


BACKGROUND: 


Iraq is a aajor oil producing country which borders six countries: Iran, 

Turkey, Syria, Jordan, Kuwait and Saudi Arabia. The current population is 
17.6 eillion with a relatively high growth rate of 3.5 percent in 1988. The 
land area is 434,000 sq. ka. or slightly larger than twice the sise of Idaho. 
Other than cultivated areas along the Tigris and Euphrates rivers, the country 
consists mainly of desert plains and arid aountains. At least 40 percent of 
the population resides in or near the capital city of Baghdad. 

Overall, 12 percent of the land. is arable; 9 percent is aeadows and pastures; 

3 percent is forest and. woodland, 1 percent is permanent crops, and . the *. 

• remaining 7.5 percent- la classified as- desert. Oil and natOral gps are the ';;*-/ 
dominant natural resources,. a<t counting for over. 95 percent, ojf Iraq's expor t . / 

• revehqe; .*. Other aajor . industries topludet ex tiles andshocf .\ Modest 'levels *f ' 

agricyl-tjiral export .Inc lade bar ley /cotton, wqol and paladates. J’ : v ' j** . 


QUALITATIVE ANALYSIS: 

The heavily oil-dependent* Iraqi economy felt the full impact of the eight-year 
war .with Irpn. Export . terminals yq?e .heavily damaged in the early stages of •“ 
< the war. ais o<l e^pqrt revenues fell from $26^ billion .in 1980 ..to $1Q, ■billion; In. 
1981. : Revenues remained at this- level tbrougho.ut the war except ii/ 1986 when- ^ 

. .the decline. Ui oft 'prices' reduced revenues xo $7 billion. V the/decline ln- *-v 
revenues ’led to q' corresponding deterioration in the current accOunr , • ^ N < 

• bqlancel-frpa^ a surplus', of . $ 1 3 , 8 bil 1 i on in 198Q to fcn ;edtima ted -deficit, of- 
$4 billion ijn 1988,. V As a result/ Ireq was forced*, fo draw down pn their / - // ,*. 
international reserves to continue financing the war. effort-. 'Reserves * 
declined from $39.4 billion .in 198Q. to* $1.9. billion in 1988^ The import- 
coverage ratio declined from 34.9 months to 2.6 months*. ‘ 

Econoaic growth ovar this period reflected the significant reduction in oil 
revenues. Beal GOP registared negative growth from 1983 through 1986, ranging 
from 7.3 percent, in 1983 to 9.7 percent in 1985. A modest turnaround of 
1.7 percent in 1987 was followed by a significant increase of 9.9 percent in 
1988. A high inflation rate has aggravated existing problems since 1983. 

The war with Iran, compounded by the decline in oil revenues, forced Iraq 
to take on extensive overseas borrowing. Total external debt increased from 
$7.8 billion in 1984 to $26 billion in 1988. In addition, an estimated 
$40-$50 billion are owed to Arab Gulf states, but are considered by Iraq as 
separate "debts in kind". Host of the aajor dabts with western creditor 
countries have been rescheduled at least once. Further bilsteral rescheduling 
is expected as Iraq continual to avoid multilateral rescheduling negotiations 
with the Paris Club. Total debt service was estimated at $5.2 billion in 1988 
and projectad at $4.6 billion in 1989. 
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On the political scene, Saddam Hussein and the Baath party continue to 
consolidate the power they have held for over 20 years. The Baath party 
seized control in 1968 after a successful coup d'etat and quickly pronounced 
the principles of socialise, freedom and a Pan-Arabic community. Saddam 
Hussein ascended to the presidency in 1979 but had long before been recognized 
as the effective head of state. Despite a recently discovered assassination 
plot from within the Iraqi military, Hussein remains In firm control. The two 
major Issues currently facing Hussein are the ceasefire with Iran and economic 
reconstruction. 


EXPORT SITUATION 


Iraq's Imports of U.S. agricultural products have dramatically increased . / 

, In' each of .tbe'pasf two .years*. • This Increase is directly ;attr1buted* ; tp 
6SH-102 credit guarantee program which has annually accounted for over. * 

99 percent of total IT.S.’ agriCulturaJ exports to Iraq? itf-nccj 1984. Overall V* 

* agricultural 'imports from thq United ' States total $d • $726 mil i ibrv In FT. i$88.,“’ 
'compared- .with! $519 million ^In.fY 1987 amd,$335 mi 1:1 ton in ft- *986* ;?ht pulk>- 
of the Increase was spread over a diverse group of products Including feed and 
fodder, soybean oilcake and meal, dairy -and poultry, com, cotton and sugar. 

The two major commodities remain rice and wheat. 

The Uhited. States market share of total Iraqi agricultural imports reached . ... 

27 percent in CY 1987 compared with 20 percent CY'1986, andViB percept tin* 
CY1885: In -1987 .the United States mafntainedvlis market share of rice and*. 

. wheat,: hut gained a: significant packet- share for .ibypein o.flckke ind aeaV, * 

. dairy, and: poultry products, corn .and su jar.: : ;v . V v 

•* .. l *. " • 1 ’* r" . *• «.*/ : ' ' v**'*’* V /V v : ; ,r 

With Its high popul at Ion' growth /rate, very 1 1 mi ted Supply of arable land, and 
huge- oil. reserves, Iraq retains a tajor market for U.S. agricultural goods/* 
However, an important factor In gaining, market share Jji Ir^q has been the ; 
readiness of exporters to offer credit arrangements. Turkey maintained Its 
short-term credit provisions for agricultural and Industrial goods in 1987 
and became Iraq's largest supplier. Yugoslavia continued to take advantage of 
substantial government-to-government credit arrangements. These arrangements 
suggest that the United States must continue its guaranteed credit program In 
order to maintain or expand Its current market share. 


FUTURE ABILITY fO FAY: 

The overall cost of the war on Iraq was overwhelming In terms of human 
casualties, military expenditures, and the destruction of physical 
Infrastructure Including Industrial and export facilities. Iraq's laMdlate 
reconstruction costs are estimated at $7 billion and long-term recovery costs 
at an additional $30 billion. As a result, Iraq's economic recovery trill be 
extremely slow with priority given to rebuilding the military and repairing 
oil export facilities. 
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In the short tens. It Is widely expected thet Iraq will need to reschedule 
nuch of Its $26 billion external debt. 6ermany has already reached a 
rescheduling agreement with Iraq In 1989 and France, the largest creditor. 

Is reportedly close to another rescheduling agreement of approximately 
$6 billion. Few countries have provided significant amounts of new credit. 
Britain became a notable exception by recently doubling Its credit line to 
Iraq to $630 million. 

Over the long term, the outlook Is somewhat brighter. The ceasefire process 
with Iran is slowly moving forward, with the two sides agreeing In late March 
to a new round of peace talks at the United Nations. Another reason for 
optimism is Iraq's recent Increase in oil export revenues plus the 100 billion 
barrels of proven oil reserves. According to a Reuter's survey, Iraq's oil 
output reached its OPEC quota of 2.6 million barrels a day In the. first 
quarter pf- 1989. Oil export revenue* in 1989 .are expected. to exceed ..." .*■ 

$13 billion; compared with. $U.8 billion- In. 1988; kh<f .4 Tow of SlH bilVTon' in 
.1986. . The steady' increase in oil revenges mayimproye Iraqis debt situation;. - 

. depending' on taw theft incrtafed'ta'veta** are atlocateOj •’?* l . 'r; • 

! Based on this analysts, short-term credit initiative* should be 'approach^' 
with extreae caution. Future rescheduling agreements or new credit 
initiatives with other creditor countries should be closely monitored. 
Medium-term and long-term credit initiatives may be more appropriate at this 
time. This analysis, is based on a stable oil market over the medium, term and 
the continuation of the ceasefire with Iran . ' Any i 1 gnif 1 eknt -/devpl qpment 1 q. 
either area woultf- be. cause 'for re-evaluation. v.-.. ' 'V* 
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EXPORT- IMPORT bank op the united states 

WAINIMTON. D.c. lOITt 


Mr. Dan Vernon 
Economic Officer 
American Embassy 
Baghdad, Iraq 


July 18, 1989 


Res Exlmbank Short Term Insurance Cover Reports 


Dear Mr. Vernon: 

py.| «M<i you will find your copy of the most recent monthly 
coenitments reports, the schedule of maturities for shipments which 
have gone forward as of June 30, 1989 and a maturities schedule for 
the months of July and August. As usual, we have enclosed envelopes 
containing the same reports that we ask the American ftsbassy to 
deliver to each addressee. Also, an envelope containing the same 
reports has been provided for Mr. Russell Smith. 

ror your information, as of June 30, 1989, the Central Bank of 
Xraa had given its clearance for Exl m ba n k to issue cover for contracts 
which total 8227.8 million (net of cancellations). Our insureds have 
reported payments which total 843. S million. After aceountingfor 
these payments, Exlmbank* s commitments amount to approximately 8184.0 
million. 


^ aaie imUME* ME<88 an asmeers on sev- 
eral meterieiee e8*Sfc moeal ll. Alsii? . A brief description of 
tr ans actions nay be found in the enclosed letter addressed 
to Mr. Taha. 


If you should have any questions, plea se feel free to contact the 
undersigned. 

Sincerely, 


^Kenneth 



fnsley 

Loan Officer 
Insurance Division 


Enclosure 

Copy tot Mr. Russell Smith 


cc: Chirm 11s, Hunt, Feeney /Echevsrris, Brinskele-FCIA/NY, Tinsley, FILES 
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EX PORT- IMPORT SANK OP THE UNITED STATES 

•tf-lrtiMOTON. O.C. 10971 


August 11 , 1989 

CMII *tIIH|AM* 

mu ••*«•( 


Nr. Dan Vtraon 
Economic Officer 
American Embassy 
Baghdad, Iraq 

Re: Eximbank Short Term Znsuranca Covar Raports 

Daar Mr. Varnon: 


Enclosed you will find your copy of tha most racant 
monthly commitments reports, the schedule of Maturities for 
shipments which have gone forward as of July 31, 1989 and a 
maturities schedule for the sonths of August and September. 
As usual, ve have enclosed envelopes containing the same 
reports that ve ask the American Embassy to deliver to each 
addressee. Also, an envelope containing the same reports has 
been provided for Mr. Russell Smith. 


For your information, as of July 31, 1989, the Central 
Bank of Iraq had given its clearance for Ixlmbank to issue 
cover for contracts which total $227.6 million (net of 
cancellations) . Our insureds have reported payments which 
total $60.6 million* After accounting for these payments, 
Eximbaftk's commitments amount to approximately $167.0 
million. 


As of the date of this letter, 
several maturities which total $2,307,0S6. 
tlon of those transactions nay be found 
letter addressed to Mr. Taha. 


on 

A brief descrip* 
in the enclosed 


If you should have any questions, please feel free to 
contact the undersigned. 


Sincerely, 


•nneth M. Tinsley 
Loan Officer 
Insurance Division 


Enclosure 

Copy to: Mr. Russell Smith 


cc: CharamalU, Rune, Feeney /Echeverr la, Brlnakele/FCIA-HY, Tlnaley, FILES 
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August 29, 1989 


MfffPPWPOM 

TO: 


FROM: 


SUBJECT: Summary of recent activity regarding cover for Iraq 


Since the resumption of cover for Iraq on July 9, 1987 through August 
29, 1989, Iraq's authorities have given clearance for Eximbank/FCIA 
to issue cover for contracts which total $227.6 pillion. However, 
clearance has not been given for Eximbank to cover any contracts since 
March 1989 when, at that tine, the total amount of contracts cleared 
exceeded the $200 million exposure ceiling by $18.7 million. Coverage 
for the individual contracts which comprised the $18.7 million 
"overflow" was issued on a first in-first out basis as payments 
were made which replenished authority for new commitments. By June 
1989, Iraq had made sufficient payments such that the overflow was 
eliminated. 

As of July 31, 1989, our insureds had reported total payments of $60.6 
million. Eximbank 's aggregate principal level of exposure amounts 
to approximately $167.0 million which leaves $33.0 million available 
for new commitme nts under the $2 00 million exposure ceiling. As of 
August 29 . 1989. >— «mmr— turk— ‘ 

tips appropriate Iraqi officials have 

been apprised of the arrears. Also, staff is in the process of deter- 
mining if the August maturities of approximately $10.0 million have 
been paid. 

On August 28, 1989, staff spoke with Mr. Yousef Abdul Rahman, the 
Commercial Counselor at the Iraqi Embassy who stated that he had just 
returned from a month's visit to Baghdad where he spoke to high level 
officials about the recent payment problems. Mr. Rahman believes that 
some administrative inefficiencies on the part of Bank of New York, the 
principal clearing bank for Rafidain Bank, is partly to blame for the 
slow payments. He believes that his trip was productive and that 
changes will be made which will result in timely payments in the near 
future • 


Daniel Bond 
Vice President 

Renneth^M^Tins ley 
Loan Officer 
Insurance Division 


cc: 


Charamella, Hunt. Tinsley, FILES 
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raft NATIONAL ADVISORY COUNCIL 

oss only 


NATIONAL ADVISORY COUNCIL 

STAFF COMMITTEE 

MINUTES 

•#-37 

Saptaabar 12, 19S9 

(Chairman) , Traaaury Dapartmant 
(Sac ratary) 

Agancy for Zntamational Davalopaant 
, Fadaral ftaaarva Board 
Dapartmant of Commarca 
Dapartmant of Stata 
Export-Xaport Bank 
•> Dapartmant of Agrleultura 


O.S. Trada ftapraaantativa 
Dapartmant of tha Zntarior 
Tr ada and Oavalopaant Prog ram 
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FM NATIONAL ADVISORY 
COUNCIL OSS ONLY 


MAC NESTING S9-37 
Smptmtomr 12, IMS 
Pift 1 


2. AGRICULTURAL EXPORT CREDIT SALES 
FT 19SS Prograss 


ij !.■ rrrwi ids 


The Agriculture representative presented a propo s ed $30 
■illion addition to Iraq's Ti 19»» program. The additional 
guarantees vers intended to support exports of feedgrains, 
protein meal and wheat. He said that there was sons urgency in 
this request because the comodities were soring to port end the 
sales were ready to be finalised. 

The Federal Reserve representative questioned the propriety 
of proceeding with both this addition to tha FT 1»M OHM program 
and the upcoming FT 1990 GSM guarantee program duo to the 
developing scandal involving the CCC guarantee program for Iraq 
and the Atlanta branch of the Banco Masionale del Lavoro (BMX>) . 

He said that, in his opinion, it was inopportune to move ahead 
with these new propoeals and requested that Agriculture withdraw 
the proposals until a later date. He also noted that the 
credibility of the HAC was at issue and cautioned that he 
would reooaaand that Governor Kelly op p o s e the proposals if 
Agriculture wished to press the issue. 

In summary, the Federal Reserve representative requested 

the proposal for Iraq be withdrawn due to«l)ths 

possibility that criminal charges could be brought in conjunction 
with the illegal am. lending activity; 2) uncertainty as to what 
the financial impact on the CCC might bet end ») . 

generally uncreditworthy state. Mith regard to the last point, 
the Federal Reserve representative stated that Iraq has delayed 
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FOB NATIONAL ADVISORY MAC MEETING *9-37 

COUNCIL OR ONLY Sept tabtr 12, 1989 

Pi9« a 


payBtnta to foreign creditors and had angagod in unilataral dabt 
reschedulings. He also noted that the Italian export- import bank 
had had to pay on guarantees of $380 Billion north of export 
loans which had been defaulted on by Iraq. 

t 

The Agriculture representative noted that there was no 
evidence that any transaction involving Iraq had violated the 
regulations governing the CCC guarantee program. He also noted 
that BNL was not the only bank Involved in the guarantee program 
with Iraq, and, while BNL had had a large participation in the 
prograa two years ago, the bank was currently not very active 
in the CCC guarantee progress . Finally, the Agriculture 
representative stated that the CCC had guaranteed payments by 
Rafidain Bank, in Iraq, to BNL, and so far there had been no 
evidence of non-payment by Rafidain Bank. Therefore, the CCC did 
not consider Itself to be at risk. 

In response to further questions from the Federal Reserve 
representative, the Agriculture representative said he had no 
evidence of any wrongdoing on the part of the Iraqis and 
asserted that USDA had a responsibility to U.S. exporters to 
continue the guarantee program. 

A final point made by the Federal Reserve representative 
was that, as money was fungible, new bank letters of credit 
could be used to pay old debts in a "Ponsi-type" scheme. 

In reply to a question from the Treasury representative 
regarding whether the Rafidain Bank viewed the improperly issued 
bank letters of credit as valid, the Agriculture representative 
said that the bank had not made a decision one way or the other. 
He again emphasised that there had been no reports of non-payment 
on the part of the Rafidain Bank. 

The Treasury representative then asked if USDA was 
completely satisfied that the BNL affair would have no impact on 
the proposed additional guarantees under review. The Agriculture 
representative replied that no assurances could be given until 
the investigation was completed, but, at this time, there was no 
evidence that any CCC regulations had been broken. 

The Treasury representative, while noting the urgency of the 
request, said that, given the opposition of the Federal Reserve 
representative, she would reserve Treasury 9 s position on the 
proposed Increase iii Iraq 9 s FY 1989 GSM- 102 program until 
assurances could be given that the BNL affair would not 
negatively impact on the GSM prograa in Iraq. 



152 


FOR NATIONAL ADVISORY MAC MUTING «»-37 

COUNCIL MS ONLY Mptobar 12, 19*9 

P*9* 3 


The Coaeerce representative Mid the MAC should conduct Its 
affairs on s sound and prudsnt basis. To this and, ho suggest od 
that U8DA raquost an opinion froa Its Inspector Consral that tho 
BNL affair would not result In a financial loss to tho CCC. Ho 
Mid that sines the BNL Investigation was not coup lota, and in 
light of tho Fad's strong opposition, ho would roMrvo his 
position. / 

The stats representative noted tbs relative strategic 
importance of Iraq to the 0 . 8 . , but also stated concerns about 
Iraq's creditworthlnMS and tho largo site of the upcoming FY 
1990 6SN prograa. The State reprMentative reserved on the 
currant proposal due to the concerns of the Federal Reserve 
representative. The AID and. Bxiabank representativM also 
indicated that they would reserve on the proposal. 
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NEMO RAN DUN FOR THE FILES Wf 13 MB 

FROM* 

SUBJECT! Sept • 12 MAC Meting on $30 Billion in Additional 

Credit QuarantMi Cor Iraq in FT 1999 


USDA proposed an additional $30 Billion in GSN-102 credit 
guarantees Cor Iraq in FY 1989. The current program is $1,037 
billion GSN-102# $50 Billion GSN-103. All agencies reserved out 
of concern about the iBplicatlons for the USG of the Banca 
Nationals del Lavoro's Atlanta branch affair. 

After USDA Introduced the proposal # ^^tf^^eade a lengthy 
stateBent indicating their hope that USDA voild withdraw the 
proposal. had three Bain concerns! (i) that it was 
unwise to consider the proposal at this tiae because of the 
possible criainal implication* of the unfolding scandal; (il) 
that the financial iapact of the scandal on CCC was not yet 
clear; and (.ill) that there were major Iraqi creditworthiness 
issues# as indicated by the fact that Iraq has delayed payments 
and has engaged in unilateral reschedulings# and that the 
Italian export credit agency has recently had to pay out $359 
Billion to exporters tor claims. The .•W indicated that if they 
were pushed for a vote# staff would recoamend a "no* vote on the 
$30 million proposal to pc** ^ l ftr*^r ‘/er 

USDA's basic response is that USDA is keeping very close 
tabs on the situation but has no indication that any 
transactions are outside CCC regulations; nor any indication 
that Rafidaln will not honor its commitments, other points made 
by USDA Include that while BNL was active two years ago# it has 
been less active recently; that the exposure to BNL is not total 
exposure; that CCC guarantees the Iraqi payments to exporters# 
not any payments by BNL; that other banks besides BNL do 
business in Iraq. 

^ V _ asked specifically if USDA had any indication of 
wrongdoing by the Iraqis# to which USDA responded that they 
hadn't heard anything. 

Aoencv responses 

Tr*o$£'Y -- Mk#d if Qgtyt could provide assurances, based on 
USDA investigations, that they were completely satisfied that 
the BNL affair has no iBplicatlons for the transaction proposed. 
Since USDA's response Indicated only that there was no 
indication so far of iBplicatlons, ' 0/ reserved. The 

7V«.o 
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0 f representative indicate further that ^ 

understood the context in which the proposal was being side and 
was not attempting to block the exports; that our evaluation of 
Iraq's c red itworthi ness has not changed (Iraq is not 
creditworthy); and that in light of the uncertainty surrounding 
the implications of BNL, we could not vote at this time. 

0 spoke eloqently of the need to conduct government 
affairs on a sound basis, and indicated they would abstain. 

5 ,%r<: 0 Indicated they had a number of concerns, had been 

persuaded by the pej of the seriousness of the case, and would 
reserve. e+'*\ PCU) bIbo reserved. 

The NAC Chairman suggested, in light of the discussion and 
the tally, that USDA get back to him on how U8DA wanted to 
proceed. 
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United States Fortegn 

Department of AgnouMurai 

Agriculture Service 


Washington. O.C 
20250 







Mr. Richard Long 
Deputy Assistant Inspector 
General for Audit 
Office of Inspector General 
U.S. Oepartaent of Agriculture 
Washington, O.C. 20250 

Oear Dick: 

l m enclosing cor r e s pondence which our Forest Products 01 vision received fro* 
exporters alleging that Iraq Is threatening to blackball companies from GSM- 102 
business unless they provide additional "goods* to Iraq free of charge. 

Mr. 51ms, In response to verbal complaints, raised this subject with the Iraqi 
delegation during annual credit consultations In Baghdad In October 1988. 

Mr. Sins explained that this practice. If true, was unacceptable. The Iraq 
side denied everything. 

I realize that the Information we have Is sketchy. However, we would appreciate 
It If you would look Into this as soon as possible. 

Sincerely, 


Oeputy Assistant Administrator 
for Export Credits 


Enclosures 
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September?, 1989 


Mr. Abner E. Deathcrage 
Forest Products Division 
Foreign Agricultural Sendee 
Room 4554 South Building 
USDA 

Washington, DC 20250 


Dear Mr. Deatherage: 

The purpose of my letter is to alert you to the increasing amount of pressure placed upon 
our organttadon as an exporter of commodities to Iraq under the G$M 102 program. The 
nature of this letter is confidential and is intended to assist you during your forthcoming 
negotiations with the Iraqi authorities. Kindly refrain from using our name in the upcoming 
meetings. 

Cjecist, the Iraqi State Organization with whom we negodare our contract has from rime » 
rime approached and apparently other exporters, in an effort 

to receive, free of charge, various n on-agricultural commodities as ’’after sales service”. 

All of the inquiries relate to industrial goods ranging from tires to trailers, trucks and spare 
parts, apparently needed by the Iraqi industry. 

/ 

The recent telex requests have exhibited extraordinarily threatening language where the 
future business relations are being judged by our response to requests tor free goods. 

\ 

flIHHHKB is extremely concerned about these demands and would 
appreciate a prompt involvement of CCC to remind the Iraqis that their request are 
unreasonable and not in accordance with the GSM- 102 program requirements. Similarly, 
we would appreciate & communication from your offices advising exporters to respond to 
these telex messages in a consistent manner. 

We appreciate the significant benefits offered by the USDA program and would like :o see 
it continue with implementation guidelines that are also enforced in the recipient countries. 

Sincerely, 



September 8, 1989 


Mr. Abner [teethridge 

Room 4554 South Building 22152 

U.S.O.A./FAS/CMP/FTD 

14th ft Independence Avenue S.W. 

Washington, D.C. 20250-1000 

Deer Abner: 

Enclosed plesse find the telexes which you requested. 

If you should have eny questions, pleese do not hesitate to cell 
Vejty tpily yours. 
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STAND SY FOR BROADCAST CALL 

R1E2E7 TRESTO IK 
212E27 TRESTO IK 

2122S7 6CHC0 IK . V 

T. 31 83 TINDER OEPT 00 . 3 / 9 / 19 . \ . ' 

««FER YOU TO OUR PREVIOUS TLXS REOARDIN0 CMVCS/TRUCkS SPARE PARTS 
AND RE 

CONPIRH THAT OUR FUTURE BUSINESS WITH YOUR COMPANY WILL DEPEND 
MAINLY ON THE RANGE OF YOUR COOPERATION WITH OUR C O MPA N Y BY FURNISHIOS. 
US WITH FREE OF CHARGES TRUCKS /TRA ILLS 


AWAITING Y POSITIVE REPLY SOON 


•143 B9/B9 
THEY DISCONNECT 
ElAMPd %imm S*«S2t4# . 



PRINTED AT S14R EOT S3/AS/S9 
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STAND BY FOR BROADCAST CALL 

*1222 7 TRESTO IK 
212237 6CMCO IK • 

T.2666 TIMBER DEPT DD. 16/6/09. 

£ROM STATE TRADING COMPANY FOR CONSTRUCTION MATERIALS . 

REQUESTED TO FURNISH OUR COMPANY WITH ( FREE OF CHARGES ) REPEAT 
< FREE OF CHARGES ) TRUCKS OR TRAILERS BRAND INTERNATIONAL BUT TO 
BE SIMILAR TO FOLLOWING SPECIFICATIONS . HOPE RECEIVING Y POSITIVE 
REPLY AS SUCH COOPERATION WITH OUR COMPANY WILL MAINTAIN OUR 
BUSINESS RELATIONSHIP AND ANY NEGATIVE REPLY FROM Y SIDE MILL LET 
US TO CONSIDER DEALING WITH Y COMPANY AND BLACK LISTED . 
SPECIFICATION 


CHAS8IS i . 

RIVETED LADDER - TYPE FRAME . UHEELBASS 3.640+1 . 346MM. LEFTHAND 
ST REE I NG REAR WHEEL DRIVE <6X4 VERSION ) 11 TRILEX RIMS fl T 3-34 
INLUDING RYRES OF SIZE 12.60-26 SHECX ABSORIBERS ON FRONT AXLES 
REINFORCED REAR SPRINGS FUEL TANK 460LTS, DUAL CIRCUIT COMPRESSED 
AIR BRAKE SYSTEN TYRE INFLATING HOSE 16M REAR AXLE RATIO 1*7*3 
RADIATOR HI6HER EFFICIENCY f OIL BATH AIR FILTER IN ENGINE 
COMPERTMENT CAB SUSPENSION REINFORCED FUEL FILTER IN FILTER NECK. 
ENGINE AND TRANSMISSION : 


6- CYLIUNDER DIRECT INJECTION DESEL ENGINGS ON 333 WITH AN OUTPUT 
OF 177 KW < 246 HP/DIN ) AT 2 f 266 RPM , NON —SYNCHRONISED 
GEARBOX AK 6-96/7,63 WITH 6 FORWARD SEARS AND REVERSE , SINGLE 
DISC DRRY— TYPE CLUTCH , TROPICAL THERMOSTAT, 

DRIVER* 8 CAB 


OF SHEET STEEL CONSTRUCTION WITH HEATING ACCOUMODATION FOR 3 
PERSONS ADJUSTABLE DRIVER* S SEAT , HYDRO - POWER STEERING 
WINDEHEELD OF LAMINATED SIGLA GLASS, OTHER WINDOWS MADE OF 
SAFETY GLASS SEKURIT 3 WINDSCREEN WIPERS ,2 SUNCHADES, COMPLETE 
VENTILATING AND HEATING SYSTEM , VIBRATION FREE MIRRORS TIGHT 
AND LEFT , FUEL GAUGE , CLEAR INSTRUMENTAL PANEL , SEAT COVERS 
LEATHERETTE , HEADLIGHS INREDIATOR GRILL BRAKS PEDAL REINFORCED 
OTHERWISE EQUIPPED IN SCRIES . 

ELECTRICAL EQUIPMENT 

ALTERNATOR 26 V/27A , COMPLETE ELECTRICAL LIGHTING AND STARTING 
. SYSTEM 24V - WARNING BLINKER EQUIPMENT , DIRECTION SIGNALS f ALL ' 
WIRES ASSEMBLED IN A NEW KINO OF HARNESS , TROPICAL BATTERIES 
I GRAVEL PROTECTION ON HEAD LIGHTS , DIFFERENTIAL GEAR'' SPEEDOMETER, 
OTHERWISE IN STANDANO EXECUTION . 

. ACCESSORIES 


_ JACK 23 TONS • . INSPECT I ONLAMP WITH ION VABLE SPEEDOMETER KM, 
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EXPORT-IMPORT BANK OP THE UNITED STATES 

WUNIN6TON. 0*C« tMTI 


8«pttab«r 13, 1919 


Mr. Dan Vtmon 
Economic Officer 
Am r lean Embassy 
Baghdad, Iraq 

Ra: Exiabank Short-Term Insuranca Covar Raporta 

Da ar Mr. Varnon: 

Enel os ad you Mill find your copy of tha soft racant 
monthly commitments raporta, tha schadula of aaturltiaa for 
shipments which hava gorta forward aa of Auguat 31, 1989 and 
a aaturltiaa achadula for tha aontha of Saptanbar and 
Octobar. As usual, wa hava anclosad anvalopaa containing tha 
same raporta that wa ask tha Anarican Embassy to dalivar to 
aach addrasaaa. Also, an anvalopa containing tha sama 
raporta has baan providad for Mr. Russall Smith. 

For your information, aa of, Auguat 31, 1989, tha 
Cantral Bank of Iraq had givan its claaranca for Bximbank to 
isaua covar for contracts which total $227.6 million (nat of 
cancallationa) • Our insurada hava raportad paymants which 
total $67.1 million. Aftar accounting for thasa paymants, 
Eximbank's commitments amount to approximataly $160.5 
million. 

As of tha data of this letter, Iraq is in arrears on 
savaral aaturltiaa which total $4,928,086 and thara is unpaid 
intarast of $51,213. * A brief description of those trans- 
actions may be found in tha enclosed 'letter addressed to Mr. 
Taha. 


If you should hava any questions) please feel free to 
contact tha undersigned. 


Enclosure 

Copy to: Mr. Russell Smith 



^arame^la^^^mt, Feeney /Ech^arri a , Tinsley, FILES 


cc: 
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DEPARTMENT OP THE TREASURY 

WASHINGTON 


SEP IS * 9 


MEMORANDUM POR 


r\ 


INFORMATION 


PROMs 


SUBJECTS 


NAC Reserves on 
in PY 1989 



Credit Guarantees for Iraq 


You should be aware that at the NAC staff meeting on 
Tuesday, September 12, NAC agencies reserved on a USDA proposal 
to allocate to Iraq an additional $30 million in GSM-102 credit 
guarantees in PY 1989, The agencies, including Irea^ry 
reserved because of concern about the possible implications for 
the CCC program of the Banca Nationals del Lavoro’s (BNL's) 
Atlanta branch affair. Agriculture has not yet indicated if 
they will ask that the reserves be lifted and a vote taken. 


BNL's Atlanta branch reportedly extended to Iraq 
$1.7 billion in credit, and kept this lending and associated 
financing off its books. The nature of all exports for which 
funds were lent is not clear, but agricultural exports were 
substantial. CCC guaranteed over $700 million of the 
$1.7 billion. In addition, there are reports that the spread on 
the lending was unusually thin. 


There is a great deal of speculation about the motives 
underlying the BNL Atlanta branch's handling of the Iraqi 
lending; there are also concerns about the nature of the 
participation of other parties involved. There may be basis for 
criminal action. Me are unsure of the nature of any violation 
and have been asking USDA to assure us that the BNL affair 
carries no implication for current proposals and future 
programming for Iraq. F+4 ^/»i t which regulates the Atlanta 
branch, took the lead in calling for careful consideration of 
the proposed increase in CCC guarantees for PY 1989. 


We will continue to monitor developments. USOa will 
probably be pressing, as soon as the air clears, for a decision 
on their proposed $1 billion PY 1990 guarantee program for Iraq. 
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FQKUmwM. uat 

DEFENSE INTELLIGENCE AGENCY 


- / 


WASHING TON O C 20)40 6 1 63 


FOUO-18 , 702/DT-5B4 

United States Attorney 
F.astern District of California 
Room 3303 Federal Building 
United States Courthousm 
650 Capitol Hall 
Sacramento, CA 95S14 


•1 9 SEP 



SUBJECT: Assessment on the Activities of Abdel Kader Helmy, et al. 

and the Egypt ian/ Iraqi condor Hlssile .Program 


1. This office became aware of the activities of Or. Abdel Kader 
Helmy and his associates in June 198t. Acting at the request of 
the U.S. Customs Service, DIA assisted U.S. investigators with 
technical and Intelligence expertise in the area of missile 
technology and proliferation to the Middle Ernst. As a result of 
the review of the documents provided to this office, DZA offers the 
following pertaining to the activities of Dr. Helmy's group. 


2. The list of Items/materials being sought by Dr. Helmy is 
entirely consistent with items necessary to support the manufacture 
of a ballistic missile. Specifically the chemicals, when combined 
into one list, are most likely to be found in a facility which 
manufactures composite solid propellant motors. The carbon based 
blocks and cones were most probably for use on the nose of the 
missile warhead. The carbon phenolic tape has numerous uses 
including the thermal wrap of rocket motor casings or nozzles, 
while the aaraging steel is of the particular grade commonly used 
in rocket motor casings production. A review of the materials and 
the technical manuals which Dr. Helmy was obtaining can result in 
only one opinion, that Dr. Helmy was procuring materials to support 
the production of a ballistic missile. 


3. The Egyptian Ministry of Defense, working with financiers from 
Iraq, have contracted with the Argentines to produce a ballistic 
missile capable of carrying a warhead of 500 kilograms up to 1000 
kilometers in range. This missile is most commonly referred to as 
the "Condor" missile. The Condor missile meets the minimum 
criteria set forth in the Category Z of the Missile Technology 
Control begins (HTOt) . The Condor program has been closely 
monitored by the seven member nations of the MTCA (United States, 
Federal Republic of Germany, Prance, Canada, Great Britain, Italy 
and Japan) who are responsible for monitoring world wide missile 
proliferation activities. This specific missile would represent 
a significant improvement over currently assessed missile 
capabilities of Egypt. DZA believes Dr. Helmy was procuring these 
materials for the Condor missile. 
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4. The condor missile program has been ongoing since at least 
1984. The progress has been slow due in part to the lack o' 
indigenous technology and the need to covertly acquire the 
technology/materials used in production of ballistic missiles 
abroad. The activities of Dr. Helmy are consistent with observed 
activities, sponsored by Egypt and Iraq, to facilitate the 
production of. the Condor missile. Without the activities of Dr. 
Helmy, and his co-conspirators, in procuring restricted technology, 
completion of the Condor missile program is doubtful. Dr. Helmy’ s 
apparent willingness to provide critical materials necessary for 
the production of the Condor missile was important to the long term 
goals of establishing an indigenous ballistic missile production 
capability in Argentina, Egypt, and Iraq. 

9. DIA believes that the introduction of a ballistic missile, 
capable of carrying conventional, chemical, or nuclear warheads, 
into either Egypt or Iraq would increase regional tensions and add 
further fuel to the regional arms race. Israel and Iran, the 
perceived adversaries of Egypt and Iraq, would most surely respond 
to these acquisitions in an escalating posture, by considering 
preemptive strikes, starting or accelertaing anti-ballistic missile 
programs or acquiring an equal or greater number of ballistic 
missiles. The potential regional destabilisation which might have 
been caused by Dr. Helmy’ s activities would be damaging to U.s. 
interests and peace efforts in the region. 



MICHAEL It. HIGGINS 
Technology Security Intelligence 
Analyst 


cci 

GC 


ntencuLtstimv 
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UNITED STATES GOVERNMENT 

Memorandum 

DATE: September 21; 1989 

PILE: IHV 3 - 02 E:CG:IA 


DEPARTMENT OF THE TREASURY, 
UNITED STATES CUSTOMS SERVICE 



TO: Assistant Regional Commissioner (Enforcement) 

Southeast Region 


FROM: Resident Agent in Charge 

Atlanta, Georgia 


SUBJECT: Banca Rationale Del Lavoro Investigation 


The attached letter represents the status and investigative 
strategy being followed by this office regarding the 
investigation of the BML- Atlanta bank. The U.S. Attorney, Robert 
Barr has set a tentative deadline for indictment of the 
principals in the case for October 20, 1989. We feel the 
investigation involving the cuban sugar transactions could be 
completed within the thirty day time limit, however this would 
require a prompt response from OFAC. Additional status reports 
will follow as the investigation progresses . 




cc: SAC/CO 
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utrMnimun s jr mt inci/Ouhi 

U S. CUSTOMS SERVICE 
atUmta. occhou 
September 21, IMS 


Honorable Robert l. Barr, Jr. 
United States Attorney 
Northern District of Georgia 
1800 Richard B. Russell Building 
75 Spring Street SW 
Atlanta, Georgia 30335 


Dear Hr. Barr, 

As you are aware, the U.S. Customs Service, Office of the 
Resident Agent in Charge, Atlanta, Georgia is involved in a Joint 
investigation with the rederal Bureau of Investigation, Internal 
Revenue Service, Department of Agriculture, Defense Criminal' 
Investigative Service and Examiners of the Federal Reserve Bank 
of Atlanta relative to the financial/banking and exporting 
activities of Banca Nationals Del Lavoro (BtfL* Atlanta), 235 
Peachtree Street, N.B., Atlanta, Georgia. The crux of this 
investigation involves BML-Atlanta's extension of unauthorised 
credit In excess of 2.8 billion- dollars to American, British and 
German companies involved in trade with Iraq. The ccsaodities 
Involved are suspected to include shipments of agricultural 
products, industrial machinery, military- type technology and 
various controlled chemicals. • In addition, BML- Atlanta is 
suspected to have provided loans to various U.S. firms for the 
illegal export to Iraq of missile related technology to be used 
in the Condor IX Project. 
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OFFICE MEMORANDUM 


TO. 


THOSE LISTED BEMM 


own — OantSEbsr la. n«t 




Virgil Mattingly callsd no on Sep t eat) a r 21 to briof 
no about a luncboon conversation between Ed Willinghaa and 
Assistant United States Attorney Saylo MeXensio, which, Z an 
told, took place on Soptonber 21. 

* MeXensio said that everything being written about the 
nisailo sales is true. 

— Matrix Churchill nado nisailo casings. 

— m sold nissilo technology to Iraq. 

* MeXensio is very concerned about a leak* she believes 
(whether rightly or wrongly) that the leak is either 
ML Room or the Bank of Italy. 

* MeXensio believes the ML - Intrude relationship is a 
"big deal." c us t ons and Defense Dep a rt s e nt investiga- 
tors have told her that they have never seen as aany 
violations of export laws. 

* MeXensio said "Why doesn't New York (fed) do eonothing 
about tho s e brokers." She was referring to the eonay 
brokers who were middle non in the fu ndin g of ML, and 
who are b as e d in Maw York. 

— These brokers are reported to have sent to 
ML two sots of invoices, Mich allegedly 
signifies knowledge on the pert of the 
brokers of lnprop or action by ML. 
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McKansia said that Drogoul and Yavus Tazallar 
(Exacutiva Vica Prasidant of Entrada) vara confad- 
aratas, and mada millions of dollars through tha 
following schama. 

— Thay would usa a trading company to buy 
goods. 

— Tha goods would ba sold to Iraq at doubla 
tha prica of purchasa. 

— Tha mala would ba flnancad. by BML. 

Meltons ia said thpt invast igators hava found tha "briba" 
chack that Entrada gava to Von Wadal for tha homa 
purchasa. 

McKansia said that sha bal lavas that BML has accounts 
at othar banks in tha Unitad Statas, and that wa do not 
yat know of thasa accounts. 

McKansia said that tha criminal provisions of Titla IS 
of tha Unitad Statas Coda ara soraly lacking with 
raspact to foraign banks. 

McKansia confirmad har plans to visit with Entrada 
officials in Nav York. 
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DEPARTMENT OF THE TREASURY 

WASMINOTOM 


SEP 25 I9B0 


ACTION 

MEMORANDUM POR ASSlSiA*U SECRETaK* DALLaKA — » 

PROM i 



SUBJECT: Proposed CCC Program for Iraq in PY 1990 and 

Proposed Additional Guarantaaa in PY 1989 


Iaaua 


The NAC staff Mating Tuesday, September 26, is 
currently scheduled to consider 'JSDA's proposed $1 billion 
Cosnodity Credit Corporation (CCC) GSM-102 export credit 
guarantee program for Iraq in FY 1990. USDA may also propose 
an additional $30 million in GSM-102 guarantees for Iraq in 
PY 1989. The PY 1990 proposal was originally scheduled for 
consideration at the NAC staff meeting on August 15, but 
action was delayed at the request of th • Fed light of 

investigations into unauthorized lending to Iraq by the 
Atlanta branch of the Banca Nazionale del Lavoro ( BNL) • The 
additional PY 1989 guarantees were proposed by USDA on 
September 12, and all agencies reserved in light of the BNL 
affair. An Iraqi buying team is scheduled to come to 
Washington October 3-4, but may reschedule the visit for 
October S-6. 

Background 

The BNL Affair . The Atlanta branch of Banca Nazionale 
del Lavoro (BNL) reportedly extended to Iraq $1.7 billion in 
unauthorized credit for purchase of agricultural commodities 
and industrial goods from the US and Italy, and kept this 
lending and associated financing off its books. USDA's CCC 
has guaranteed payment by Iraq of some $700 million of this 
lending. The implications of the BNL affair for CCC 
programming in Iraq are not clear. The full nature of the 
transactions is unknown — speculation exists that the 
Atlanta financing could involve fraud, kickbacks and 
financing of illicit military exports. Iraq at one point 
threatened to stop making interest payments if BNL did not 
honor its commitments to provide an additional $920 million 
in financing. 

credit Guarantee ProqraM in Iraq . USDA has seen 
Iraq as a major market 4or agricultural exports, and has run 
the program at the $1 billion level in both PY 1988 and 1989. 
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This iskss ths Iraq program tha sacond largast cradit 
guarantaa program worldwide, after Naxico. CCC's currant 
axposura (contingant liability) for Iraq undar tha cradit 
guarantaa programs is $1.7 billion, roughly ona quartar (24%) 
of CCC's total worldwide axposura undar thasa programs. 

Last yaar USDA proposad and want ahaad with a 
$1.1 billion cradit guarantaa program for FY 1989 which 
Treasury opposed on creditworth inass grounds, tie supported a 
maximum program sixa of $600 million, as did tha Fad. tie 
believe a $600 million program is sufficient to cover exports 
of American grain and wood products — tha most politically 
sensitive commodities — at tha levels of tha last few years. 

Creditworthiness Issues . Iraq continues to run vary 
large currant account UTTcTts as it rebuilds and rearms 
despite tha and of tha war with Iran. It has financed thasa 
deficits by building up arrears and doing bilateral 
reschedulings on its estimated $38 billion dollars in debt to 
non-Arab countries. 

With tha exception of tha UK, all other maior export 
cradit agencies are off cover for Iraq, and is open 

only for snort-term guarantees (with a $200 million ceiling). 
CCC has remained open because Iraq has remained current with 
its payments, as it is considered a "preferred creditor” by 
Iraq. 


Should Iraq fall into arrears, CCC would not have the 
option of rescheduling these credits to avoid losses. Iraq 
refuses to accept an INF program and consequently could not 
use the Paris Club, the only forum in which the US. government 
will reschedule public sector credits. (CCC losses under the 
credit guarantee programs are not in the 150 account.) 

Iraq has pursued a policy of repaying only those 
creditors whose new credits are larger than the amounts due 
under old credits. 

Other Aoencv Positions 

Agriculture is uncomfortable with its exposure in Iraq, 
and wants to decrease the program sise slowly, so as not to 
endanger US market share . State flL is concerned about "giving 
the wrong signal" to Iraq, but may not oppose a gradual 
ratcheting down of program siie .^>40 ; is not inclined to 

oppose the pro p osed FY 1990 program, but might support a 
smaller program if given good reason. 
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If /pushed for a vota on UGDA's $1 bill ion) proposal for 
Iraq, 9 staff sxpsct to recommend that ths 9 abstain or 
opposs ths proposal, bassd on invsstigations by ths FRB and 
by ths US Attornsy's offics into ths BNL affair and on 
concsrns about Iraq's creditworthiness. If and whan ths FRB 
is prsparsd to go forward with a program in Iraq, ths Bank is 
liksly to follow flR . lsad in ths program siss it 
supports. Treaty 


Rs comma ndat ions s 


sr\ 


(1) Possible BNL llnk t Should ths 9 object to 
considsration of i proposal for an additional GSM-102 

crsdit guarantss program for Iraq bacausa of ths 
invsstigations into ths BNL affair, that • opposs any 
nsw programming at this tlms. 


usi 


Agr as 


Oisagrss 


Othsr 


(2) No Perceived BNL Link * Should ths # indicate that 
it is acceptable “From a rsgulator's point of visw to procssd 
with considsration of USDA's proposals! 


(a) Rsgarding ths proposal for $1 billion in GSM- 10 2 
crsdit guarantsss for Iraq in FY 1990, that 

not objsct to a maximum program siss in 
FY 1990 of $600 million, on crsditworthinsss 
grounds. 


Comments A program at ths $600 million lsvsl would ba 
lass than ths sstimatad $700 million in paymsnts of principal 
dua in FY 1990, and would tsst ths prsfsrrsd crsditor status 
of ths CCC program. A program at ths $1 billion lsvsl as 
propossd by USDA would incrsass ths chancss that ths Iraqis 
will rsmain currant on CCC obligations. 

( Agr as Oisagrss Othsr 


(Jb) Rsgarding ths proposal Cor an additional $30 million 
in GSM-102 crsdit guarantsss Cor Iraq in FY 1969, 
that Cfc. not objsct to this amount. 

C *~ecu w 

Comment s Staff recommend not opposing this proposal 
bscauss, whils ws would prsCsr not to incrsass ths siss of 
Iraq's alrsady substantial GSM- 102 guarantss program Cor this 
fiscal ysar, ws do not wish to block a relatively small 
volume oC guarantsss needed by US exporters Cor sales in 
process and already arranged. 

Agree Disagree Othsr 


C& 
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Board of Governors 
of the 

Federal Reserve Systea 

0FF1CI COK1E8POIDKICK 27. 1989 

Subject: Proposed Agricultural Credit 


gysianttt to Im 


S^IHIXX 

In aid* August, Che U.S. Departaent of Agriculture's (USDA) 
Coanodlty Credit Corporation (CCC) requested that the NAC consider a 
proposal for a $1 billion export credit guarantee prograa for Iraq in 
FY 1990. At that Clae, Federal Reserve contacted USDA and expressed 
concern over the not -yet public controversy involving Banc a Nazlonale del 
Lavoro's (BNL) Atlanta branch and its unauthorized letters of credit to 
Iraq, soae of which were guaranteed by CCC. USDA agreed to postpone the 
itea, and it was withdrawn froa the NAC agenda. Subsequently, at the 
September 12 NAC aeeting, USDA proposed a $30 Billion suppleaent to 
Iraq's FY 1989 prograa« raising the current prograa over the $1.1 billion 
celling agreed to last year. AC the aeeting, the Federal Resenre stated 
concerns on the BI{L situation and the unknown lapact on CCC' s financial 
position, and on Iraq's general creditworthiness. NAC agencies decided 
to reserve their agencies' positions and not vote at the tine. The CCC 
representative did not press for a vote at that aeeting, and 
consideration was effectively postponed. Ve learned today that the CCC 
intends to put the FY 1990 progrsa for $1 billion on the October 3 NAC 
agenda. (The $30 alllion suppleaent under FY 1989 Is no longer being 
considered, given the end of the fiscal year on September 30.) 

Btckgountf gn <ht CCC muam In 

The CCC is authorized to develop and adainlster prograas to 
expand U.S. agricultural export markets . In recent year a, CCC has 
carried out its activities largely with two export credit guarantee 
prograas, GSM-102 and CSM-103. GSM- 102 provides guarantees on private 
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ihort-tan financing for up to chroo yurt, while GSM-103 court 

* 

in tor— dlste crodlt tor— of bo t— on throo and tan joars. In FT 1W9, 
tha calling on GSM- 102 progran announca— ota f wa a $5 billion, while the 
GSM- 103 progr— target was $500 Billion. Roughly 20 percent of the 
FY 19S9 GSM-102 progr— was allocated to Iraq. 

For FY 1990, USOA hae proposed a $1 billion GSM- 102 progr— 
for Iraq. On September 27, — learned that this progr— will be 
considered by the MAC on October 3. 

For FY 1989, USOA proposed a $1.1 billion progr— for Iraq 
that the Treasury and Federal Reserve were not inclined to support. At 
that ti— , Treasury and Federal Reserve —re concerned with Iraq's 
creditworthiness , and recon— nded — initial progr— of $800 Billion, 
which could be supplemented if ne e ded. Treasury and Federal Reserve —re 
overruled by other voting members of the MAC, and Che progran of $1.1 
billion was approved: (Treasury and Federal Reserve —re acting* on the 

precedent established in FY 1988 when — Initial $800 Billion progr— was 
supple— nted twice so that the cumulative progr— amounted to $1,025 
billion.) According to USOA, $943.5 million of sales had be en registered 
under the FY 1989 progr— — of August 18, 1989. 

iMfitnr fionfrrj frtnrun flu rirttril iggtm sod IBh 

Early in tha -o k of September 18, Hr. Eunfeal of USOA 
expressed — interest in meeting with Federal Reserve staff In order to 
ascertain when the Federal laser— would be prepared to consider the CGC 
progr— for Iraq in the MAC. After consulting with Mr. Tuem (who 
consulted with Mr. Mattingly), Mr. Connors proposed to Hr. Eunkel chat he 
speak with USOA agents working — the BNL case in Atlanta. If, after 
speaking with the agents, the USOA still wanted to bring the Iraq FY 1990 
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pro|T« forward to the MC, tho Fodorml laser— would not objoct to 
cons Ido rat ion . Howev e r, It was —do claar that a co— it— nt to conaldar 
tho case was not a co— It— nt to support the/prograa. 

Ovor tho 1— t couplo of days, Mr. Kunkol ha a boon trying to 
aot up a —otlng with Fodoral loser— ataff on tho Iraq caao; a — otlng 
has boon aot for Sept— bar 29. Kunkal said that USDA ha a apokon with Its 
agonta. Ho indie atod today that tho FT 1990 prograa would bo on tho MAC 
agonda on October 3. 



Aa long as Fodoral Resort* had reservations about — vlng 
forward with tho proposal. Treasury adopted tho sa— position. USDA 
officials wore —otlng with Treasury ataff today to discuss support for 
tho FY 1990 prograa . Treasury staff is suggesting to Dollars that a 
sari— $600 will ion progr— bo supported in FY 1990, but Dollars' s 
feelings on this cdsp are unknown. 
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StpCt^tr 27, 1989 


R«e«nt DivilopMotf in Iraq 


OYirYlt¥ 

••Debt probltaf and oil revenue constraints continue to plague 
Iraq aa it attempts to racovar fna a devesting eight-year war 
with Iran. 

••Iraq la In tha early stages of trying to rabulld aftor nueh of 
Ita Inf raa true tura waa daatroyad during tha Gulf war. 

• •Tha Iraqi government doaa not ralaaaa crucial statistics, 
an accurate assessment of economic performance 
difficult. 

--Iraq haa boon servicing lta bank debt, promising to repay 
In full 1993, but haa bean rescheduling selectively with 
official creditors. 

--Iraq la currant on Its payments to tha lain and tha CCC. 

Pfht iUMM 

Mon-Arab foreign debts cl Inbed during tha Iran- Iraq war and are 
estimated to be aa high as $35 billion. Debts to Arab countries, mainly 
Saudi Arabia and Kuwait for war financing, are thou^it to be between $30 
to $50 billion. Arab debt la expected to be written off, however. BIS 
data Indicate that exposure of all BIS banka In December 1988 reached 
$8.14 billion; (the BML credits are presumably not captured In these 
data). U.S. bank claims were $265 million aa of March 1989. 

Iraq haa adopted a policy of rescheduling official debt on a 
bilateral basis, negotiating Individually with each country. So far, 
several agreements have been reached. France recently agreed to 
reschedule $1 billion of the $1.3 billion total debt from 198$ and 1989 
maturltes. Germany will reschedule all of the $120 million debt 
maturities falling due In 1989, and wants to reduce Its net exposure from 



175 


- 2 - 

the current $600 million to $400 million by end 1993. Japen, whose 
exposure totals $5 billion, agreed to reschedule payments due in 1988 and 
1989, to 1990 and 1991. 

The United Kingdom suspended cover for British exports In 
January 1989 after continuing payment arrears. Prior to the 
suspension, the United Kingdom had been the most willing among European 
creditors to extend new credits. Total Iraqi debt to the United Kingdom 
stands at $1.3 billion, including $612 million in credit agreed to in 
Movember 1988. 

The Mother lands reached a r sc he duling agreement with Iraq In 
1987 covering $100 million. Iraq failed to make the first of five $20 
million payments due in July of 1989. Other countries that have 
concluded rescheduling agreements with Iraq Include Autrla, Switzerland, 
Turkey, and Spain. 

TT 1 fflMMITllI B1¥l UjmOBlMl deletions with Iran 

The IrlmBanir reopened short-term FCIA coverage to Iraq in July 
1987 after going off-cover in March 1986 due to Iraqi debt -servicing 
arrears. Kxim will cover to a $200 million revolving celling. Iraq has 
asked frequently for substantial medium-term cover from Exim, but the 
Board suspended discussions due to two delinquent payments and U.S. 
government concerns over Iraq’s use of chemical weapons. Iraq remains 
current on its payments to Exim in hopes of receiving medium-term cover. 

Iraq’s GCC credits are discussed In separate notes by Virgil 
Mattingly and Valerie Chang. Iraq la current in its payments to the CCC. 

U.S. trade with Iraq is limited due to Iraqi adherence to the 
boycott of Israel. All business done under U.S. government credit 
facilities is exempted, h ow e ver. The government also tends to apply 
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boycott restriction* selectively, end removes then from tenders end 
letters of credit when U.S. suppliers ere needed. 

Trede and Oil 

With cl eleed proved reserves of 100 billion berrels, only Ssudl 
Arable boosts higher petroleun reserves. Petroleum exports account for 
over 90 percent of export earnings. Petroleum export earnings are likely 
to be about $14 to $13 billion this year, up from $12 billion last year. 
Oil production has averaged 2.73 ebd in 1989, keeping within Iraq's OPEC 
quota of 2.78 nbd. With production capacity of 4.3 abd, far exceeding 
its OPEC quota, Iraq oust try to balance its need for export earnings end 
its faithfulness to OFKC. Iraq has been expanding export capacity, uhlch 
nay reach 6 nbd next year. Inports are expected to exceed $16 billion In 
1989, inplylng a slight trade deficit. 

Bconcalfi PqUcIii 

Iraq Intervenes heavily in the econony. Most exports and 
inports are controlled by the state. Ireq eabarked on a progren of 
economic liberalisation in 1987. Although United, plans to privatise 
trade in consuner goods, agriculture, and tourism are under way. The 
government also recently ap proved the first foreign investment lav, 
restricted, however, to Arab foreign investment. The Central Bank on 
Septaaber 11 raised Interest rates on savings one percent to 7 percent, 
the first in nore than eight years, to encourage savings. Banks 

will raise interest on loans also by one point to 11 percent. 
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MEMORANDUM FOR THE FILES 
FROM: 

SUBJECT i Legal Aspects of Voting for Iraq FY 1990 
CCC Credit Guarantee Program 


29 I 


In a discussion Sept._12, 1989, tha.fvd 
Pad i csfi^c.ol told ^ that it is 

• inconceivable* tharf CCC woulrf go ahead ’with c rad it guarantee 
(GSM-102) programming for Iraq in light of ths BNL affair. On 
ano.ther occasion (Sept. 22) ha told 7 and f 

X that thara was suspicion that prices on soma 

agricultural commodity export transactions financed by BNL ware 
artificially high and that at least one firm under 
investigation (presumably an exporter) was going to take 
advantage of CCC guarantees available in FY 1990. 

staff tell us that their Inspector General *s office 
and auditors working on the BNL case have found no evidence 
that CCC credit guarantee program regulations Jjave been 
violated. They profess ignorance of fedf* suspicions 
pertaining to the CCC's programs and argue that broader legal 
concerns — beyond the purview of CCC regulations — should not 
affect program establishment and implementation. They stated 
that CCC will not honor claims based on fraud , 
misrepresentation or non-conformance with regulations. They 
are, however, prepared to tranche the FY 1990 program for Iraq, 
given the uncertainties and other agencies' concerns. 

The has (Bade clear A both by statements 

to jis. I and in staff discussions, that the 

Pgi £ concert! in this mat tel: is to make sure that USDA 0s fully 
informed about the Investigations in making their decision on 
whether or nojt to go ahead with a credit guarantee program for 
Irag in FY 1990. In view of this, indicated,' 
i Investigators and the US Attorney's office are funneling 
all information they receive to 0 investigators in Atlanta. 



178 


BOARO or 0OVCRMORS 

•r vm« 

rCDCRAL RCSCltVC SYSTEM 

Office Correspondence p*» ?•»*—«>** 29, »«» 

In — Snbjaet: CCC Cr«dl f at BML 



Today I was called by the Aaaiatant U.S. Attorney in 
Atlanta, Gail McKenzie, regarding the propoaed new CCC 
guarantee program involving Iraq. Ma. McKenzie was concerned 
that the CCC should carefully scrutinize any individual 
contracts granted under their guarantee program. She indicated 
that there was evidence that certain of the contracts financed 
by the agency in Atlanta and guaranteed by the CCC were for 
products the price of which had been doubled and sometimes 
tripled and that the costs of the goods was so great as to put 
CCC on notice of potential problems; in certain cases the 
contracts were for volumes of seed that were far in excess for 
the needs of the entire country; and that the price of soaw of 
the seeds in some cases was so low that the CCC should have 
been on notice that the seeds were not domestic. She also 
indicated that she believed that kickbacks to various, 1 
believe she said, Iraqi individuals were included in certain 
contracts guaranteed by CCC. She also indicated her belief 
that the Iraqi knew or should have known of the irregularities. 

In sum, she stressed that she was concerned that there 
should be careful review by the CCC of individual contracts 
guaranteed under the CCC program to avoid the apparent ’ 
irregularities associated with the BML financed contracts. 

Ms. McKenzie conveyed this same information to 
Ms. Marion Minch, counsel at Treasury. As you know, the 
Departamnt of Agriculture Inspector General's office is 
actively investigating the BML Agency's activity. 



AWIVEMSARr 
rLDCRAL RXSCRVt SYSTEM 
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OCMKTMOtT Of TMK TRCASURV 

VASHKMTON 


Ml AMIBTABT StCXTARI DALLAS* 

W 


Utilise B. 

Deputy AuUtMt Stenury 
Trade and I nm t—nt Volley 


ACTIOS 


OOBJBCT* P r o posed CCC Vrogran for Iraq In PT 1990 


The MC staff aantlng Tuesday, October 3, is currently 
sch eduled to c o ns ider a OSOA proposal for a $1 billion 
Cb m B i tty Credit Corporation (CCC) Ob- 102 export credit 
suarantee progran for Iraq in PY 1990. In fact, OSOA has 
indicated that although they will ash for approval of the 
full $1 billion prog ran, if a c a s e is nsde that the progran 
should be scaled beck be c au s e of invest igat lone Into 
unauthorised lending to Iraq by the Atlanta branch of the 
Bancs Baslonsle del Lavoro (ML), then they are prepared to 
eoeept a oonp c onloo of only $409 nil lion now and an 
additional 9400 nil lion later in the fiscal year, if/when 
develops! nts in the invest igat lone allow. (This would allow 
a total PY 1990 progran of $000 billion.) 

The $1 billion PT 1990 proposal was originally scheduled 
for consideration at the MC staff nesting on August 19, but 
action was delayed at the request of the PtB in light of the 
BBL affair. A OSOA p r oposal for an additional $10 billion in 
PY 1909 gua r antees wee d r oppe d when all agen c ies r ese r ved in 
light of the BbL affair. An Iraqi buying tOM is scheduled 
to com to bnehington October 9-4. 


The Atlanta branch of Banes Baslonsle 

del Lavoro (M L) rep o rt edly extended to Iraq $1.7 billion in 
credit nob authorised by its head off ise for purchase of 
agricultural oonnodltiee and industrial goods fron the OB and 
Bucope, and kept this lending and associated financing off 
its books. Iraq at om point threatened to stop baking 
Interest pa y Ms ta if BbL did not honor its ppm Uniats to 
provide an additional $920 billion in finsMinp. OSOA's CCC 
has guan 
ding. 


by Iraq 


$700 billion of thio 


bhile the full nature of the transact I om is unt 
0.0. Attorney's office in Atlanta U invest igatis 
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allegations of fraud and kickbacks (at least in part on 
CCC-related credits), and financing of illicit military 
exports. CCC procedures, e.g. in assuring that the goods 
shipped are in fact US agricultural commodities and that 
prices are not inflated, appear to be inadequate. In 
addition, Iraqi officials may be implicated. The U.S. 
Attorney's office hopes to finish its investigation by the 
end of the year. At present, the implications of the SNL 
affair for CCC programming in Iraq are not clear. 


USDA's Credit Guarantee Programs in Iraq . USDA has seen 
Iraq as a major market for agricultural exports, and has run 
the program at the $1 billion level or above in both FT 1988 
and 1989. This makes the Iraq program the second largest 
credit guarantee program worldwide, after Mexico. CCC's 
current exposure (contingent liability) for Iraq under the 
credit guarantee programs is 81.7 billion, roughly one 
quarter (24%) of CCC's total worldwide exposure under these 
programs. 

Last year USDA proposed and went ahead with a 
$1.1 billion credit guarantee program for FT 1989 which 
Treasury opposed on creditworthiness grounds. Me supported a 
maximum program sise of $800 million, as did the Fed. We 
believe a $800 million program is sufficient to cover exports 
of American grain and wood products — the most politically 
sensitive commodities — at the levels of the last few years. 

For FT 1990, USDA's proposal on the table (from August 
15) is to provide Iraq with $1 billion in GSM-102 credit 
guarantees. Faced with MAC agency concerns about the SML 
affair, USDA proposed to the Iraqis on September 25 a 
trenched credit guarantee program in FT 1990, with an initial 
$400 million In credit guarantees available and an additional 
$400 million later in the fiscal year# if/when developments 
in the SML investigation allow, as Indicated above, USDA is 
prepared to accept this compromise in the October 3 meeting. 

In the course of the Iraqi Finance Minister's courtesy 
call to Deputy Secretary Sobson on September 28# the Iraqi 
Ambassador to the U.S. raised the BML/CCC issue, indicating 
that Iraq was blameless and that they would be happy to help 
in any way to facilitate establishment of the program. 

Nr. Sobson responded that the matter is under consideration 
and that a decision would be made soon. In addition* the 
Iraqi Minister of Trade has reportedly called in the U.S. 
Ambassador to express his concern about the situation. 
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Creditworthiness I»u>i « Iraq has embarked on a program 
of war damage reconstruction and new develoment while 
maintaining its military apanding. Iraq's PT 1919 currant 
account deficit is 92.1 billion. Iraq's ability to run 
daflcits of this magnitude is being constrained by declines 
in foreign aid from such countries as Saudi Arabia and 
Kuwait. The current account deficit is expected to be 
90.9 billion in PY 1990. Iraq finances these deficits by 
building up arrears and rescheduling its debt to non-Arab 
countries. 

With the exception of the UK, all other major export 
credit agencies are off cower for Iraq, and Bxlmbank is open 
only for short-term guarantees (with a 9200 million celling). 
CCC has remained open because Iraq has remained current with 
its payments, as it is considered a "preferred creditor" by 
Iraq. 


Should Iraq fall into arrears, CCC would not haws the 
option of rescheduling these credits to swold losses. Iraq 
refuses to accept an IMP program and consequently could not 
use the Paris Club, the only forum in which the us government 
will reschedule public sector credits. (CCC losses undsr the 
credit guarantee programs are not in the ISO account.) 

Iraq has pursued a policy of repaying only those 
creditors whose new credits are larger than the amounts due 
under old credits. 

Other Agency Positions 

Agriculture is uncomfortable with its exposure in Iraq, 
and wants to decrease the program else slowly, so as not to 
endanger 08 market share, state is concerned about "glwing 
the wrong sljhfcl^ to Iraq, but may support a 9400 million 
program ipxu long as substantial additional amounts are 
expected’ 60 * 1*0 apetlable. In the long term state may not 
oppose a. gradual ratcheting down of program else. State’s 
position on going forward despite the ML affair is not 
clear, although it appears that State is concerned about 
possible lawol warns at of Iraqi officials in ths kickback 
schemes now under i awes tlgat ion. Sx inbank remains cautious 
concerning the BBL affair. Bxlmbank is not inclined to 
oppoaa the proposed 91 billion PT 1998 program, but would be 
amenable to the tranche approach and program sine herein 
p roposed by Agriculture. 

The PM has concerns about going forward with any 
additional guarantees for Iraq, based on 1 owes tlgat ions by 
ths PM and by the M Attorney’s office into the an affair 
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and on concerns about Iraq'* creditworthiness. Tha F*B 
raadv to ask USDA to provids assurances that it has taksn ths 
ML affair into account and still believes that ths program 
should go forward. Ths FSB is also considering follow-on 
questions to USDA, seeking mm indication that sore 
stringent controls will be instituted to prevent future 
■ieuse of CCC guarantees. 

rT T , 4 -^^ 

absent ‘oSDA assurances acceptable to both Treasury 
and the FR* that future CM programing will not be 
susceptible to the apparent deficiencies in CCC procedure* 
ravelled by the ML affair, i.e. that procedural deficiencies 
are being addressed, that Treasury oppose any new programing 
at this tine. Notes Treasury's role is advisory and we 
noma 1 focus on issues of country creditworthiness. 




rosmnts Ne do not anticipate receiving satisfactory 
assurances Troa USDA in the near future. Should CCC not 
establish an Ft 1S$0 prog ran of any site# the Iraqis will 
orotest strongly and could well halt service on CCC 
obligation.. "in addition, 0.$. .sportor. .ith contract, tor 
October deliveries will not be able to obtain expected 
guarantees. 


Disagree 


Other 


; ir 1 

y 


.If*- 


»*■ 


Agra* 

08DA dmonatrat. that future programing ia 
not .i^pnBlHs^KBnSTBKSght to light by th. HI 
.{( A « r that Treasury oppose USOA's $1 billion proposal, but 
Su^ort an initial prograTsise of $400 nillion Ft 1000, and 
indieate^Mr anticipation that a supplemntal $400 lllion 
would be approved later in the year, barring unforeseen 
tnts. 


i & proarm at th. $400 billion lml 

jj gg by an additional $400 billion later in th. 

?SSiT%r, mil. .till yielding a total prograb l.aa than 
thTxraois desire, is eore likely to be a progrm that the 
Maim Mn live with and would increase the chances that the 
Iraqis will regain current on CCC obligations. 

Disagree 


Agree 


Other 
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rrepoMd CCC Fro?raa (or Iraq In FT 1990 and 
Additional Guarantaaa in Ft 1989 


Proposed 


Drafttd bv i 


M*yiy/iTr & 


Cl«T+d by » JNlMnsoa/ION 
HMu«nch/GX 
JPall/IOH 
WU»c C«My/ITP 
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DEPARTMENT OF THE TREASURY 

WASHIMOTON 


ACTION 

MEMORANDUM FOR ASSISTANT SECRETARY DALLARA 

FROM: William E. Bar rad a 

Deputy Assistant Secretary 
Trade and Investment Policy 

SUBJECT: Proposed CCC Program for Iraq in FY 1990 

(and Proposed Additional Guarantees in FY 1989) 

USDA has proposed a $1 billion CCC export credit guarantee 
(GSM-102) program for Iraq in FY 1990. This proposal was 
originally scheduled for consideration at the NAC staff meeting 
August 15, but was delayed at the request of the FRB in light of 
investigations into the Banca Nazionale del Lavoro ( BNL) affair. 
This proposal is currently scheduled for consideration at the NA 
staff meeting on Tuesday, September 26, 1989. The Iraqi buying 
team is scheduled to come to Washington October 3-4 i this visit 
may be rescheduled for October 5-6. 

As you recall, on September 12 Treasury reserved on a USDA 
proposal for an additional 830 million in credit guarantees for 
Iraq in FY 1989, following the FRB's lead and pending assurances 
that the BNL affair would have no implications for CCC programmi 
in Iraq. We have received no such assurances. If pushed for a 
vote, FRB staff expect to recommend that the FRB abstain or oppo 
the $1 billion proposal, based on investigations by the FRB and 
the US Attorney's office in to the BNL affair and on concerns 
about Iraq's creditworthiness. If/when the FRB is prepared to g 
forward with a program in Iraq, the Bank is likely to follow 
Treasury's lead in the program % size it supports. 

USDA has seen Iraq as a major market for agricultural 
exports, and has run the program at the $1 billion level in botli 
FY 1988 and 1989. This makes the Iraq program the second largei 
credit guarantee program worldwide, after Mexico. CCC's current 
exposure (contingent liability) for Iraq under the credit 
guarantee programs is 81.7 billion, roughly one quarter (24%) of 
CCC's total worldwide exposure under these programs. 

Last year USDA proposed and went ahead with a 81.1 billion 
credit guarantee program which Treasury opposed on credit- 
worthiness grounds. We supported a maximum program size of 
8600 million, as did the Fed. We believe a 8600 million prograi 
is sufficient to cover exports of American grain and wood produ< 
— the most politically sensitive commodities — at the levels < 
the last few years. 

Iraq continues to run very large current account deficits i 
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it rebuilds and nuu dtipitt th« and of the war with Iran, it 
haa financad thaaa daficita by building up arraars and doing 
bilataral raachadulinga on its estimated $38 billion dollars in 
dabt to non-Arab countriss. 

With tha exception of tha UK# all othar major export c rad it 
agancias ara off covar for Iraq, and Eximbank is opan only for 
short-term guarantaas (with a $200 million calling). CCC has 
rsmainad opan bacausa Iraq has ramainad currant with its paymants# 
as it is considarad a "preferred creditor" by Iraq. 

Should Iraq fall into arraars# CCC would not hava tha option 
of raschaduling thasa cradits to avoid lossas. Iraq rafusas to 
accapt an IHP program and consaquantly could not usa tha Paris 
Club, tha only forum in which tha US govammant will raschadula 
public sactor cradits. (CCC lossas undar tha cradit guarantaa 
programs ara not in tha ISO account.) 

Iraq has pursuad a policy of repaying only those creditors^ 
whose new cradits ara larger than tha amounts due undar old 
credits. A cradit guarantaa program for Iraq in PY 1990 at tha 
$1 billion level proposed by USDA would not bring Iraqi payment of 
CCC obligations into question on thasa grounds. A program at tha 
$600 million level# as wa ara recommending in one option# would be 
lass than tha estimated $700 million in paymants of principal due 
in PY 1990# and would test the prafarrad craditor status of tha 
CCC program. Similarly# looking at tha longer term, if tha cradit 
guarantaa program is maintained at tha $1 billion dollar level on 
three year terms# it is unlikely that Iraq would stop paying its 
CCC debts bacausa of program site. 

Agriculture is uncomfortable with its exposure in Iraq# and 
wants to decrease tha program site slowly# so as not to endanger 
US market share. State is concerned about a giving tha wrong 
signal" to Iraq, but may not oppose a gradual ratcheting down of 
program else. Tha Pad would support a smaller program in PY 1990. 
Bximbank is not Inclined to oppose tha proposed PY 1990 program, 
but might qppport a smaller program if given good reason. 

Agricultmre may be prepared to lobby us by phone if we 
support a program maximum lass than that proposed. 

^commendation « That if tha PUB reserves# abstains or opposes tha 
$1 billion program proposed for Iraq in PY 1990 on tha basis on 
BML investigations# Treasury follow suit. Purther# that if tha 
PRB is prepared to go forward with a program of any size for Iraq 
in PY 1990, Treasury support a maximum program sisa for Iraq in PY 
1990 of $600 million bacausa of tha poor cradit performance of 
Iraq and tha outlook for little improvement over tha next several 
years. 
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Agr«« Disagree Other 

USDA may also propose for cons ids rat ion on September 24 
$30 million in additional PY 1989 GSM-102 guarantees to cover 
exports already in the pipeline. These guarantees would not 
substantially increase Iraq's PY 1989 credit guarantee program. 

Recommendation i Similarly, that Treasury follow the PRB if the 
fftS abstains, reserves or opposes the proposal on the basis of BML 
investigations. Purther, that if the PRB is prepared to move 
forward on this proposal. Treasury not oppose the proposed 830 
million in additional guarantees for PY 1989 since the amount, in 
this context, is immaterial. 

Agree Disagree Other 
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to i trz vies president 
tax secretary or state 

THX SECRETARY Or TH1 TREASURY 
THX SICW TAW Or DEFENSE 
THX ATTORNEY GENERAL 
THE SECRETARY CT ENERGY 

THE DIRECTOR CT THE OFFICE OT MANAGEMENT AND 
BUDGET 

THE ASSISTANT TO THE PRESIDENT FOR NATIONAL 
SECURITY AFFAIRS 

THE DIRECTOR OF CENTRAL INTELLIGENCE 
THE CHAIRMAN OF THE JOINT CHIEFS OF STAFF 
THE DIRECTOR, UNITEC STATES ARMS CONTROL AND 
DISARMAMENT AGENCY 

THE DIRECTOR, UNITED STATES INFORMATION AGENCY 


unclassified 
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Normal relations between the United States and Iraq would serve 
cur longer-term ir.tirescs ar.d promote stability in both the Gulf 
and the Middle last. The United States Government should process 


eccr.cmic arc cciltical incentives 


Iraq tc moderate its 


behavior and tc increase cur influence with Iraq. At the same 
time, the Iraqi leadership oust understand that any illegal use 
c i chemical anc/cr biological weapons will lead tc economic and 
political sanctions, for which we would seex the broadest 


Ary breacr. fey rrac 
result in a 


possible support from cur allies anc friends, 
of IA£A safeguards in its nuclear program will 

similar response. Human ricr.ts considerations should continue to 
be an important element in cur policy toward Iraq. In addition, 
Iraq should be urged to ceass its meddling in external affairs, 
such as in Lebanon, and be encouraged to clay a constructive role 
in negotiating a settlement with Iran and cooperating in the 
Middle Sast peaci process. 

We should pursue, and see* to facilitata, opportunities for G.S. 


firms to part ioipat t in the reconstruction c 


Iraqi economy. 


particularly in the energy area, where they do net conflict wish 


Also 


as 


cur r.cn-prr iifrfat icr. and ether significant objectives, 
a means cf developing access to ar.d influence with the Iraqi 
defense establ ishmer.t, the United States should consider sales of 
non- lethal forms cf military asjistance, e.g. # training courses 
ar.d medical exchanges, or. a case by case basis. 


JNCLASSiPicD 
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Department 

of the Treasury 

Office of the 
Assistant Secretary for 
date- iQ-2-89 International Affairs 

Office of 
Trade Finance 


Ted Truman talked to John Niehues, 
in CHD's absence, about the CCC's 
Iraq program in light of the BNL affair. 
Truman says there is good reason to 
believe there are serious irregularities 
in CCC procedures. He feels the credit 
guarantee program for Iraq should not 
go forward at this time. 



Director 

W. L. McCamey 


room 4126 
phone 566-5757 
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NATIONAL ADVISORY COUNCIL 
STAFF COMMITTEE 


MINUTES 

89-40 

October 3, 1989 



Department of State 



Agency for International Development 



Federal Reserve Board 


Export-Import Bank 



of Agriculture 


U.S. Trade Representative 


, Department of Commerce 


K OH NATIONAL ADVISORY 
COUNCIL USE ONLY 


MAC MEETING HO-40 
October 3 , naa 
p.iqc i 


2. AGRICULTURAL EXPORT CREDIT SALES 

(a) Iraq - $1.400 million -_GSM-102 (FY 1990 program 
fNAC DOC. 89-741 

Tha Agriculture representative said that USDA had dropped 
its request (NAC Doc. 89-113) for $30 million in additional 
guarantee authority for Iraq for FY 1989 , action on which had 
been deferred in response to the NAC agencies' concerns regarding 
the Banca Nazionale Del Lavoro (8NL) banking scandal (see minutes 
of NAC meeting 89-37, September 12, 1989). 

He indicated, however, that his agency was requesting action 
on the current proposal, first advanced in a letter to the NAC 
from USDA dated August 10, 1989 (NAC Doc. 89-74), for one 
billion dollars in GSM-102 guarantees for Iraq in FY 1990. He 
contended that action was now needed because: 1) a number of 

U.S. exporters had valid contracts and were waiting to register 
with the CCC; 2) a high-level Iraqi delegation would be coming to 
Washington in the following week to discuss agricultural 
purchases for the coming year: and 3) the CCC auditor in Atlanta 
had not found any evidence of wrongdoing by the Iraqis in the BNL 

scandal. The Agriculture representative summed up by stating 

that his agency felt that one billion dollars was an appropriate 
level of guarantee authority for Iraq; Iraq had thus far shown j 
itself to be a good risk; and lack of timely, positive action on j 
this program would induce the Iraqis to make their agricultural j 
purchases -elsewhere. 

The Federal Reserve representative said that, in addition to 
concerns regarding the BNL scandal, the Fed had reservations with 
regard to Iraq's overall creditworthiness. In this connection, 
he noted that ^r.ig Hah r^rmf jnuod undertaking selecti ve. 
unilateral reschedulings wit h i r< * Moreover, 

Respite increases in oil revenues since the end of the l ran- Iraq 
wa r , Iraq's foreign exchange earnings were still ir.suf r’ iolunt for 
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HAC MEETING 89-40 
October 3. 1988 
Page 2 


it to service Its ext erna' p rompt l y and fully. \ He also 

rTTied the issueof whether the CCCTifibuld commit sGch a large 
proportion of its guarantee authority to one buyer. He contended 
that these questions, together with the still-unfolding BNL 
scandal, suggested that USDA should adopt a "wait and see" 
attitude before going ahead with a program of the magnitude 
proposed. 

Regarding the BNL affair, the Federal Reserve representative 
mentioned several allegations which had emerged from 
investigations into it to the effect that: 1) certain contracts! 

issued on BNL letters of credit with ccc guarantees contained / 
prices that were two to three times greater than market prices:-/ 
2) some contracts were for volumes of seed greater than the 
country as a whole could utilize; 3) in some cases, prices were 
so low as to indicate the grain involved was not of U.S. origin; 
and 4) Iraqi-BNL kickbacks might have occurred. He concluded by 
stating that, given these allegations* the Federal Reserve could 
neither endorse nor approve a CCC guarantee program for Iraq. 

The Treasury representative stated that she, too, was aware 
of some of these allegations and asked what safeguards USDA would 
take to ensure that 1) items shipped under CCC guarantees were of 
U.S. origin and 2) sales were not made at inflated prices. She 
then questioned whether USOA had adequate knowledge of the 
progress of the Federal Reserve and Justice Department BNL 
investigations and whether USDA was taking any other steps to 
safeguard the integrity of the CCC guarantee program in light of 
the BNL revelations. Finally, she asked if CCC was concerned 
that parties under suspicion in the BNL investigations would 
benefit from any further CCC guarantees. 

The Agriculture representative stated that some of the 
questions raised were peripheral to the general NAC review and 
the topic of Iraq's creditworthiness in particular. He noted 
that the CCC only guaranteed payments by foreign banks, and was 
not involved in individual contract negotiations. Thus, the two 
principal issues, as he saw then, involved overpricing and U.S. 
content. On the first, he said that his agency assumed that a 
buyer got the best price it could; Iraq paid higher than market 
prices as a result of its restricted access to credit, generally 
tight markets, and the high quality of U.S. products. 

Regarding the second question, he stated that the CCC 
required that all commodities covered under its guarantee 
programs be 100 percent IJ.S. -or igin. He said that several 
product lines that night hav*' included goods with foreign oontont 
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had bean declared Ineligible for coverage under the guarantee 
programs -- even though this action penalized U.S. exporters. He 
agreed that there had been occasional problems regarding U.S. 
content in the Iraqi guarantee program, but noted that USDA had 
added to the CCC's compliance and oversight staff in this area. 
Finally, he said that, for technical reasons, there was a "gray 
area" with regard to U.S. content and gave the example of seed 
exports to illustrate this. 

The State representative said that he had reserved his 
position on the earlier Iraq proposal out of deference to the 
concerns of the Federal Reserve and Treasury. However, he said 
that Iraq had great strategic importance to the U.S. — as the 
size of the proposed FY 1990 program would indicate. He added 
that, while he understood the concerns about Iraq's medium-term 
creditworthiness, he did not see any financial difficulties 
looming where CCC guarantees would be called, and therefore 
recommended going ahead with a CCC program for Iraq at this time. 

The Federal Reserve representative stated that BNL, by not 
honoring fraudulently issued letters of credit, could cause ^ 

financing problems for Iraq, putting at risk Iraq's debt to the 
CCC. 


The Agriculture representative said that the CCC felt that 
Iraq would repay its outstanding loans with BNL as scheduled. 

The 

risk, he said, was that BNL would not pay the U.S. exporters, in 
which case Iraq would have done nothing wrong. The Federal 
Reserve representative responded that, because money is fungible, 
if Iraq lost its BNL lines of credit, it would automatically 
become less creditworthy. 

In response to a question from the Treasury representative, 
the Agriculture representative said that the Iraqis had said that 
BNL would not be involved in a FY 1990 CCC program. 

The Treasury desk officer for Iraq, noting that the CCC and ^ 
the U.S. and If.K. export financing agencies were the only 
official credit institutions open in Iraq, said that Iraq's 
4jiternat ional creditworthiness was very low. (The Eximbank 
representative interjected that, despite short-term repayment 
problems, Eximbank considered Iraq creditworthy.) The Treasury 
desk officer stated that although Iraq's oil earnings had risen 
from $12 billion in 1988 to a projected $14 billion in 1989, its 
military expenditures had also increased. He added that Iraqi 
demands that BNL honor its fraudulently issued letters of credit 
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were evidence of how desperate Iraq was for foreign exchange or 
credit. He continued by saying that it was well known in th e""" N 
LXl£ex£ L a t i ona I financial community tnar paid those" ( 

creditors from which it received new cred i ts andT~vTeW6d in this 
manner, the CCC could be con tributing to a w Ponz i-type" scheme. 
FTnalTyT Tie said that Irak's refusal to accept an IMF program o r} 
to~" reschedule Tts debts within the f ramework of the Paris Club 
ipeant that if Iraq did default on its CC C guarantees the cc c~ 
could not reschedule them because the U.S. Government did not 
engage - in reschedulings outside of a "multilateral frameworTcT" 


The Treasury representative, noting that Iraq had $700 
million in principal and $60-70 million in interest due on CCC- 
guaranteed loans in FY 1990, asked the State representative for 
his assessment of the political risk of Iraq's non-payment. The 
State representative responded that his agency would not be 
arguing for a large program for Iraq if it felt that there was a 
substantial political risk of Iraqi non-payment. He added that 
it was unrealistic to wait for an extended period, until the 
legal case involving BNL had been settled, before approving any 
new credits for Iraq, and that a program should be approved in 
the near future to take care of both domestic exporters and 
Iraq's import needs. 


The Fed 


& 


be 

o 


Federal Reserve representative stated that it would 
^approve new loans in order to pr otect the repa yment 
old loans^ He Urged that agencies have^their legal counsels 
contact the U.S. Attorney's office in Atlanta to get the current 
status of the investigation prior to making any decision. 


The Treasury attorney stated that she had spoken at length 
with the Assistant United States Attorney (AUSA) in Atlanta who 
is in charge of the BNL investigation. From the AUSA, the 
Treasury attorney understood that indictments relating to the BNL 
affair would definitely be sought. The AUSA believed that thre — 
Iraqis must have known that the BNL letters of credit were 
improperly issued, as they lacked proper authorizing signatures 
and were at rates close to LIBOR, which would be inconsistent 
with Iraq's general lack of creditworthiness. The AUSA had also 
advised that there was evidence — although it was only 
preliminary at this tine — of Iraqi knowledge of, or complicity 
with, kickback schemes. In response to an Agriculture 
representative's statement that the Iraqis took the best rates 
available, the Federal Reserve representative said they should 
have been more suspicious if the rates were too good. 


The Ex inbank representative stated Chat her agency had done 



$50 ■illion in businass with BNL in tha past, and that, whila 
Eximbank was closaly monitoring tha program, it had not suspandad 
daalings with BNL and would continua to do bus inass with tham. 

Tha Stata raprasantativa, noting that tha sansa of tha 
group was against immadiats approval of tha proposad $1 billion 
program, askad if US DA had an altarnata proposal. Tha 
Agricultura raprasantativa raspondad that ha was willing to ask 
for a first trancha of $400 million for Iraq's FY 1990 GSM-102 
program. 

In rasponsa to a quastion from tha Treasury dask officar 
regarding tha faasibility of tha Iraqis dalaying thair buying 
mission, tha Agricultura raprasantativa said that Iraq had to 
make soma buying dacisions in tha naar futura. Ha notad further 
that there was no certainty as to whan tha BNL situation would 
finally be resolved and that Iraq could go elsewhere to meat its 
food import needs. 

Tha Stata raprasantativa suggested that tha following 
conditions be attached to tha request for $400 million: 1) tha 

$400 million program should not rule out additional programs for 
FY 1990; 2) tha NAC should receive assurances that USDA has 
enhanced its monitoring of tha Iraq program; and 3) USDA should 
inform tha NAC if sufficient evidence of wrongdoing was 
discovered. 

In rasponsa to a quastion from tha Treasury raprasantativa 
regarding program monitoring, tha Agriculture raprasantativa 
again said that USDA had increased its compliance staff and tha 
GAO was also closaly monitoring tha program. 

Tha Commerce raprasantativa said ha was inclined to give the 
benefit of tha doubt to U.S. exporters and was in favor of tha 
proposad $400 million program. However, ha stated concerns with 
regard to Iraq's creditworthiness, its large external debt, and 
the fact that for the past several years 20 percent of USDA GSM-_ 
102 guarantee authority had bean committed to one country. 
Finally, ha requested, so as to avoid any appearances of 
impropriety, assurances from the CCC that BNL would not be 
involved in any new guarantees. 

The Agriculture representative, in response to a question 
from the USTR representative, said that the product coverage 
under the FY 1990 program would be similar to that for FY 1989, 
except for those commodities which had been identified as having 
difficulties meeting the 100 percent U.S. content rule, i.e.. 
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Juice concentrates, sugar, and tobacco. The terms would be 12 
months for plywood, 720 days for leather, and up to three years 
for all other commodities. 

In response to a further question from the USTR 
representative regarding malfeasance on the part of U.S. 
exporters, the Agriculture representative said that if it could 
be proved that U.S. exporters had been engaged in improprieties 
they would be barred from the program and the case forwarded to 
the Commerce Department for prosecution under the Corrupt 
Practices Act. 

The Commerce representative reiterated his view that USDA 
was courting disaster if it did not ban BNL from the FY 1990 
program. The Agriculture representative replied that his agency 
had already asked Iraq for assurances that BNL would not be used 
in conjunction with the FY 1990 program. He pointed out, 
however, that financing agreements are ultimately worked out 
between the foreign and financing banks. 

The Federal Reserve representative suggested that the 
question of a $400 million FY 1990 program be brought to the 
attention of the NAC Alternates so that political-level officials 
could be sensitized to the possible problems associated with it, 
and that agencies should inquire from their Alternates whether 
they would want to call a NAC Alternates meeting to discuss this 
matter further. 

In a roundtable discussion of the proposed $400 million 
GSM- 102 FY 1990 program: 

— The AID representative stated that since AID was not 
involved in Iraq, her agency would associate itself with the 
foreign policy position of the State Department. 

-- The Eximbank representative, noting that Eximbank does have 
a small line of credit open in Iraq, said that her agency 
was not opposed to a CCC line in Iraq, given the proposed 
reduction in its size. 

— The USTR representative said that he, too, would wish to err 
on the side of the U.S. exporters and felt his agency could 
support a smaller program, qiven assurances that BNL would 
not be involved. 
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— The Treasury representative said that she could not support 
any size program in Iraq at the present time unless 
assurances were given that the problems brought to light by 
the BNL affair were being addressed. 

— The Federal Reserve representative said that, although he 
thought any decision on this matter should be cleared at the 
political level, he would not demand an Alternates meeting 
but would abide by a NAC consensus on the need for such a 
meeting. He indicated that he wished to reserve his 
agency's position on the $400 million proposal. 

The Agriculture representative stated he would resubmit a 
letter reflecting the consensus of the meeting and requesting NAC 
advice on a $400 million FY 1990 GSM-102 guarantee program for 
Iraq. The letter would contain a description of the "state-of- 
play" in the BNL situation. He said the $400 million would be a 
discrete amount but withheld the option of proposing additional 
guarantees at a later date. 

Note: After the meeting, USDA submitted a proposal for $400 

million in credit guarantees for Iraq in FY 1990 (NAC Doc. 89- 
131). 


Council approval of the program was obtained (Treasury and 
the Federal Reserve opposed) on the basis of votes cast by Staff 
Committee members on behalf of their principals in a telephone 
poll (NAC Action 89-188, October 3, 1989). None of the 
agencies polled expressed support for a NAC Alternates meeting on 
this issue. 

Subsequently, the Treasury representative requested that the 
following comment be added to the minutes: 'In reviewing USDA's 

revised proposal. Treasury is concerned that waiting for 
"definitive proof may be waiting too long, and suggests that it 
might be appropriate to take steps to maintain the integrity of 
USDA's export credit guarantee programs before "definitive 
proof" has' been obtained.' 
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Mr. Allen Clapp 
National Advisory Council on International 
Monetary and Financial Policies 
Department of the Treasury 
Washington, O.C. 20220 

Dear Mr. Clapp: 


■ < 


OCT 0 4 MW 


if 


On August 10, 1989 I sent a letter to the MAC proposing a $1 billion Export 
Credit Guarantee Program (GSN-102) for Iraq In FT 1990. On September 12,- 
1989, at NAC meeting 89-37, the members reviewed USOA's proposal for $30 • 
million In additional FY 1989 credits for Iraq and recommended that both 
the FY 1989 and FY 1990 proposals be deferred until USOA and the members 
had more Information concerning the situation Involving CCC's guarantee 
programs for Iraq and the KTBnta brunch of tit Bunch’ Rationale del Lute’ro 
(ML). We did not revisit the Issue of additional FY 1989 credits. On 
October 3, 1989 the members reviewed our FY 1990 proposal and reiterated 
their concerns regarding the BNL situation, as well as questioning the 
prudence of an additional $1 billion CCC exposure at this time. 


Pursuant to the advice noted above, USOA has revised Its Initial proposal, 
and we now are considering coverage of $400 million in 6SH-102 guarantees for 
Iraq In FY 1990 for various agricultural commodities. 

As I mentioned at the October 3 meeting, USOA Is In dally contact with our 
own auditors, who are In Atlanta observing the MMmmmiidamtiem, and as 
of this date we do not have cause for not proceeding with some FY 1990 
program for Iraq In order to keep GSM-102 sales and deliveries going In 
October. We appreciate the concerns of the member agencies In this matter, 
and we assure them that we will continue to monitor the MP situation In 
particular and the operations of the Iraq 6SM-102 program In general. 

Should we obtain definitive proof of improper behavior on the part of Iraqi 
officials/ Importers/banks which would negatively affect the Integrity of CCC's 
programs, we would take all appropriate steps to maintain the Integrity of the 
program and to keep NAC members Informed of our discoveries/actions. We 
intend to express the NAC's concerns in the strongest possible terms during 
our October 5-6 credit consultations In Washington with Iraq officials. In 
addition, based o n comm ents we have received from the Iraqis, we do not expect 
at this time that0BkrfM participate in Iraq's FY 1990 program. 

I should note that the above comments apply not solely to Iraq. We seek to 
ensure program compliance In all GSM-102 programs in countries other than 
Iraq. We reserve the right to propose additional GSM-102 credits for Iraq 
later in the fiscal year. 
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Me now are proposing the following allocation of GSM- 102 export credit 
guarantees for Iraq: 

toount: $400 million. 


Purpose: For credit guarantees covering 

credit sales of U.S. agricultural 
coanodltles secured by foreign 
bank letters of credit. 


Terms: 


Up to thirty-six (36) month terms, 
except as Indicated below. 


Export Authorization Period: Through September 30, 1990. 


Regarding commo d ity coverage, some coanodltles being considered for coverage 
lie outside Chapters 1-24. These are cotton, hides, and skins, leather, solid 
wood products (lumber and wood panel products) and wood pulp. Me are 
considering limiting coverage to 12 months for wood panel products and 720 
days for leather, with three-year terms for all other commodities. This would 
continue the term existing In FY 1989. 

We request the views of the National Advisory Council on International 
Monetary and Financial Policies. 


Sincerely, a . 

/iumt/ds 

Kerry E. Reynolds v 
01 rector 

Program Development Division 
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MEMORANDUM FOR ASS I ST ART SECRETARY DALLARA 

FROM i Nllliam B. Barreda 

Deputy Assistant Sacratary 
Trad a and Investment Policy 

SUBJECTS CCC C rad It Qua rant ass Cor Iraq 


On Tuesday, octobar 3, MAC aganclas voted S to 2 to 
support a nod if lad US DA proposal to provide $400 Billion In 
G8M-102 (up to thraa yaars) cradit guarantaas Cor Iraq in 
FT 1990* Traasury and tha FRB opposed ax tending the 
guarantaas at this time in light oC tha BML aCCalr. State was 
particularly CorcaCul in arguing that programming should go 
Corward. 


In our view, USDA was unable to oCCar adequate assurances 
that problems in CCC procedures brought to light by the BML 
aCCalr are being addressed. Although USDA has taken steps to 
ensure that their guarantaas support only US agricultural 
exports, they indicated that pricing (and thus price inClatlon 
and kickback issues) are normally beyond their purview. USDA 
does not Coal it can discontinue dealings with tha Iraqis, 
exporters or BML on the basis oC unproved allegations. 

In response to various agency requests, USDA did promise 
that (i) USDA would encourage Iraq not to use BML Financing! 
(il) USDA would monitor the BML situation careCully, and bring 
back to the MAC any developments in the investigation and/or 
the Iraq program oC note* and (ill) the $400 million would not 
be presented to the Iraqis as a tranche. (This last is so as 
not to prejudice whether there will be additional programming 
Cor Iraq this year and, 1C so, whether the additional amount 
will be limited to $400 million.) 


During the meeting, the FRB representative raised the 
possibility oC a MAC Alternates meeting. The FRB has not 
pursued the question today (October 4). Since other agency 
positions appear to be Cirm, and Treasury is in the minority, 
it does not seem that a MAC Alternates meeting would serve any 
real purpose. 


Talks with the Iraqi buying mission will be held in 
Mashing ton tomorrow and Friday. 


ccs Nssrs. Fall, Folsom and Mlehuss 






^ 

o/u p, * KUC ^ 
uyvft i . 
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SWfflNQ MEMORANDUM 

8/8 

To i The iecreta ry 



Unilad States Department of 


Soto 


* *** * m , D . C. 20520 


—fftt rzr 


Octobor 4 , 1)19 


Frost 

Subjects 


RA - John I. Kollr 


—nrf Clay Inna 
Friday. Octobor 1 



U g ymrU A i U 


To ant Asia aid aot tho baalo for tho Adalalstratlon's 
approach to 0.8. -Iraqi rolatlooa. 


«. lor fqlata 



— Our lotoroota argue for a atr on q th oood relationship 
with Iraq, tho strongest Military powor la tho Foralaa 
Oulf. Iraqi Irritation with tho Soviets over arao 
aaloa to Iraa way present aa opportunity. 


o 


o 


o 


Iraq la oao of tho aoot prowl a lag export aa 
1» worl ^ *••• eoapeales aro currently 
bidding oa 812 bill loo la coat r acta. Tho X 
waat to buy Aaorloaa If thoy caa. 


Zraqla 


There la ao evidence of Iraqi chealeal weapons 
uao since Hugest, 1988; Iraq has participated la 
latoraatloaal CW ooaforaaceo this year and has 
joined tho CD la Oeaeva aa aa observer. 


Other concerns i Iraq haa alas 
dove lop ing a aw capability, 

OMfitncturi for a unclear weapons progra_ v 
Iraq's program aro aggressive, and thoy will 
puraee thea ao aatter what wo aay. A nuclear 
weapons capability la at least 9-10 years away. 
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— irtf Its tikta ittpi to inprove relations vltk tho O.f. 

• za lurch Iraq settled clslns for wrongful death 
of 17 aalloro la tho 19IT attach oa tho Oft 
Itili. Mo aootf to boqla talho oo personal la jar y 
a ad USC claias (ooatly for repairs to tho Itnxk). 

o Mo aro working oa a human rights dialogue# to 
oaataia a broador relationship. Ambassador 
Schlftor Mt UFA Xatoraatloaai Orgaalsatloaa 
director Kiyadh al-Qay.il September 23. 

— Sot Aaia believes tho Administration la taklat Iraq 
for granted now that tho war la over# and will cite 
probleos with tho OCC prograai and dlfflcoltloa la 
qottlaq U.0. technology and credit aa evidenoe that 
tho 0.0. la not aorloua about improving relatione. 

o Mo aro cautious la licensing because of 
proliferation concerns. 

o. Iraq badly wants Kiln nedlun-term credit. Ksin 
believes Iraq is a bad credit risk. Sob Klanltt . 
told Ksin wo will not now overrule this judgment 
oa political grounds# but nay want to act later. 

— USOh's CCC prog ran has run into probleos because of a 
scandal surrounding loading by the Atlanta broach of 
the Italian goveranent-ownod Banes Basioaale del 
Lavoro (Mb). Of $4 billion la unauthorised SSL 
loans# about #3 billion went to Iraq. 

o Financial press coverage has focussed on possible 
nilltery uses of snail anounts of goods shipped 
under SSL L/Cs# but the largest consogaet was for 
food esports guaranteed by CCC. 

e Concerns about tho scandal led Treasury sad the 
Federal Keserve to hold up the FT 30 protocol for 
the CCC prog ran. originally set st 1 billion. Oa 
October ) the SAC voted to go ahead with a $400 
nilllon inter in prog ran. State supported this. 

o Iraq naiatains it has nothing tp do with the SSL 
scandal# and that since it is current with its 
CCC paynents the progran should not be affected. 

o xnlhs 

— Talks are stalemated.' Militarily weaker Iran will not 
engage in direct taH^eschange rows, clear the Shatt 
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al-Arab MUnriy, or allow I rat aarigatloi la tha 

Self until Iraq withdraws froa Iranian territory and 
drofi dsnands for foil sovereignty over tha Shatt. 

— With Too Plckoriaf Oetobor 2 Asia urged tha tf.S. to 
push Poros into a -two-stage - approach. Tha shuttle 
dlplonacr b y tha fT0*a envoy 111 acton achadulad for 
latar this aoafch would oalp ba Phaaa l f to *test 
eoMltaiat. 9 Asia thaa wants to aota to Phaaa 2* 
dir act talks* to work out a paaca package — which 
Asls said an at lacluda full sovereignty over tha fhatt. 

— In tha Saptaabar 29 Security Council aaatlng to renew 
tha Xraa-Irat ailltary oNarvar group’s aandata tha 
0.0. lad ia calling for an early exchange of all 
PONS. Since Iran uses tha PONS as leverage against 
Xrat* the Xrat is ware pleased by our position. 

— Thera is little chance tha ceasefire will break down, 
■either side stands to benefit free r e n ewed fighting. 


Xrag has bean Aown's aajor eras supplier as a 
getting back at its a rch anaay Syria* Xt has 
influence an Christian decision-asking. 


Xrat has criticised the Arab Leagee Tripartite 
Cone! salon* s 7 -Point Plan* but pledged to end eras 
deliveries to Aoun. Xrat will watch what Syria does 
ia Lebanon and will net want its hands tied by an 
span anded panel tasat to the AL an sms supplies. 


O Israel 

— Asia reads our act lees on OOC* Enin* etc. as 'inspired 
by a 9.0. view that Xrat is a threat to Israel. 

— Israel views Iran's a ray* proliferation prograas* and 
alliance with Jordan and Egypt as a real threat* and 
waa especially concerned over Joint Jordan lan-Ir eg 1 
air exercises this suaaar near the Israeli border. 

•• Par its part* Xrat fears an Israeli attach slnllar to 
tha June* 19S1 air raid on a nuclear reactor Israel 
linked to a nuclear weapons prog ran. 

Xrat has stressed its noderat ion on Arab-Xsraeli issues 
and willingness to accept any solution the PLO accepts. 


i 


i 
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xxx. MTinMii 
LL 

The f«er«tiry 

Ondtr Secretary iirtholoapi 
PA Aaalatant Secretary Tetwiler 
i/P Director loss 
■KA Acting Asa 1st cat Secretary 
Covey 

SKA DU Seeks 


Xut 

Pereige Nieleter Tarlg Asia 
Appointed Aafeaeeador 

Nohaawd Sadeq Al-flaebat 
(baa not yet preaented 
credent 1 ala to the 
Preeldent) 
hotetaker 


xr. nrax comaa 

e Photo Opportunity 
▼. ^ nwuffn 


o 


Asia 11 boa to lecterej it woe Id ho adviaable for the. 
Secretary, in greeting his, to lead eff with a 
diaewaalon ef bilateral relatione. Aaia will than 
reply and probably raiae the UJ. talka. 


Attachments! 

Tab 1 - Talking Polnta 

Tab 2 - biographic Information on Tarig Aaia 




P «.-TMAm OUtATtQMO 


— Me vain our rclitloMhif with I rtf, H Sttjj m it? 
br°t4t« tad dnpM Mtoia Uw koirC I look forward to • olooo 
workiaf relationship witk jot, 

— tsflonal potco and stability aro la oar aataal latoroati. 

Mo aust work tofotbor to oaoaro stability la tbo Oulf . 

— As yoa know, tbo President has aide oradlcatioa of rrkwalral 
weapons a top priority of tkls Administration. S*a ploasod 
that slaco that tiat yoa have attoadod tbo Paris sad Csaborra 
Of coaforoacos, and Jolaod tbo CO talks ia donors as aa 
oboorror. 

— Ia addition, Tbo U.S. is coaooraod about otbor 
aoa-coar oat ioaa 1 woapoaa prollforatloa — aaoloar, bioloeieal, 
aad aissllos. Tboy aro o Major coaeora for both tbo 
Adnialstratioa aad Conqress. 

— I *■ ploasod wo haro startod talklay sorioosly to oaek 
otbor on hunea rlokts. Z.bopo tbo dialoquo will load to 
position chaapos la trap that osa bolp as sostala a oftosor 
0.8, -Iraq rolatloasbip. 

— Mo aro vary ploasod with tbo sottlonoat of tbo stark 
wrongful doath claias. That has boon a position factor ia our 
bilatoral rolatloasbip. Abo Sofaor aad poor lo«al advisor did 
s profassloaal job. 

-- Z hopo wo can both now torn quickly to tbo personal 
injuries aad danqge. claias so that wo can dose tbo book oa 
this incident. 

— (Zf Asls raises CCC qua raa toes aad tbo 8Mb scandals) 

Tbo operation of tbo CCC prograa has boon of benefit to both 
our countries, aad Z would like to son it continue. Our 
Treasury Dopaftaoat and Federal Reserre Saak bare real concerns 
about tbo 1ML affair. Mo aro sure you will waat to cooperate 
witk their investigations. 
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V-r V* fmtntiw with tba alow mm aC talks aad 

'tha iraalaa taotle of baldla* rONa boats*. . As at liw iiiT 
* w ttitc lntt riit loai I lav — ifut froa 

aofotlotloao — to ropotrloto oil Pont ‘-iradlot ilr - 

— *5 *• to9k **• lood la tit docorlt y Coaacil loot 

wook ia eilUtf for ropotrftotloo of oil VON*. Till lo aa ftoooo 
of prloe&plo for aa. 


No do, lomvtr, lovo 


oofotlotlc 

foe rot try 

ro-otortod toot. „ 
to ilov flexibility. 


bowoiror# lovt eoocerao oboot Xroo'o approach to 

M STJTaSiJ S&ST tfe^aS? “• 

•???:. . ,f t,u * *• w e c i H btttiUM will | 


* iUm will km 


~ lawfaliUf tkat last's foaitio. diff.ro fate am. lat aa 
orpooiootloo. No oco vary dioappolated tbot tbo PLO boo - 1 * 


orpooiootloo. No oco Tory dioappolated" 
doeidod to porooo tblo Batter • 

•*5 TOO *ill area tbo PLO towordo aoderotloe ot tbo 
opooNloy Beetle* la l aphdod of tbo Peleetloo Oootrol COaaell. 

- *•; X»N to oodoroo Prooidoat Haborob’e 10-Polat Pita 
ff •. bl f l L f0f ooootlotloao. Jordoo, ablob fto oloo o aoabor of 
tbo Arab Ceoperotioo Coaaoll, boo olreo* eedoreedit.^^ 



pooco plea, which 
rtioo coa oofapo 
1 rooolatloa of 


oooooropod by tbo Bootle* ot Lebeaoa'o Parliaaeet la 
taoaaotUatlail.^" •»»*«•«• •“*» •* Mtlml 

“ • *•»! *r*l« withdrawal, bat it will aat ka 

pl&SBSS Wjf fvCOtt 


r,.";*g« e * I rH t »«W HMta tba Arab Laa«aa*a at fort. 
Tbio to tbo boot o boa co Loboaoa bos for pooco. 
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phone 

MEMO OF CONVERSATION “visit 

JT conference 
_ other 

ttts 

1 3:00 PM 

■* nun 

J October S, 1989 

s H le eo. 

J At-720-2 


auojccs; oww NAZIONALE DEL 

Atlanta, GA 

■ aixeo with: 1 0ffice 

Set below: f FAS, OGC 

tl 1 e 1 

. OIG 

l Telephone to. 
1 

Brief FAS Officials on OIG investigation due to ongoing 
credit guarantee negotiations with Iraqi officials. 


Attending the Meting were: FAS Adnfnfstretor Holland E. Anderson Jr 
General Jalts Manager l Associate Adalnlstrator F. Paul 04 clears on’ Assistant 

THoms. V. Conway, 06C Attorney Kevin Srosch, CCC derations oTC?sifHJ~,.» 

oS . Mc£l¥,1n ’ 016 SB ‘ c14 ' A9Mt Art -WS 

ongoing^ OIS 1nvM^^OTV*BA*« b iw^I0l(^LE*^ n LA^ O Md F ihe7cC^ n d1t ,W 
Suarantne sale, to fra,. Mr. Anderson iupUln* 5i.T?AS 2a, " U 
negotiating CC*. credit guarantees with Irscl officials hut n»«nr^MalJ 
been called off until October S. 1989, 1, ordlr thit^ 
officials could be briefed regarding our Investigation FAS *was ^concerned 
about extend. ng a line of credit to Iraq but lid not have sufficient «1 Sane, 
to not announce a program this year. Mr. Anderson further exolalnea tn« “ 
pursuant to the advice of JIAC, FAS was willing to extend S400 all linn in 
?uarantees to Irao on the condition that 3ANCA NAZIONALE DE f LAVOR* 

sy-.W4! s ssMya 

sss^'sis a jx-ss'j & nSrivr-*' 

officials said If we could show ‘roof trials nri ?£ IrM1 

receiot of vickbacks they would go *fte- thos* th# or 

>acl official, freelv jiiltted to Ft* of-l-llu 2 th * ,r 7h « 

Silas services" on their centric" *1? vl. i,L! "“,**•> fwsired "after 
nas only paid tn. e.S. and Great 'iri:,,; £ «n«« y Irs<?1 

•he ►'.gram irac nay not continue t; tay tne V.S. ** * S ot * nn o« n ee 

oetan, sroilMdX'':.he S AUSA and 'i:. 2 < "ng'o! 3 1C °u|J 2 <, t i|* n1 ® r * dv, *« r » som 
*1M provided a surcary of tne oresentan^*^ ,ntr °4uCt1on Agent 

- ae ' ia ‘ ■’ u "' ,ons '»•*? -XT 1 " 9 * 


- , r - v.-s-p-n; : the type of evldtf 

«oMrc*: US0A/3.6-. 
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kickbacks, and other suspected violations noted to date. The answers given 
were general In that, no people or companies were naaed, nor were the exact 
Mounts of aoney aentloned. Agent Wade did explain various situations and 
offenses uncovered thus far, citing the duality and aaount of evidence on each 
Incident. 

The situation Involving the exporter who was pressured to provide "after 
sales service", in the fora of trucks/trailers was discussed at soae length by 
various people present. 

The concerns expressed by the AUSA were explained to the group. [A suaaary of 
these concerns was provided to AI6/I Craig 8eaucha^>, Deputy AI6/I Jeff Rush, 

P ID Olrector Oavld Olckson, Deputy AI6/A Dick Long, and IACP6S and Education 
Division Olrector Rsyaond Poland following this aeetlng on October 5, 1089 
(copy attached).] 

At one point R. E. Anderson asked Agent Wade what he would do If he were in 
Anderson's plsce. Agent Wade told the* that his decision would Involve an 
offer of funding at soae level, but far below what the Iragls had expected, 
with additional requlreaents to hopefully laprove coaplltnce with the 
regulations. The strengthened requlreaents were those described In the 
attached pepe*». 

Larry HcElvaln stated Insuring caapllance of soae of the requlreaents would 
be laposslbie, since the Iraqis would be the only ones In position to do that 
for their peoole. It was explained that In the context of tnis discussion 
compliance was not the issue, rather to foraaily put the iraois on notice that 
they could not decand after sales service, and could not tarter or sell the 
coaaodltles to other countries. 

The 016 Agents and most of the other attending the earlier seating we-e 
excused, with the FAS senior staff *««aa1nln$ tenird. *Jo caclslcns we*** -ace 
wn!le tna CIS were present. 


:e:is4cn cr -ts- it: 


o^natu.-a: 




212 


005354 


A: -720-2 

On October 5, 1989, In a netting with FAS Administrator Holland E. Anderson, 
Jr. , Paul Dickerson, FAS Associate Administrator and General Sales Manager, 
Glenn Whitman, Chris Goldwalth, Thomas V. Conway and other advisors, OIG 
Special Agents were asked for Input regarding the ongoing negotiations, 
with the Iraqi officials seeking CCC guarantees for FY 90. As part of the 
' conversation concerns raised by the Assistant U.S. Attorney, Northern Olstrlct 
of Georgia were dfscussed/explalned. The AUSA had specifically wanted CCC 
representatives to be aware of a need for. additional safeguards or checks In 
the event any guarantees were extended to the Iraqis. 

The suggested safeguards Involved: 1) the prices charged were consistent 
with the market for said commodities; 2) the exported commodities were 
of the type and amount appearing on the guarantee; 3) the commodities 
actually arrive In Iraa for use in compliance with the regulation; *) the 
commodity be of U.S. origin; and 5) prohibit the collection of additional 
fees now referred to as after sales services. 
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"TTfi5 

t Date 


phone 

1 1:00 PH 

1 October 5, 1969 

MEMO OF CONVERSATION 

visit 

| 

1 


IT conference 

1 file No. 



other 

1 At -720-2 

1 



Subject: BAKU MAZIOMIE DETCCTORT 


Atlanta, GA 


Talked with: 

roffTc? 

1 Telephone ho. 

See below: 

1 FAS, OGC, OIG 

1 


1 

1 

Reason for Talk: 


Brief FAS and OGC on case In order to answer questions for AUSA 


Oetafls" ; 

Attending the nesting were: CCC Treasurer Jin Little, CCC Assistant Treasurer 
Sally Nunn, Associate General Counsel Thomas V. Conway, OGC Attorney Kevin 
Brosch, CCC Operations 01 vision Director Lawrence McElvaln, OIG Special Agent 
Art Wade and OIG Staff Special Agent Lynn Odenbach. 

The purpose of this neetlng was to brief FAS, OGC and CCC officials concerning 
the subject Investigation. Those present would then be better prepared to 
answer questions froa the prosecutor and Investigators. Agent Wade explained 
in general terms the banking system at Lavoro In Atlanta (e.g. the rates 
charged to Iraq, the signature requirements, the amount of CCC funds handled 
througn Atlanta, the history of how the bank borrowed funds, and concerns 
Involving Letters of Credit). 

Agent Wade also discussed the Issue of kickbacks and disclosed that based 
on insiders Information and record examination It was believed that certain 
oanking officials received six figure kickbacks from exporters who d 4 d 
business with CCC. Agent Wade also disclosed that he had certain information 
which Indicated that bank officials In Atlanta may have received klcxbacks 
from Iraqi officials amounting to tens of millions of collars. Ctner 
ir.fcrtsation has indicated that certain comoanles may have had to pay a 
kicxbacx to Iraqi officials in order to continue ousiness in the for- of 
’after sales services. “ 

-arry .Mcilvain asked what the motive eight be *cr an exoorter to irf’ate 
prices. Agent Wade explained that due to the early stage :f the investigation 
ne did not have that information, but he could say that some exporters, with 
close ties to Lavoro, have shown incredible growtn under the program. 

Agent Wade then provided questions based on concerns of A'JSA Gall . v :*.enrie to 
the FAS and OGC officials in wnich she requester a written response. 

Agent Wace discussed the concerns that the conocCities we**? not a r— v**g • " 
the cojr.t-y for the Intended use. Agent Wade sa ; d that fa* »*ecorcs e^steo 
to sr.pw cell very of commodities :: I^ac. The c-'y records *zr ::ea- s-iioeerts 
reviewed to Cate list the destination as perts Tjmey a-c Ccrzir.. ' » n n < 
•eoresentetlves said they were told tne Iraci ctate agency :?nt-o ■ 1 : -c iana 
transportation arranged for transport -rcr : s to i : : . -o-a-*-. *: f 
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documnts were seen In the records showing Independent vtrlflcetlon that the 
shipments went to Iraq. 

Agent Wade explained that products besides agricultural commodities were 
funded by Lavoro. These Included machinery and equipment suspected of 
having dual use, civilian and military. In some Instances exporters who sold 
commodities under the CCC program also sold non -agricultural products. At 
this stage Halted descriptions of the products shipped by these exporters are 
available. Verification of the Item will occur as tlee permits. 

The representatives were told of concerns that some commodities shipped under 
the GSM program were other than U. S. origin. Specifically Mentioned were 
hybrid seeds, sugar and tobacco. 

It was explained that numerous false documents were found In the files at 
the bank. Oue to the large nuaber of suspect docuaents found to date the 
representatives were cautioned to not accept at face value docuaents received 
froa firm associated with the Lavoro Investigation. 

Toa Conway stated Members of his staff had discussed the possible false 
statements or certlf icatlons that could have been Bade and In his explanation 
he covered areas Agent Wade had mentioned: 1) overstating the quantity 
exported; 2) Inflating the price charged, to cover fets; 3) determining If 
the coaaodlty was even delivered; 4) verifying If the coaaodlty was of U. S. 
origin; and S) questioned If the coaaodlty/ Item shipped was that which was 
registered In the guarantee. 

Larry McElvaln told of the Meetings with the Iraqis. They had arrived In town 
expecting to get SI. 2 billion, because they had about SI billion In guarantees 
last year. Before the NAC meting on Tuesday CCC was proposing about 
SI billion under GSM 102 and S50 million under GSM 103. Originally two 
members on the NAC, Treasury and Federal Reserve, did not want to extend any 
guarantees to Iraq. Finally, on Wednesday night the NAC reached a compromise 
of S400 million. When the Iraqi delegation were told of the decision 
they said Iraq did not have to depend on the U.S. to buy commodities. 

Additionally, they said the Lavoro situation should not be an Issue, and the 
Iraqis routinely seek "after sales service" from all countries selling to 
them, a practice they did not feel was improper. 


Decision and Result: 

~Lr.x r&s 

J lo W# rtfs 

* / 

Signature: 

1 title 

. / V 
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Sapt 29, 1929 

Quest ions from Gall McKensie, AUSA 

1500 Richard Russell Building 
75 Spring Street, S. U. 

Atlanta, Georgia 30325 

1. Assume leg it seats commodities Mere sent to Iraq, but Bancs 
Nationals del Lavoro <BNL) - Atlanta did not have authority from 
®NL “ New York or Rome, or the 6eorgia Bank Examiners, or the 
Federal Reserve to extend funding* and assume the Iraais had 

a BNL signature book showing the BM. - Atlanta officers had no 
authority to extend such funding for those transact ions, would 
the fact that but for this criminal scheme to defraud no CCC 
guaranteed funding would hav* been issued, effect CCC honoring 
the guarantees? 

If these listed factors would effect the CCC guarantees, are 
there other factors that would cause CCC to honor the guarantees 
even in light of these facts, i.e. relations with Iraq or Italy? 

2. Assuming there were substantial kiekbacks in the *10’ s of 
millions or more, that would have been absorbed by tne exporting 
coxoanies and been absorbed* in the amounts guaranteed by the CCC, 
would that effect the underlying guarantees? 

2. If the commodities were of U. S. origin and bartered «:n the 
world market for arms or anything else, would that mffazz the CCC 
guarantee? 

Cncs we know (have sufficient evidence for cri«;r.*l 
proa e-rut ion) non-U. 3. commodities were exported under t;*ia GSM 
102/103 programs, will CCC nullify or void the guarentee^ 

If so. when? 

or wnen Irao defaults on payment*' 



October 5,1989 


TO: Governor Kelley 
FROM: 




Subject: More on the CCC Prog r me for Iraq 


Following our further conversation today and for your 
records, we have called the MAC Secretariat and asked that the 
Federal Reserve's vote on the proposed $400 million CCC program 
for Iraq be recorded as "opposed" • Me have also called the 
Agriculture Department and informed them that, after, further 
consultation and consideration, we have voted against the 
proposal because we are not satisfied that the proposal should go 
forward given available information about deficiencies in the CCC 
program with Iraq and the strength of the assurances we have 
received from Agriculture about that program. Me have also 
indicated that we are concerned about the CCC program, in 
general, given what we have been told about the p r ogr a m with 
Iraq. 


Having adopted this position, we believe we should push 
forward to try to resolve our uncertainties about the CCC 
program. Therefore, I intend to write to Treasury and suggest 
that we join together in asking the Agriculture Department to 

f rovide the NAC as soon as possible with a report on (1) what its 
nvestigators have discovered about the Iraq program, (2) what 
the Department intends to do with respect to the Iraq program as 
a consequence, and (3) what are the implications for the CCC 
program as a whole. I will say that the Federal Reserve will 
have difficulty voting for any CCC credits until such a report is 
received and reviewed, unless we have a flat statement from 
Agriculture that it has ng evidence of problems with respect to 
the program with the particular country. 


cc: Mattingly, S legman, Connors, Chang and 


>ry 
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REDACTED 

DULY LOC - MTT. TWVT»ttc>ttow 


October 9, 1999 - an 


2 am Camay. 

A»*ociate Gen Counsel - US DA 
202-477-9993 

re Foreign Agri Service/BNL 
to talk with Iraqis soon 
ccc now interested in correcting problems 
1 - review price 

a) too high - not benefit fa 
brokers 


irs/1004 profit to 


. CCC shouldn't guarantee above market rata 
b) too low - net 0.9. commodities 

ox. Seed 


fligtX 

3 ~ sore volume than country can use 

ox. food 

danger that bartar for controlled itams 
- technology 

• iniMoti 

3 - noD*liciniid technology ft ant rocoivod CCC guaranteti T 





oooooo; 
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MfL IHYISTIfiATtftf 


October 4, 1919 

Art Wade (FTS 475-4491) 

On Thursday, Oct. 5, OS DA in Washington sat with an Iraqi 
dalagation ra contemplated $1*2 billion funding guarantaas from 
tha CCC. 

Zn that meeting, tha Iraqis admitted to raquiring "after sala 
sarvicas* froa all who sold product to than Including American, 
Australian 4 others companies. Tha Iraqis further acknowledged 
that said "services" included goods/products** such as armored 
trucks 4 trailers and cash. 

These Iraqi admissions confirmed proffered testimony from Paul 
Von wedel, and written telexes in our possession from Iraqi 
representatives to a U.S. company. 

The Iraqis further stated on Thursday that the free after sale 
products/goods/cash was a normal business practice in Iraq and 
well known throughout the world. 

Iraqis were warned during •• CCC guarantee negotiations that such 
"services" or kickbacks were in violation of program, both USDA 
minutes and 88 negotiators recall this warning. 


c V r ^^r La ~ 
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• OARO OF GOVERNORS 
Of ?MC 

FEDERAL RESERVE SYSTEM 

WASHINGTON, O. C. tO SSI 


otvtiKM or imtchmatomai nuAnci 


October 6, 1989 


Nr. Char Ins H. Dal Lara 
Assistant Secretary of tha 

Treasury for Intarnatlonal Affairs 
Department of tha Treasury 
1500 Fannsylvanla Avanua, N.W. 

Roost 3421 

Washington, DC 20220 
Daar Char las : 

Tha Federal Rasarva In tha and daeldad to Join with Traasury In 
opposing tha proposad $400 ailllon CCC prograa for Iraq in FY 1990. Va 
vo tad against tha proposal bacausa wa wara not satlsflad drat tha 
proposal should go forward glvan aval lab la info nation about 
da flc lane las In tha CCC prograa with Iraq and tha quality of tha 
assurances wa racalvad from Agriculture about that prograa. tfe also 
rastln concerned about tha CCC prograa In general, glvan what wa have 
bean told about tha prograa In Iraq. 

Now that Traasury and Fadaral Rasarva have aada their concerns 
known by opposing this proposal in tha NAC, I propose that wa join 
together In asking tha Agriculture Departaent to provide tha MAC with a 
full report as soon as possible on (1) what precisely Its investigators 
have discovered about the Iraq prograa, (2) what tha Agriculture 
Departaent intends to do with the Iraq prograa as a consequence, (3) 
what tha lap Heat ions for operation of tha CCC prograa as a whole are, 
and (4) what tha Agriculture Departaent Intends to do to laprove COC 
prograa oversight. 

Given our concerns, the Federal Reserve would have difficulty 
voting for m CCC credits until such a report is received and reviewed, 
unless we have a flat ste t ea en t froa Agriculture that It has no evidence 
of probleas with respect to the prograa with the particular country. 
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Hr. Charles 1. Dollars - 2 - 


If you concur with this approach, I would suggest that m 
subnit this proposal to the HAC promptly so that NAC agencies will be 
able to sake future decisions regarding CGC credits on a sore Informed 
basis. 


Sincerely, 
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l^mWLltC SUM. FINALLY* m COMPLAINED ABOUT A USO 
DECISION TO CUT CCC CREDITS F 00 F Y90 FROM OVER DOLS 1 
IILL10N TO DOLS MOO MILLION. THE SECRETORY ASSURED THE 
FOREION MINISTER OF OUR DESIRE FOR COOS RELOTIONS WITH 
I ROt. OT THE SOME TIME* THE SECRETORY CONFIRMED U.S. 
CONCERNS CLOSOLLY OSOUT THE TRONSFER OF SENSITIVE 

TECMNOLOCY RELATED TO PROLIFERATION. Ml ALSO OBSERVES 
THOT NHILE THE ADMINISTRATION HAD OPPOSED CONORESSIONOL 
NOYES TO PLACE SANCTIONS 6n IRAQ* THE CONORESS HOS SEEN 

Influences strongly by coi's use cf cm mhjch sis hove o 

VERY NEGATIVE IMPACT. HE OSKES FOR MORE SE TOILS OSOUT 
OLLEOES U.S. .EFFORTS TO DESTABILIZE XROt SO THOT NE COULD 
INVEST I GOTE IT FULLY. REOORSINC CCC CREDITS THE SECRETORY 
80IS HE UNDERSTOOD THE SOLS MOO MILLION IN CREDITS NON 
OFFERED BY USB MOB ON INTERIM COMMITMENT. THE FED AND 
TRE08URY ORE NORRXES OSOUT XROSI INVOLVEMENT IN THE 
ATLANTA SNL BONK SCONSOL AND MISH TO DEFER COMMITMENT ON 
THE FULL LEVEL OF CCC CREDITS UNTIL THEIR INVESTIGOTION IS 
COMPLETES. 0 212 SOXD THIS MOS 0 BONKING PROBLEM ONS NOT 
ONE THOT INVOLVES THE GOI. AZIZ MADE CLEAR 0 SOLUTION 
NEEDED TO DC FOUND OUICKLY. I RAO IS PARTICULARLY HORRIED 
OSOUT THE IMPACT OF THIS DECISION ON ITS ABILITY TO MEET 
FOOD IMPORT REtUIREMENTS IN 1990. THE SECRETORY SAID HE 
MOULD LOOK INTO THE HOTTER IMMEDIATELY. THE TMO SIDES 
OLSO DISCUSSED BRIEFLY THE MIDDLE COST PEACE PROCESS AND 
LEBANON. END SUMMARY. 

9* THE SECRETORY MORHLY MCLCOMED XROtl FOREIGN MINISTER 
TORIt AZIZ TO THE DEPORTMENT ON OCTOBER 0. HE NOTED THEIR 
INABILITY TO FIND O MUTUALLY ACCEPTABLE TIME TO MEET IN 
NCM YORK AND SAID NE APPRECIATED AZIZ' MXLLIM0NE88 TO CONK 
SECRET 
SECRET 
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TO MOSNINGTON. THE SECRETORY SAID THE U.S. VALUES ITS 
’ RELATIONSHIP M1TH IRAQ AND HANTS TO SEE IT STRENGTHEN AND 
BROADEN. OUR DIALOGUE ON HUMAN RIGHTS MILL HELP. HE ALSO 
NOTED MXTH PLEASURE IRAQ'S PARTICIPATION IN CM 
CONFERENCES. REGARDING THE STARK CLAIMS# THE SECRETARY 
HELCONED IRAQ'S PAYMENT OF MRONGFUL DEATH COMPENSATION AND 
OBSERVED THAT THIS SET THE STAGE FOR EARLY CONCLUSION OF 
THE REMAINING CLAIMS. HE ENDED HIS INTRODUCTORY REMARKS 
TO AGAIfP STRESS THE U.S. DESIRE FOR GOOD RELATIONS SAYING 
THERE MAS ALL TMC POTENTIAL TO MOVE THE RELATIONSHIP IN A 
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• BISECTION. - 

N. AZlZNtSPONBCD M1TN MANHTM THAT HC NAB MM NELATJONf 
MITN SCCNCTANV SHULTZ HNS MANY 0?NCN SCNlON AMCNIC MM * 
OFFICIALS. MC MIS ME NAB ALMAVS COMSUCTCS HIS 
CONVfNSATIONS IN A FSIENSLr SMS QPCN MAMNCN SMS MOPED. HE 

could continue Tor jso so hxth thc sc chit any. it. leads to 
mien settee' undenstansins. the scene tost cacounascd Min 

TO to SO. MZXZ SAID NC MANTES TO STATE CLEANLY -AND 
UNCSUIVOCM.lt THAT ISOS HANTS SOOS NCCATtOHS MITN THC U.S. 
ON THC 3 AS IS OF MUTUAL ftCSPCCT AND UHBCNSTANBINS.' HC SAID 
HC U ANTES IT UNSCMTOOS THAT HHILC THIS HAS SEEN STATES IH 
TIME OF HAN MM CN SIPLOMATIC NCLATIONS MCNC NEST ONES# HE 
MAS SAVINS XT NON AFTC* A CCASCFINC HAS SNOUSHT THC ACTIVE 

— PtSHTINS IN THE MAN TO AN CMS. ME STNONSLV BELIEVE# HE 
SAIS* THAT SOOS NCLATXONS 8CTHCCH IIS IS IN THE SCOT. 

xmtcnests or the u.s. ans or the nccxoh. . 

*. AZIZ CONTINUES THAT HC SNEATLV APPNCCIATEB THE 
BECNETANY'S ASSCSSnCNT or SXLATCNAL NELATIONSI BUT# 

FNANKLY SPEAK INC IN THE SPINIT OF FNIENDSHIP# INAS HAS HOT 
SEEN *ENOUSH XNPNOVCMCNT- IH THC NELATIONSHXF SINCE THC 
CCASEFtNC. IN FACT INAS HAD NECCIVCS A HlIH SEP OF SISNALS 
MHXCH MCNC NATHCN DISTUNE INC. HC LISTCS FOUNi 11 AFTCN 
THE CCASCFINC THE SSI SOt A NUNSCN OF NCFONTS FNON SCVCNAL 
fCCNCT 
SCCNCT 

FACE OH . STATE SZ7SS1 


CAPITALS THAT 'SEN ION U.S. SIPLONATS MCNC APPNSACHIHS 
OFFICIALS IN THE SULF NAISINS SUSPICION ANS FEAN NCSANOIMC 
INASI INTENTIONS IH THE NEC I OH. AZIZ SAIS THIS SISTUNSCS 
THE SOI SNCATLT SCCAUSC DUN I HC THE MAN Me HAD DISCUSSED 
THC SULF NCS10N IN A THANK HAH HEN. INAS HAS SAID CLEANLY 


THAT IT HANTS TO HA I NT A IN THE MMOLE NEC I OH INTACT -- 
XNCLUSINS THE INDIVIDUAL COUNTNICS •- AND THAT IT HAS NO 
BAS INTENTIONS ASA INST ANY OF THEN. HC STNCSSCt THAT 
INAS' 8 OBJECTIVE MAS ASS IS SOOS NELATIONS MITN THEN ALL* 
PANTICULANLY SAUDI ANABXA ANS KUMAIT . HENCE* HE SAIS THE 
SOI IS PENPLEXEB ANS CONCENNED ABOUT U.S. MOTIVATIONS. 


S. SECONDLY* AZIZ SAIS THE U.S. SECHED TO HAVE A NCSATIVC 
APPNOACH TO INASI POST-MAN EFFONTS TO DEVELOP ITS IHDUSTNY 
AND TECHNOLOSICAL BASE. AZIZ CNPMASIZED THAT THE SOI HAS 
CLEANLY STATES THAT ITS CUNNCNT COALS *NB OBJECTIVES MENS 
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WlMklSTRUCT Ml RESTORE THf CCONOItT. OUR IMIMi NC . 
Mill It TO DEVEtOP THE COUNTRY FOR OIIR PEOPLE -- TO RAISE 
THEIR STANDARD OF IRVING. IMPLYING THIS NASS I YE EFFORT . 
NAS BEING 1 MISREPRESENTED* AZIZ DECLARED THAT ALL THIS MAS 
BEING DONE FOR IRAS AND H*R FEOFLE. NO OSJECTIYE DIRECTED 
AGAINST ANY OTHER COUNTRY IN THE REGION LAY BEHIND. IRASI 
DEVELOFNENT ACTIVITIES. AZIX THEN CONFLAINED OF A 
FROFASAMDA CANFAISN AGAINST IRAS IN THE U\S. -- 
PARTICULARLY' BY THE CONGRESS. HE NOTED CONGRESSIONAL 
NOYES TO LEGISLATE ECONOMIC AND FOLXTICAL SANCTIONS. 

7. FINALLY* AND HOST SERIOUSLY* AZIZ STATED THAT LATELY 
THERE HAD SEEN REFORTS THAT -SOME AMERICAN AGENCIES" ARE 
TRYING TO DESTABILIZE IRAG. HE SAID HE HAD NO DETAILS AND 
HAD HEARD- ONLY THE REFORTS JUST «S HE HAS LEAVING 
BAGHDAD. HE SAID HE FELT IT MAS IMPORTANT TO MENTION THIS 
TO THE SECRETARY. THE SECRETARY INDICATED HIS SURPRISE AT 
SECRET 
SECRET 
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SUCH REPORTS AND SAID HE HOULD LIKE MORE DETAILS AS 
OUICKLY AS POSSIBLE SO HE COULD LOOK INTO IT IMMEDIATELY . 
AZIZ UNDERTOOK TO TRY TO GET MORE DETAILS. 

S. AZIZ CLOSED MITH A FINAL POINT ON U.S. IRAOI 

COMMERCIAL RELATIONS. HE NOTED THAT UP TO NON THIS HAD 
BEEN A VERY POSITIVE ASPECT OF OUR BILATERAL 
RELATIONSHIP. THE USG* HE SAID* HAD ALLOCATED CCC CREDITS 
OF OYER DOLS 1 BILLION IN FYS9# MAKING THE U.S. IRAG'S 
MAJOR SUPPLIES OF AGRICULTURAL PRODUCTS. HE TOLD THE 
SECRETARY THAT HE MAD JUST LEARNED FROM THE IRAOI 
AGRICULTURAL TEAM* NOH IN MA8M1NGT0N TO REACH AGREEMENT ON 
A PROGRAM OF SIMILAR SIZE FOR FV90* THAT THE U.S. MAS 
PREPARED TO AGREE TO ONLY DOLS MOO MILLION IN CREDITS AT 
THIS TIME. THE CCC PROGRAM MAS BEING LINKED TO THE BNL 
ATLANTA BRANCH SCANDAL OF MHICM IRAO HAD NO PART. THE 
MINISTER HADE IT CLEAR THIS MAS NOT A SIGN THAT THE U/S. 

M A NT ED IMPROVEMENT IN RELATIONS. IT IS IN FACT A SETBACK 
AND GOI IS VERY UNHAPPY. 

9. THE SECRETARY SAID HE M1SHED TO RESPOND tO THE 
MINISTER'S POINTS. HE SAID HE HEARD THE DESIRE FOR BETTER 
RELATIONS AND THAT MAS THE U.S. OBJECTIVE AS HELL. HE 
ASKED AZIZ TO NOTE THAT THE U.S. HAD BEEN IN THE FOREFRONT 
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UnBRlSSING ON THE PON REPATRIATION ISSUE AT THE UNSC 
DURING THE HEETINS ON ACNE MINS UNIIHOG'S HANSATE. AS TO 
EFFOATS TO DESTABILIZE IRAQ# THE SECRETARY REPEATER TH^T 
OUR DESIRE IS TO IMPROVE RELATIONS MITH IRAQ AND HE URSCD 
AZIZ TO 6IVE HIM FURTHER DETAILS AS SOON AS POSSIBLE. . 
REGARDING TECHNOLOGY, THE SECRETARY ADMITTED THE U.S. DOCS 
HAVE CONCERNS ABOUT PROLIFERATION! BUT THEY ARC UORLD HIDE 
CONCERNS. HE SUGGESTED THAT ME MORK TOGETHER ON SPECIFIC 
REQUESTS SO THE U.S. CAN UNDERSTAND IRAQI NEEDS AND 
OBJECTIVES AND IRAQ CAN HEAR MHAT CONCERNS US. REGARDING 
AZIZ' POI..T ON CONGRESSIONAL CRITICISM. THE SECRETARY 
SECRET 
SECRET 
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NOTED THAT THE ADHIN ISTRAtt ON NEVER SUPPORTED SANCTIONS ON 
IRAQ. AND THAT HE PERSONALLY HAD SO TESTIFIED. THE 
SECRETARY ADDED THAT CONGRESSIONAL ACTIONS MERC LIMITED TO 
IRAQI USE OF CM DURING THE MAR. OUR POSITION CONTINUES* TO 
BE THAT ME NEED TO LOOK FORUARD. NOT BACKHAND. 

10. TURNING TO CCC CREDITS# THE SECRETARY SAID HE MAS 
AHARE THAT A PROBLEM EXISTED: IT MAS HIS UNDERSTANDING 

THAT THE DOLS MOO MILLION MH1CH THE USG HAS NOH READY TO 
APPROVE t^AN INTERIM ALLOTMENT. THE BALANCE OF THE 
PROGRAM HAS BEING HELD PENDING FURTHER INVESTIGATIONS INTO 
THE BNL BANKING SCANDAL. HE NOTED IRAQ HAD RECEIVED ABOUT 
*DOLS 3 BILLION OUT OF DOLS N BILLION OF THE UNAUTHORIZED 
LOANS. THE FED AND TREASURY# HE EXPLAINED#' MANT SOME 
RESTRAINT IN FURTHER CREDITS TO IRAQ UNTIL THIS BANKING 
PROBLEM IS M6RE THOROUGHLY INVESTIGATED. AZIZ DEFENDED 
THE GDI# ARGUING THAT THEY MERE NOT INVOLVED IN ANY 
ILLEGAL ACTIONS. IF THE BANK HAD BEEN MILLING TO MAKE 
LOANS UNDER SUCH GOOD TERNS# ANY CUSTOMER MOULD HAVE SAID 

r 

BANK NOT THE CUSTOMER MHO NAD THE PROBLEM. AZIZ SAID HE 
HAD MET HITH THE ITALIAN MINISTER OF FINANCE MHO SAID IRAQ 
HAS NOT INVOLVED. Jf THE GOVERNMENT OF ITALY IS NOT 
TAKING ACTION AGAII*. IRAQ# IT IS STRANGE THAT THE U.S. 

IS. IRAQ/ ME SAIifllAS ALWAYS PUNCTUAL HITH ITS PAYMENTS 
TO THE U.S. HE CSHnUED THAT IRAQ HAS RELYING ON U.S. 
COOPERATION IN A NUMBER OF. AREAS AND SUCH ACTIONS TO 
RESTRICT PROGRAMS CALLED INTO QUESTION HHETHER THE U.S. 
MOULD BE A RELIABLE TRADING PARTNER. FOOD HAS A 
PARTICULARLY EXPLOSIVE AREA BECAUSE THE GOVERNMENT MUST 
FEED ITS PEOPLE. HE SAID THE IRAQI DELEGATION HAS VERY 
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eRRHKi THAT FAILURE TO MKC TO THE FULL PROGRAM NON 
HOULD FORCE IRAA TO SEARCH IMMEDIATELY FOR ALTERNATIVE 
SECRET 

SECRET ' 
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.SUPPLIERS ANS SUCH SUPPLIERS HAY NOT SE AVAILABLE. U.S. 
ACTIONS HILL SOUR RELATIONS* HE COHCLUSES. 

11. THE SECRETARY ASKED IF 601 IS COOPERATING WITH THE FED 
INVESTIGATION* INDICATING THIS HAS IHPORTANT TO Dtf. 

ACTING ASSISTANT SECRETARY CjpYJY NOTED THERE HERE 80HE 
CONCERNS THAT THERE NAY HAVE BEEN SONS HRONGDOXNG 
TRACEABLE TO IRAQI OFFICIALS. AZIZ SAID THAT IRAQI 
CENTRAL SANK GOVERNOR AND HINISTER OF FINANCE HAD BEEN IN 
HASHINGTON* NET NITH U.S. OFFICIALS* AND HERE TOLD THE GOX 
HAS NOT INVOLVED. IF IRAQI OFFICIALS HERE INPLICATED* THE 
GOI HANTED TO KNOH IMMEDIATELY . HE STRESSED IRAQI PRIDE 
IN ROOTING OUT CORRUPTION AND SAID GOI UOULD SURELY ACT ON 
ANY INFORMATION AVAILABLE TO IT. UHEN T HE SECRETARY ASKED 
IF GOI HOULD HAKE AVAILABLE ANY OFFICIAL IMPLICATED IN THE 
AFFAIR* HE SAID HE DID NOT KNOH. IT HOULD DEPEND ON THE 
INFORMATION. AZIZ AGAIN REPEATED THE URGENCY OF SOLVING 
THIS NATTER QUICKLY. THE SECRETARY SAID HE HANTER TO FIND 
A MAY TO SOLVE IT AND THE USG MAY NEED ASSURANCES FROM GOI 
THAT IT HILL AID IN THE INVESTIGATION. HE ASSURED AZIZ 
THAT HE HOULD IMMEDIATELY LOOK INTO HHAT COULD BE DONE AND 
LET HIM KNOH HHAT OTHER U.S. AGENCIES MIGHT NEED FROM GOI. 

It. THE SECRETARY SAID HE HAD SEVERAL SUBJECTS THAT HE 
MI SHED TO RAISE. ON THE SEARCH FOR PEACE IN THE MIDDLE 
EAST* HE ASKED IRAQ TO CONSIDER SUPPORTING THE EGYPTIAN 
TEN POINTS. THE SECRETARY SAID THE U.S. IS HORKXNG HARD 
TO KEEP THE. PEACE PROCESS GOING. BOTH EGYPT AND JORDAN* 
ACC PARTNERS KITH IRAQ* HAD BEEN VERY HELPFUL. IRAQ'S 
ENDORSEMENT OF THE EGYPTIAN TEN POINTS UOULD BE A BIG 
HELP. AZIZ SAID EGYPT HAD DISCUSSED THE TEN POINTS MITH 
IRAQ AND ARAFAT* TOO* HAD RECENTLY BEEN IN BAGHDAD. THE 
GOI* HE SAID* HAS PLEASED AND SUPPORTED THE JOINT EFFORTS 
BY EGYPT AND THE PLO. AZIZ NOTED THAT IRAQI SUPPORT HAS 
HELL KNOHN IN THE REGION. IT HAS* HOMEVER* IRAQI POLICY 

SECRET 

SECRET 
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TO REFRAIN FROM PtfM.SC STATEMENTS ON THE PCKE NOttlti A 
POLICY 1RM MOULD MAINTAIN. TALK* PARTICULARLY PRIM 
PARTIES NOT BIRftTLY INVOLVES* HAY CONPLICATE THE ISSUE. 

IS. THE SECRETARY RAISES LEBANOtf SAY INC HE STRONGLY 
SUPPORTES THE ARAS LEASUE TRIPARTITE COMMITTEE EFFORT ANA 
IINACRSTOOA IRAS SIS TOO. HE SAIS HE NANTES TO SEE ALL 
F0REI6N FORCES LEAVE LCSANON. HE HAVE SUPPORTES A ROLE 
FOR GENERAL AOUN IN THE PROCESS ANS NOPE HE HILL STAY 
CONNITTES TO THE AL EFFORT. THE SECRETARY SAIS HE HAS 
HOPES THAT IRAS HOtfLA TOO. HE ARE ENCOURAGES* HE 
CONCLUDES* BY THE INITIAL REPORTS CONING OUT OF TAIF. 

AZIZ AFFIRHES THAT IRAS SOES IN SEES SUPPORT THE AL EFFORT 
NOTING THAT WHEN THEY HAS ASKED IRAS TO STOP SENSING ARHS 
TO LEBANON IRAS HAS AGREES. IRAS HAS ALSO ASVISES AOUN TO 
SUPPORT THE NESTING IN TAIF. AZIZ STRESSES THE HISTORIC 
NATURE OF THE NEE TING -- THE FIRST TINE LEBANESE HEHBERS 
Or PARLIANENT HAS SEEN ABLE TO SISCUSS THEIR PROBLEMS 
UNDER AN ARAB LEAGUE UHBRELLA ANS NOT UNBER SYRIAN 
SON I NAT I ON. SYRIA* AFTER ALL* HAS A PARTY IN* THE LEBANESE 
DISPUTE. A?IZ ALSO SAIS IRAS HAS ENCOURAGES THE 
CHRISTIANS TO ACCEPT REFORN (THE SO/SO FORMULA). TINES 
HAD CHANGES ANS THE OLB SYSTEMS ARE NO LONGER VALIA* ME 
SAID. THE SUESTION OF THE SYRIAN PRESENCE* HOMCVCR* NAS 
TO SE FACES ANS RESOLVES. A NEH GOVERNMENT ANS NEH 
PRESIDENT COULS NOT FUNCTION UNDER SYRIAN DOMINATION. 

THEY HOULS BE HOSTAGES -- JUST AS SALIH AL-ftUSS ANS SOME 
OTHER LEBANESE OFFICIALS ARE NON IN HEST BEIRUT. AT A 
MINIMUM* .AZIZ ARGUES* THERE HAD TO BE A FREE ENVIRONMENT 
IN THE CAPITAL. THE SYRIANS* HE SAIS* SO NOT HAVE TO 
MITHDRAM IMMESIATELY ANS PRESISENT HUSSEIN HAS TOLA ASAA 
THIS IN CASABLANCA. AZIZ CONCLUSES THAT SABBAH HUSSEIN 
HAD* AT KING FANS' S REOUEST* SENT A MESSAGE TO AOUN 
SECRET 
SECRET 
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OCTOBER 9 URGING NIN TO COOPERATE HITH THE AL COMMITTEE 
ANS SAUSI ARABIA TO ACHIEVE A SUCCESSFUL OUTCOME OF THE 
TAIF MEETING. AZIZ SAIB IRAS HAD GREAT CONFIDENCE IN KING 
FAHD AND MOULD GIVE. HIM ALL SUPPORT POSSIBLE. 

.IN. PARTICIPANTS* IRAOI FOREIGN MINISTER TARIO AZIZ* 

IRASI APPOINTED AMBASSADOR IN HASHINGTON MO HANES SADIS 
AL-MASMAT* MFA INTERNATIONAL ORGANIZATIONS DIRECTOR RIYADH 
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MMRTMCNT OF THK TREASURY 

WMH WOTO W 


ACTION 


MEMORANDUM POR ASSISTANT SBC RET AST DALLARA 

PROMs NllllM B. Birnda 

Deputy Assistant Sacra tary 
Trade and Investment Policy 

SUBJECTS Respo n s e to Tad Truman's La t tar on Iraq follow-up 


Tad Truman wrote to you on October I suggesting that 
Treasury and the PRB Join together la asking the Agriculture 
Da par tea nt to provide the MAC with a full report as soon as 
possible on (l) what USDA's investigators into the BNL affair 
have discovered about the Iraq program, (2) what U8DA Intends to 
do with the Iraq program as a consequence, (3) Implications for 
CCC programs as a whole and (4) what US DA Intends to do to 
improve program oversight. Be adds that given their concerns, 
the PRB would have difficulty voting for any CCC credits until 
such a report Is received and reviewed. 

Our proposed response concurs that such a report would 
be useful, and indicates that you will ask the MAC Secretariat 
to schedule another discussion of the Iraq program as soon as 
USDA feels it is in a' position to respond. It also suggests 
that Treasury would not want to put the entire credit guarantee 
programs in question on the basis of allegations and that we are 
prepared to consider USDA proposals for countries other than 
Iraq. 

Also attached is USDA's proposal for a $400 million 
program, containing upftMMlify assurances* 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 


ASSISTANT SCCRCTARY 

Hr. Edwin M. Trunan 
Staff Director 

Division of International Pinance 

Board of Governors of the Federal Reserve System 

Washington, D.C. 20551 

Dear Teds 




I an glad that the Federal Reserve decided to join us 
in opposing the proposed $400 nillion credit guarantee program 
for Iraq in FY 1990 at this tine. 

Asking USDA to report to the NAC along the lines you 
have suggested seens useful and appropriate. Since there are no 
innediate prospects for a progran in Iraq, and USDA seens 
increasingly to share some of our concerns about operational 
procedures, I think we s^y get more satisfactory answers than we 
have to date. I will ask the NAC Secretariat to schedule 
another discussion of the Iraq progran as soon as USDA feels it 
is in a position to respond. On the basis of that discussion we 
can decide whether to push for a written report. 

Although we share you concerns about the potential 
inplications for the operation of the CCC progran as a whole, we 
would not want to put the entire credit guarantee programs in 
question on the basis of the BNL-related allegations. 
Accordingly, we renain prepared to consider USDA proposals for 
CCC progranning in countries other than Iraq. 

Sincerely, 


Charles H. Dallara 
Assistant Secretary 
International Affairs 
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ASSISTANT MCA START 


MEMORANDUM 

THROUGH: 

PROM: 

SUBJECT: 


DEPARTMENT OF THE TREASURY 

WASHINGTON 


PER WCMTMty BRADY 


ftrtM ou^Lu, 
'dj.a/jJ f 


U<' 




Under Socrstsry Halford s 

t ****** 

Chsrlss H. Dallara 

Assistant Sscrstsry ( International Affairs) 

C rad it Guarantaas for Iraq in PY 1990 


Issua 


Traasury and tha PRB have opposad additional CCC cradit 
guarantaas to financa agricultural axports to Iraq until tha 
implications of tha Banca Nationals dal Lavoro (BNL) affair 
hava baan sortad out. Should Sacratary Baker or othars 
approach you to ravarsa tha Traasury position, you should bs 
awara that we (1) want to rasolva issuas surrounding tha BML 
affair by racaiving assurancas from CCC that thay ara taking 
staps to tightan thair ovarsight of thalr program so as to 
avoid furthar BNL typa p rob lams and (2) would ba praparad to 
support an $800 million program for PY 1990 for Iraq if tha BNL 
affair is sortad out. 

Background 

Tha BNL Affair . In August tha FBI found that substantial 
amounts ol financing had baan mada aval labia to tha Govarnmant 
of Iraq by tha Atlanta branch of Italy's state-owned BNL 
allagadly without authorisation from tha bank's cantral off leas 
and off tha books. Tha cradlts may hava supportad illicit arms 
shipments. 

USDA's Commodity Cradit Corporation has guarantaad 
repayment by Iraq of soma $700 million of these credits for tha 
purchase of US agricultural commodities. Tha Justice Depart- 
ment investigation has brought to light potentially serious 
daficlancias in CCC procedures regarding foreign content and 
pricing (possibly allowing kickbacks to Iraqi officials). 

Cradit Guarantees for Iraq . Tha PRB and Traasury hava 
opposad any programming for Iraq in PY 1990 without satis- 
factory assurancas, which U8DA has baan unable or unwilling to 
give, that CCC problems brought to light by tha investigations 
ara being addressed. USDA, with support from State and other 
agencies, has proposed to tha Iraqi buying team now in town an 
interim program of $400 million for PY 1990. 
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- 2 - 


On October $, the Iraqi Foreign Minister raised the issue 
with Secretary Baker, who said he wanted a solution and would 
look into the Batter immediately. The buying teas does not 
want to leave town without agreement on a $1 billion program, 
as in the past two fiscal years. We prefer an $800 million 
program because we want to start cutting back in Iraq due to 
creditworthiness concerns. 
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0 0910112 OCT 89 ZFF9 
FN ANENBASSY BACHOAD 

TO SCCSTATE*MA$KV€‘1tlACT INNEBIATE 1393 

C 0 '* F J j C 3C t fcrA L BACHOAD 03379 

OPS CENTER PLEASE DELIVER TO NCA/NCA OPENING OF 
BUSINESS OCTOBER 10 


E.O. 123341 DECLxOADR 
TAGS* ECONf 12* US 
SUBJECT: CCC NEGOTIATIONS 

REF: (A I BAGHDAD 934B 

-j;; *CB> UILSON/RENLER TELCON OCTOBER 7# 
lll.CDlil.mHmL ENTIRE TEXT. * 
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2. NFA UNDER SECRETARY# NI2AR HANDUN* CONVOKED 
CHARGE EVENING OF OCTOBER 8. HANDUN STATING THAT 
HE HAD BEEN INSTRUCTED BY "HIGHEST AUTHORITIES IN 
THE IRAQI GOVERNNENT" REPEATED THE NESSAGE DELIVERED 
TO AMASSADOR CLASP IE THE PREVIOUS EVENING BY THE 
NINISTER OF TRADE (REF A). STRESSING THAT THE GOI 
IS INTERESTED IN STRENGTHENING BILATERAL RELATIONS 
WITH THE UNITED STATES* HANDUN SAID THAT IRAQ NEEDS 
TO STABILI2E THE COHHERCIAL RELATIONS AND I1AKE THEN 
NORE PREDICTABLE. 

3: HANDUN THEN CONTINUED BY URGING THAT NO ANNOUNCE- 
CO tt* I DENT I AS 
:j cnrtfiflffirrfAL 
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. NENT ON THE CURRENT CCC NEGOTIATIONS BE HADE UNLESS z 
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AN AGRCCNCNT ON THE FULL PROGRAN HAS SEEN REACHES. 

HE CNPHASIZED THAT tRAQ HAS CONCERNED THAT THE 
ANNOUNCCNENT Of A POTENTIAL PROGRAN NIGHT BE VIEWED 
IN INTERNATIONAL FINANCIAL CIRCLES AS A JUDGNENT ON 
THE PART OP THE USG THAT THE GO I MAS SOHEHOW INPLI- 
CATED IN THE BNL SCANDAL. ACCORDINGLY# IRAQ'S REPU- 
TATION IN THESE FINANCIAL CIRCLES MOULD BE DANAGED. 


N. WITH HIS NAILED FIST STILL IN HIS VELVET GLOVE# 
HANDUN THEN POINTED OUT THAT IRAQ DOES HAVE ALTERNA- 
TIVE SOURCES OP. SUPPLY TO WHICH IT COULD TURN IP 
THE U.S. WERE UNWILLING TO CONNIT ITSELF TO A PRO- 
GRAN. THESE SOURCES WHICH HE SAID NEED NOT BE NANED# 


OFTEN CONPLAIN TO THE GOI THAT THE U.S. RECEIVES 
PREFERENTIAL TREATNENT IN AGRICULTURAL TRADE. THESE 
SANE SOURCES ALSO ACCUSE IRAQ OP FAVORING THE U.S. 
WHEN IT CONES TO REPAYING ITS DEBTS. CONNENT t IN- 


PLICIT IN HANDUN' S RENARKS WAS THE SUGGESTION THAT 
SHOULD WE BE UNABLE TO AGREE TO A PROGRAN# IRAQ 
WOULD HAVE TO RETHINK BOTH ITS DEPENDENCE ON U.S. 
SUPPLIERS OP AGRICULTURE PRODUCTS# AND T ME PRIORITY 
TREATNENT IT ACCORDS TO U.S. CREDITORS IN THE REPAY - 
NENT OF ITS DEBTS. END CONNENT. 


5. AT A LATER ENCOUNTER WITH HANDUN AT A RECEPTION# 
CHARGE ADVISED THAT HE HAO INFORNED WASHINGTON OF 
THE GOI CONCERNS (AS HAD THE ANBASSAOOR IN REF A) 
AND THAT THE DEPARTNENT HAD CONF I RNED OUR INTEREST 
IN SEEING THAT ISSUE RESOLVED AS EXPEDITIOUSLY 
AS POSSIBLE (PER REF TELCON B). CHARGE EXPLAINED 
THAT tT NIGHT NOT BE POSSIBLE TO REACH A SOLUTION 
BY TUESDAY* OCTOBER 10* GIVEN THE LONG WEEKEND AND 
CONFIDENTIAL 
CONFIDENTIAL 
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THE TRIP TO NOSCOW BY FED CHAIRHAN GREENSPAN. 

HANDUN THEN REPEATED HlS URGING THAT IN THE ABSENCE 
OF A FULL AGREENENT# NO PUBLIC ANNOUNCCNENT SHOULD 
BE NADE. 


S. CONNENT: IT IS ABUNDANTLY CLEAR THAT THE IRAQIS 
ARC CONCERNED AT THE HIGHEST LEVELS OF THE GOVERNNENT 
ABOUT THE POSSIBLE ADVERSE AFFECT THAT A PUBLIC 
ANNOUNCCNENT COULD HAVE ON ITS REPUTATION UNLESS 
THAT ANNOUNCCNENT IS FOR A FULL 1990 PROGRAN. IN 


CDAPrDnrrrAL 
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n uasaaam r60 *cted 

October 10 , itit 


Ttd »or»k - 202-047-8242 
V.d. IUt« Dtptrtstnt 

•orek is currently briefing Sec. of State Baker r« BML setter 
vhlch via raised in a recent meeting between Baker ft Prise 
Minister of Iraq. P.M. threatened to take business elsewhere. 

State Department was attempting to determine whether 'renegade" 
Zraqis were involved or whether the irregularities of the BHL 
case were the results of official Zraqi gov. action. To date, it 
appears that those representing the Zraqi qovernemnt (i.e. 
Minister of Industry and Trade ft official go? Central Bank ft 
Bafldain Bank) were in fact who they said they were ft that they 
Indeed spoke for the Zraqi government. 

Bee. Baker is most interested in BML case ft is receiving frequent 
briefings. 


1. Larry KcElwaln - Programs people For. Agrl Service 

op. Dlv for CCC ' 

Will be at meeting with Kevin Brosch and me tomorrow a. a. 

2. Zraqi Minister of finance recalled 
now acting Minister of Pinance 

2. Export enhancement program - beneflclarales 

Cargil factor in gov. subsidy; required evidence of entries 
- evidence to Turkey # Aeaba - not Ira a 

4. 94OO # 00M£tKpd by Bgrl on Tfcurs< 

8. Over wepkepd Lobbyist pressure 

30. Sana tore to put pressure on Agrl to granttCCC guarantees 
to fU Billion €e y++ • 

8. Pan Bill 08 - Congress mandated that OSD A to export $8 B 

under 1 program, 1102 

7. Most countries cam mo longer guallfy because have actually 
defaulted 
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COUNTRY REVIEW 
UPDATE 



PREPARED BY 

^^R^PSSS^ysis DIVISION 
EXPORT-IMPORT BANK OF THE U.S. 
OCTOBER 10, 1989 
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IRAQ COOMYEY REVIEW UPDATE 

Since our April and Juno 1989 Country Reviews, Iraq's ability and 
willingness to rapay foraign obligations appsars not to bava 
changad appraciably. Unabla to sarvica all of its dabts, Iraq 
only pays craditors who it baliavas ara willing to incraasa thair 
axposura continuously. Racant avants confirm this analysis. 

• ECGO—onca Iraq's "most favorad" craditor— has suspandad its 
$600 million 1989 proto co l bacausa of major arraaragas . Iraq was 
to rapay ovar $400 million in 1989, but parmittad arraars bacausa 
EC6D rafusad to considar a larga incraasa in its program. 

• Bacausa of arraars this yaar, CCC's $1 billion program has 
occasionally baan suspandad. Iraq parmits arraars to CCC in 
spita of tha program's size and attractiva tarms. Bacausa of 
thair concams about Iraqi financial bahavior, tha Fad and 
Traaaury want CCC to scala back this program. 

• Othar export cradit agencies— COFACE, KITI, and SACE— are off- 
covar or suspandad for medium- and long-term cradits. Only 
HERMES has a medium-term program, but it is smallar than Exim's 
short-term program. Lika Exim, most agancias now oparata only on 
a ravolving basis — providing covar only as Iraq makas paymants. 

• Tha BHL incidant — which may hava involvad criminal bahavior by 
both BHL and Iraqi officials — raisas additional doubts about tha 
natura of Iraq's financial bahavior. Iraq doas not wish to rapay 
already-disbursed L/C s unlass disbursamants ara mada on promisad 
L/C s, avan thosa issuad illagally. 

• In spita of growing intarnational prassura, Iraq continuas to 
rafusa to undartaka a multilataral raschaduling axarcisa through 
tha Paris Club. Paris Club raschadulings would forca Iraq to 
traat craditors squally, and would require intarnational scrutiny 
of Iraq's economic situation and prioritias. U.S. policy 
requires multilataral raschadulings (saa attached MAC policy) . 

• Tha BHL incidant has revealed tha extant of Iraqi efforts to 
attract Western financial support for Iraq's military industrial- 
isation program. Iraq is pursuing technologically advanced, 
import-substituting, dual civilian-military industrialisation, 
possibly in violation of Western axport restrictions. 

• Iraq's oil revenues cannot covar Iraq's ambitious industrial- 
isation plans. Evan before tha racant completion of a second 
Saudi pipeline, Iraq had ample pipeline capacity; however, its 
OPEC quota parmits no room for additional oil exports. Any Iraqi 
attempt at overproduction risks retaliation by othar OPEC members 
and a revenue -off setting price collapse. 

• Iraq .continues to cajole axport agancias through offers of 
lucrative contracts to exporters, friendly visits, and promises 
of favored creditor status. 
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S/S SP234S7 

Uaitod State, Dcputaeot of State 
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I have looked into the problem concerning USOA's 
Co— odtty Credit Corporation (CCC) program (or Iraq. There 
are three diatinct but related probl— areas: 


1. Creditworthiness. 

2. Allegations of corruption in the operation of the 
Iraqi CCC program itself. 

3. The Italian Banca Masionale de Lavoro (BML) agency 
office scandal in Atlanta. 

Creditworthiness 

The Feds Treasury and SXIM have all been concerned about 
Iraq's credit record for several years. During tha war fear a 
the Iraqis became notoriously bad creditors defaulting or 
unilaterally rescheduling billions of dollars of official and 
coa— rcial credit and refusing to even discuss the natter in 
the Paris and London Clubs. Because of the extenuating 
circumstances sad the country's substantial economic 
potentials not to — ntion the opportunity to profit from the 
war recovery program, this has never been a big a tumbling 
bloc for Iraq's other major trading partners like Japan* 

France and Mast Germany. 

Iraq's repayment record on the CCC program has been good. 
There is, 'however, so— concern about the large amount of 
credit outstanding (about $1.7 billion) and heavy debt aervice 
(soma $800 million a year), especially since Iraq already 
accounts for about 20 percent of the total CCC program. 
Despite these concerns by Treasury and the Fed* USDA has been 
disposed to continue the program at the $1 billion a year 
level, in part, not to unnecessarily anger the Iraqis and 
trigger a default that could jeopardise the whole CCC program. 

# vurmninil 

UN ftJLnlwL 

DtCLs OADB 
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Creditworthiness, tNrtfort, while • legitiaate concern. 

Is not i najot driving factor for reducing tht Irag CCC 
prog ran. Ail other things being equal, USDA vould continue on 
at the $1 billion plus level Indefinitely and the red and 
Treasury would probably acquiesce. 

EX1M has refused to provide jsediun-tern credit to Iraq 
until they agree to aulti-debt rescheduling of official debt. 
The Bank's S200 Million insurance progran has also been 
"suspended" until the $€.2 Million in arrears is repaid. 

Corruption 

Several investigations (IRS, 000, USDA, FBI) reportedly"* 
are looking to allegations of widespread and blatant 
"irregularities" in the CCC progrsM for Iraq. Hard 
infornation is difficult to obtain, but apparently there has 
been substantial overpricing of sone comnodities (double and 
triple wholesale prices), diversion and trans-shipnent of 
coMModities outside Iraq and financing of non-U. S. origin 
goods. There is even one report that the Iraqis used the 
proceeds for anas purchases. 

Hone of this, of course, has yet to be proven. Bor is it 
clear how long these investigations will take and whether or 
not indictnents will eventually be handed down. And even if 
they are, it may never be clear how Much, if any, Iraqi 
official coMplicity there was. 

Bancs Haalnnaln Am Lavnrn fBMAI 

The unfolding BMA scandal is directly involved with the 
Iraqi CCC progran and cannot be separated froo it. Of the $4 
billion of unauthorised loans Involved, about $1 billion were 
CCC guaranteed. < * is trying to obtain the details froo the 
U.8. attorney in Atlanta.) Treasury and the Fed, however, 
find it hard to believe that Iraqi Central Bank officials and 
others were not aware of what was going on given the apparent 
scale of loans, kickbacks, deeply discounted interest rates 
and other gross Irregularities. Indictnents of U.8. citizens 
are expected by the end of this year, although no legal Moves 
against Iraqi officials are contenplated at this point. 

It is also worth noting the president of Iraq's central 
bank and the finance Minister reportedly have been arrested 
for unknown reasons in the past several days. 

f* • Scats] 
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Emflim to Iraoia 

Given the above apparent problems with the Iraq CCC 
program* it would seem wise to proceed with caution and 
prudence. He should not jump to conclusions before all the 
facts are known; nor should we continue with buslness-as-usual. 

US DA, acting against the advice of the Fed and Treasury* 
but with the support of the other MAC members (including 
State)* recently approved a "first tranche" of $400 million in 
FY 1990 CCC credits for Iraq — about one-third of the planned 
annual program or enough to keep the pipeline open until 
January at about the same volume as last year. They havevfeald 
the Iraqis that approval of additional credits will depend on 
the outcome of the ongoing investigations into the BHA scandal 
and charges of corruption in the operation of the CCC program. 

The Iraqis are taking an "all or nothing" approach, 
insisting that they have done nothing wrong and will be hurt 
badly if the annual CCC program is substantially cut. Iraq* 
in fact, is a consistent net importer of food and other 
commodities and undoubtedly benefits considerably by the CCC 
program. Certain painful adjustmsnts would undoubtedly have 
to be made at a time when the government is hard-pressed for 
foreign exchange. 

On balance I think the USDA approach is prudent and 
proper un der the cl reu— fcancm . Mo options are foreclosed 
and* at least until the pipeline dries up* the Iraqis are not 
being prejudged until the facts are known and acted upon by 
U.S. authorities. 

In the meantime* this situation should be kept under close 
policy review because the stakes are big. We need export 
markets* and Iraq is a large potential market and as the 
war-induced Imports are replaced by commercial purchases* this 
market will undoubtedly increase in the nest decade. 

Once the facts are all known* it may be possible to 
correct the problem by building in safeguards against future 
possible abuses and then resuming the Iraq CCC program at 
previoua levels. **e will want, in any event* to avoid taking 
punitive action against the whole Iraqi government and 
population for the sins of some corrupt officials if they are 
brought to justice. 


UN ILLnllAL 
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Briefing Of USOA-OGC by tfDGA 
mi Criminal Investigation of ML-Atlanta 

June 1«, UU 

* 

• * fmm 

nie MU Oale McJCensie 


Th« fol loving aattan discovered during tho Horthom District 
of Georgia criminal investigation arising from tho aetivity of IKL- 
Atlanta vara brought to tho attantion of Kevin Srosch (USOA-OGC) 
and Larry McClvain (TAM) during an Atlanta Mating on Oetebar 11, 

19 sq. 


1. Crininal complicity of certain Iraqi government 
officials, BWL-Atlanta officers and employees and tntrade in a 
multibllllon dollar schoM to defraud ML; 

2. Use by Iraqi government officials of non-CCC guar ant sad, 
unsecured schoM proceeds to purchase products useful for ailitary 
purposes, including machines that could, among other things, remove 

.burrs from nose cones of missiles and compress nuclear fuel; 

3. Kickbacks paid to SNL-Atlanta officers from an Inflated 
CCC guarantee obtained by tntrade and assigned to ML-Atlanta; 

4. Iraqi purchases of more CCC guaranteed commodities than 
could be reasonably consumed in Iraq which strongly indicated 
barter, transshipment or other diversion from consumption in Iraqi* 

5. Iraqi purchases of CCC guaranteed commodities at prices 
exceeding world market prices indicating inclusion of "after sale 
services" in amounts guaranteed by OS DA CCC (and/or freight c osts 
prior to freight being covered by the CCC guarantees) ; ' — 

f. Some Iraqi purchases of CCC guaranteed commodities at 
prices lover than reflected in other sales of 0.S. products 
indicating inclusion of lover cost foreign product under the CCC 

guaranteed sales; 

7. currant continuing deMnds by Iraqi government officials 
and payments by 0.S. exporters receiving CCC guarantees of "after 


'Tom Convey, also of OSOA-OGC, had been advised of * many of 
these issues by phone on October 9, 1999. 

*CCC guaranteed commodities could only be traced as far as 
Jordan and Turkey, due to no OS DA requirement for bills of lading 
through to Iraq. 



244 


i«l« services" — avtn aftar USDA had adviaad Iraq to caaaa such 
demands for payments; 

• . Requirement of Iraqi govarnaant officials that exporters 
racaiving unsecured BNL- Atlanta schaaa proceeds make kickbacks to 
Iraq laballad aa 'consulting fees", etc., similar to tha "after 
sala services” daaandad on CCC guarantaad salasi 

9. Criminal coaplicity of cartain Iraqi govarnaant officials 
• than involved with US DA in tha CCC program in both tha schaaa to 

dafraud BNL of aultibillion dollar eradit axtansions and tha schaaa 
to dafraud USDA of tha cost of "aftar sala sarvicss" with tha 
intant to usa such schaaa proceeds for vhat aay ba ailitary 
purposas j 

10. Tha affact upon Iraqi craditvorth inass of tarainating 
thair blank chack from BNL- Atlanta. 

Da tails vara provided to Broach and MoClvain regarding tha 
above- listed matters. Many of those details are accurately 
reflected in tha October 13 , 1999 Memorandum of Conversation 
batvaan Stats and USDA-OGC ra OS DA Comments on Investigations of 
Iraq and the Banco Nazionale dal Lavoro, Atlanta Branch, Scandal. 
According to a November 1, 1999 Federal Beserve aaao , many of tha 
above- listed matters vara also referenced, but discounted, by USDA- 
OGC in an October 31, 1999 aeeting vith representatives *roa 
Treasury, State and tha Federal Reserve. 

Aftar providing tha above- listed information to USDA-OGC in 
October 1999, DOJ scheduled another briefing of USDA-OGC in USDA's 
Washington office on February 23, 1990, at vhich time additional 
non grand jury evidence from tha Northern District of Georgia 
criminal investigation vas shared. That information vas summarized 
in a May 16, 1990 latter from Mark Richard, Deputy Assistant 
Attorney, Criminal Division, DOJ, aftar tha Northern District of 
Georgia raised concerns through its memos of May 4, 1990 and Hay 7, 
1990 that USDA-OGC bad failed to acknovledge evidence disclosed in 
prior briefings. DOJ, tha Northern District of Georgia and USOA- 
OIG again briefed USDA-OGC in their DC office on May 29, 1990, 
providing extensive investigative details and handout materials. 

This memo to file vas prepared after learning that Northern 
District of Georgia briefings of USDA-OGC vara a subject of inquiry 
during recent congressional hoar lags. 
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DATE: 

Jum 8, 1992 

REPLY TO 

ATTN Of: 

At -720-2 

SUBJECT: 

October 11, 1989, Briefing of 
Kevin Brosch, OGC and 
Larry McElvaln, FAS 

TO: 

Richard F. Allen 

Oeputy Assistant Inspector General 


for Investigations 
Washington, O.C. 


a 


As requested by Otputy Assistant Insptetor General Richard F. Allan on Nay 22, 
1992. this Is a summary Jf-the briefing provided to Kevin Srosch, Attorney, 
Office of General Counsel (OGC). and Larry McElvaln, Foreign Agricultural.;; * 
Service (FAS), USOA, by Assistant United States Attorney (AUSA) Gale HdCenzIe 
on October 11, 1989. Th'is sumary Is based on notes taken by Special Agent 
A. Kenneth Golec and Supervisory Special Agent. William R. Stover during the 
October 11 briefing. This sumary presents topics that are relevant to a ’■ 
State Department neswrandua of conversation, dated October 13, 1989, which 
was released as part of the March 30, 1992, statement Bade by Congressman 
Henry Gonzalez published In the Congressional Record. The memorandum of 
conversation docuaentec a meeting between Frank Lemay, Special Assistant 
to the Under Secretary for Economic Affairs, State Department; Tom Conway. 
Associate General Counsel. OGC, USOA; Peter Bonner, Attorney, OGC, USOA; and 
Brosch, Attorney, OGC, USOA; and McElvain, FAS, USOA. 

This memorandum Is organized by topics shown in the Congressional Record. 


Payments 

Our notes show that AUSA McKenzie advised Breech and McElvaln that the 
Investigation fdund Iraqi telexes to exporters which requested the payment of 
consulting fees to Matrix Churchill, an Ohio based company. Matrix Churchill 
Is owned by TMG Engineering. • holding comoany based in England- with ownership 
triced back to Iraq. AUSA McKenzie said that a witness was willing to testify 
that consulting fees were paid to Matrix Churchill. AUSA McKenzie also 
advised that Matrix Churchill was unoer Investigation for providing missile ^ 
technology to Iraq. 


The Congressional Record showed: 


•Available information indicates that the GOI required exporters to pay 
a substantial 'consulting fee' to an Ohio based company named Churchill 
Matrix. The US Attorney has found that Churchill Matrix has Its 
headquarters In Great Britain and Is a wholly owned subsidiary of TMG. 
a GOI fully owned holding company. Some information has been developed 
that Churchill Matrix has been Involved In supplying military hardware to 
Iraq.* 
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After Silts Services 

AUSA McKenzie advised Bresch end Hc£Ivtin that generally any exporter who sold 
to Iraq had to pay after sales considerations to Iraq. AUSA McKenzie said 
that It appeared BNL-Atlanta officials had knowledge of kickbacks paid by 
exporters. AUSA McKenzie asked If an exporter paid a- $350,300 kickback to a 
BNL-Atlanta official for assistance In a CCC guaranteed sale, could CCC void 
the guarantee. 

MeEl vain stated at the October 11, 1989, briefing that during tM» 1988 
negotiations with Iraq, U.S. negotiators told the Iraqis In general teres 
that, *It was not In the spirit of the 8SM program to require after sales 
considerations. • According to Mc£lva1n, the Iraqis told the USOA negotiators 
that they would not request after sales considerations, Brosch said that 
Iraqi officials have claimed that In Iraq ft was a common practice to have » 
after sales service contracts. 

In response to AUSA McKenzie's question, Brosch-sald that exporters are only 
permitted to represent the net value ;of the commodity for tho CCC guarantee. 
Brosch said that if a $350,000 kickback payment was Included in tho commodity 
value for the CCC guarantee, the guarantee could be voided. A guarantee could 
be found void If a bans knew that kickbacks were made to make the sale. The 
agreement could also bs voided if the bank had knowledge of any consulting 
fees or allowances that were not netted out of the guarantee. As an example. 

If there was a $5 million commodity transaction that Included a $100,000 
allowance for truck parts, the $100,000 had to be netted out and the CCC 
guarantee Issued for $4.9 million. 

The Congressional Record showed; 

•The 601 reportedly required exporters -participating In CCC guaranteed 
exports to Inq to provide 'After Sales Services/... The GOI ms told 
by USOA about 18 months ago that these practices were illegal but they 
continued. The problem with these services, as with the payments, is 
that exporters figure the cost of the services Into the declared value 
of the comodlty sale. The upshot is that CCC Is again guaranteeing 
financing of both commodities and non-commodity goods. 

•In both the required fee payments and the after sales services it is the 
exporter who is liable under US law for falsifying documents given to the • 
USO. ... The 601 has admitted to using both practices and sees both as 
'good business practice.'* 
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Diversion of CCC guaranteed Funds/Commodttlta 

AUSA McKenzie questioned Broach about the Issue of Iraq purchasing sore 
coaaodltles then It needed. She told Broach the Investigative taaa was 
looking Into the possibility Iraq bartered commodity product*. 

Broach stated that he was unaware of any CCC regulations against Iraq 
bartering the coaeoditles after they were received In Iraq. If the 
commodities were bartered before reaching their specified destination, there 
mould not be a bill of lading to support the claim and CCC would 1 not have to 
honor the guarantee. Per 7 CFR 1493.811 there Is a CCC requirement to provide 
an ocean carrier or Intermodal bill of lading. 

» _ • 

HcElvaln clarified that'DBC has taken the position that a bill of lading does 
not have to show a country of destination. If the country of destination's 
a landlocked country." 'The. CCC would depend on the exporter's certificate of 
destination to show were the commodity was going. CCC did not ask for the 
land carrier bill of lading/transport for goods going from a port to a land ' 
locked country. ' 

The Congressional Record showed: 

‘Although additional research needs to be dons. It appears more and 
more likely that CCC guaranteed funds and/or coemoditles may have 
been diverted from Iraq to third parties In exchange for military 
hardware. HcElvaln reported that although. In the cases where adequate 
documentation exists, CCC comoditles can be traced as far as Jordan and 
Turkey, In many cases It is not clear that they ever reached Iraq. 

HMSigiLilliltll iflMlflttfll 

’ 0 

AUSA McKenzie said that Matrix Churchill was undtr Investigation for providing 
■Issllt technology to Iraq. AUSA McKenzie used spool f 1c terminology, nuclear 
fuel compactor and (tost cone burr,* In describing the ongoing Investigation 
regarding the government of Iraq's use of BNl-Atlanta financing to acquire 
military nlated equipment. 

The Congressional Record showed: ■ 

"USOA's Brosch noted, that the US Attorney said there was some Indication* 
that divertad funds (and possibly direct bank lent funds) were used to 
procure nuclear related equipment. Noted In particular were a 'nuclear 
fuel compounder' and a 'nosa cone burr.' Here the evidence of CCC 
diversion is not fully developed by the case remains open. DOO Is 
apparently Investigating this aspect of the problem.* 
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Additional AVlnoitloni 

AUSA McKenzie advltad that exporters bought commodities at low prices and sold 
tha commodities at Inflated prlcas to Iraq with BNl -Atlanta financing. 

Brosch said that FAS did not earn if tha axportars got tha bast sailing prlet 
for conodltlas sold to Iraq. FAS assund tha market would dlctata a fair 
sailing pries. Brosch said that CCC did not do pries reviews to saa what 
prlcas axportars chargad under tha GSM programs. 

ar * 

NcElvaln said there was no question that CCC prograa monitoring would be 
baafsd up. Mcfivaln did not know to what extant price aonltoring would be 
looked at. , . 

AUSA McKenzie cited exSiples of non-US origin seeds, tobacco, and sugar whiih 
exporters sold using BHL -Atlanta financing guaranteed under the GSM programs. 
AUSA McKenzie also stated that tha Investigation would Include GSM guarantees 
where tha sale price appeared below tha U-S. market price for the commodity 
sqld. 

AUSA McKenzie advised that the Investigative team suspected that 
non-agrieultural products could have been shipped to Iraq under the guise of 
the CCC GSM guarantee programs. This allegation was going to be looked Into 
during the Investigation. 

The Congressional Record showed: 

•Brosch and Conwav said that the US attorney Is looking at additional 
allegations In the BOLA scandal. These Include allegations of 
substantial over-pricing of commodities guaranteed under CCC; Inclusion 
of non-U. S. origin commodities In guarantee program shipments; and, 
shlpmont of equipment under CCC commodity guarantee financing.* 

It should be noted that AUSA McKenzie and Special Agent Art Wade of USOA-OIG 
provided other briefings to the 06C prior to the October 13* 1989, 08C Meeting 
with the Stite Department. 


A. KENNETH GOLEC 
Special Agent 


WILLIAM R. STOVER 
Supervisory Special Agent 
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October 11, lilt - 

t • 11 «.«. Urry Nellnltt, Kevin Broach, 
SQlMSU 1111 «t freer Matting 


(Joe lardy had speech, unable to attend) 

confirmed Iraqi opinions retarding "after 
sale services- 

confined M warning against such practices 
will request Iraqi documents reflecting such 
payments by 08 companies /SKL funded companies 
such kickbacks would render CCC guarantee void 
w »st show l/L to final destination (ie 
Iraq) to collect on CCC guarantee if there is 
default, to date, BHL has no such Bill of 

i4fi?? ** *** 000 guArant## *— 7 cm 

CCC will not honor guarantees on non 08 
commodities 

Bet material to CCC whether products priced 
well above market with profits all to "bedroom 
brokers" 

offered Iraqis only $400,000,000 on Thursday, 
May 4)0 full $1.28 soon due to Congnssional 
pressure over weekend 

Secretary of Agriculture and Ondersecretary for 
International Trade and Commodities (Crowder) 
wish case top be investigated with all due 
dispatch. Secretary may so direct 16 who can 
put more agents on case in addition to 2 full- 
time USDA Special Agents. 

Congress has mandated that $SB must be 
committed to CCC guarantees in p r od€w#102 and 
I500M in projSe#l03 for neat year. 
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AGR Draft 19 April 1990 
LIST OF TRACT DATES M ACR»S CALENDAR 

October 12, 1989 Meeting with Crowder regarding Banca Nazionale del 
Lavoro(BNL)/CCC 

HMMil • Raul and OGC attorney (Thomas V. Conway) meet with Mike 
Young, Deputy Legal Advisor at the State Department to discus 
Iraq. Meeting took place in Raul's office. (State's Legal Advisor, 
Abe So£aer, requested that we brief his Deputy because, at this 
point. State was very interested in pressing forward with the credits 
for Iraq, while USDA and the NAC were more amdous about it. 

He wanted a better sense of the issues and concerns.) 


October 26, 1989 Raul receives call from Steve Danzansky at the White House 

(Director of Cabinet Affairs and a friend of Raul’s from Reagan 
White House days); Danzansky asked that the offer for the credits 
to Iraq be put on hold for the moment. 

Raul requests research regarding the NAC process and how 
international credits are approved; Raul spoke with Chris 
Goldthwait at FAS about this. 


Raul meets with Danzansky, Grady of OMB, Robin Ross of Justice, 
Nick Rostow of NSC and John Schmitz of White Counsel's office to 
discuss the Iraq situation and the nature of the NAC process. 

October 31. 1989 Raul met with Crowder to discuss Iraq. 

Raul follows up with Danzansky regarding Iraq. 

November 3, 1989 Raul consulted with USDA and other agency personnel regarding 
Iraq including OMB, White House, Treasury, Justice and NSC 

November 6, 1989 Raul scheduled to brief OMB regarding Iraq (ACR is not certain 
this meeting took place.) 

Raul spoke with Snead (OIG) regarding Iraq; Raul is assured by 
OIG that they have no information suggesting USDA should not 
extend additional credits to Iraq (Snead reconfirmed this in a 
second telephone call later that day.) (OIG has reconfirmed this 
repeatedly, including up to the present time.) 
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CHRONOLOGY 
Page 2 


November 7, 1909 Rani a c co m p ani ed Parnell to meet with Robson to discuss Iraq. 

Raul spoke with Executive Assistant to the Attorney General Rohm 
Rom to discos criminal investigation of BNL situation. 

8, 1909 Rani acc o mp a n i es Parnell and Crowder to NAC meeting on Iraq 
chaired by Robaon (NAC a pp roves credits). ' 

16, 1909 Rani has penonal hutch with Danxansky. 

22, 1909 Raul thanks Robin Ross at Justice for his cooperatioa in 
coordinaring with USD A on Iraq. 

u 1909 In a sgalbumniaigd meeting at the State Department, the standing 
group of the "General Counsels Consultative Group" meets to 
discuss issues of general interest. Iraq does no£ come up. The 
m e etin g was conducted at State became it rotates around the 
dep artmen ts. It is chaired by either the White House Counsel 
and/or an Assistant Attorney General from Justice. 

Raul speaks with Robin Rom of Justice (he is not aware of anything 
new on Iraq). 

December 4, 1909 Rani mee*« with OGC attorney to di sc us s a number of issues 

regarding Iraq raised by a Treasury Department staff attorney (no 
current record of what those issues might have been; but this 
meeting was of no particular significance other than as an entry in 
RauTs calendar). 

December 6, 1909 * Raul advised Parnell regarding status of criminal investigation 
regarding BNL. 

D e c em b er 11, 1909 Raul advises Parnell regarding update of status on BNL situation. 

December 12. 1909 Raul meets with Crowder, Conway and Brosch regarding Iraq. The 
ooovf tsatioo centered around OGC*s administrative review of 
certain exporter records. 
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December 18, 1989 


December 21, 1989 


January 2, 1990 


January 12, 1990 


January 22, 1990 
January 24, 1990 


Raul accompanies Crowder to meet with Under Secretary of State 
Dick McCormack to discuss Iraq situation. 

Raul speaks with Gene McAllister at State and Ede Holiday at 
Treasury regarding Iraq. (McAllister is Assistant Secretary of State 
for Economic and Business Affairs and a personal friend of Raul's 
from Reagan White House days.) 

Raul and Crowder meet with the Secretary. (Iraq is possible 
discussion topic.) 

Raul briefs Jay Bybee in White House Counsel's office regarding 
Iraq. A paper has been prepared for Senate Agriculture Committee 
staff describing developments on Iraq. Bybee indicates paper is 
okay for transmission to the HilL OGC prepared this paper. 

Raul meets with Crowder and Brosch regarding Iraq. 

Raul spoke with Bob Grady of OMB regarding Iraq. 

Iraq memorandum is sem to Senate Agriculture Committee staff 
(approx, date). 

Jay Bybee of the White House Counsel's office asks to be given a 
telephone call if there are any significant developments regarding 
Iraq. 

Raul calls Ede Holiday at Treasury regarding Iraq. 

Iraq memorandum prepared for Raul by Conway and Brosch. 

Raul meets with Conway and Brosch regarding Iraq. 

Raul meets with Ede Holiday regarding Iraq. 

Raul meets with Crowder regarding Iraq. 

OIG advises Raul that criminal investigation at this point does not 
involve any counts involving USDA or CCG Basic case involves 
bank fraud. There is a possibility that exporters provided faulty 
data to CCG but very unclear at this point 



CHRONOLOGY 
Page 4 

January 24, 1990 


January 30, 1990 

February 1, 1990 
February 2. 1990 

February 5, 1990 
February 8, 1990 

February 12, 1990 


00725 *; 


Raul calls Robin Ross at Justice to check whether there is anything 
new regarding Atlanta criminal investigation. 

Raul spoke with Abe Sofaer at Stat* regarding a request to Iraq 
that they cooperate with USDA's administrative investigation. 

Sofaer agrees that this is a good idea and asks to see a draft of 
Raul's memorandum requesting that State and Justice cooperate in 
making this request of Iraq. 

(Approx) Raul discusses Iraq with Snead and Rush of OIG. 

McAllister at State advises Raul that the idea of seeking Iraq’s 
direct cooperation sounds okay. 

Raul sends draft of memorandum requesting State and Justice 
coordination on requesting information from Iraq to Sofaer and 
Ross. 

In a tmalhr unrelated meeting, the General Counsels Consultative 
Group rec on v en es. The subject of Iraq does not arise. (Meeting 
takes place at Justice.) 

Snead of OIG advises Raul that he has no problem with Raul’s 
memorandum requesting State and Justice coordination on approach 
to Iraq. 

Sofaer responds that Raul’s memorandum is okay. 

Bob Mueller in Robin Ross’ office advises Raul that Iraq 
memorandum is okay. 

Ede Holiday at Treasury advises Raul that either she or a Treasury 
Assistant Secretary will convene a sub-NAC meeting to receive an 
update regarding the status of USDA’s administrative review. 

Raul speaks with Sofaer and Holiday regarding the memorandum 
on the approach to Iraq. 

Senate Agriculture Committee General Counsel Jim Cubie 
telephones Raul and. among other things, mentions that he feels he 
is not getting enough information on Iraq. 
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February 15, 1990 
February 20, 1990 


February 21, 1990 


February 22, 1990 


007257 


Raul meets with Veneman and others r eg ar d in g Iraq. 

Raul, Crowder and Brosch have breakfost with Safire. 

Raul meets with Crowder regarding Iraq. 

Raul meets at State D ep artm e n t with Softer. Holiday and Mueller 
and/or Mark Richard from Justice at the State Department 
regarding Iraq. Also attending from USDA were Snead, Goldthwait 
and Brosch. The subject of the meeting concerned Raul's 
memorandum that State Department direct a request to Iraq that 
they cooperate with USDA's administrative review and that certain 
specific questions be put to Iraq in that regard. 

Sofaer requests that USDA prepare the specific questions that could 
be submitted to Iraq as pan of their cooperation regarding USDA's 
a dministrati ve review. The questions should be circulated to Justice 
and Sate. 

Raul calls Sofaer and Holiday to clarify a point raised at the 
meeting at State. Raul confirmed that USDA planned to act 
deliberately regarding any second tranche of credits for Iraq. 

USDA would not be governed by any lOnlay-co-two-week time 
frame regarding approval of the second tranche. 

Raul speaks with Abe Sofaer at Sate regarding status of criminal 
investigation regarding BNL. 

Raul accompanies Crowder to testimony on Hill (Raul believes Iraq 
was raised by Senator Leahy at this testimony on USDA's 
international programs; Raul advises that USDA's background letter 
for the committee not be made public given the sensitivity of 
pending investigations.) 

Raul called Bob Mueller at Justice regarding Iraq. 

Raul shares draft of proposed information letter to Leahy with 
State. Treasury. Justice. White House and OMB for review and 


Raul attends sub-NAC meeting with Veneman and Brosch. The 
meeting is conv en ed and chaired by Treasury. 
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February 23, 1990 
March 1, 199Q 

March 2, 1990 
March 9, 1990 

March 12, 1990 
March 13, 1990 


March 13, 1990 


OO 7308 


Raul meets with Crowder regarding Iraq. 

Raul briefs Crowder regarding status of criminal investigation 
involving BNL. 

Raul briefr Ede Holiday regarding information from Justice on Iraq 
generally (not just GSM) via secure telephone. 

Raul briefs Secretary regarding information from Justice regarding 
Iraq. 

Raul meets with Crowder and Snead regarding Iraq. 

Raul briefs Rostow regarding information from Justice on Iraq via 
secure telephone. 

Raul speaks with Ede Holiday regarding Iraq. 

Raul meets with Atlanta U.S. Attorney, officials from main Justice 
and Broscfa regarding Iraq. 

Raul speaks with Jay Bybee in White House Counsel’s office via 
secure telephone regarding information from Justice concerning 
Iraq. 

Raul speaks with Rostow regarding Iraq. 

Raul meets with Crowder regarding Iraq (twice). 

Raul speaks with Sofaer, Mike Young, and Bob Mueller from 
Justice, Bob Daxnus from OMB and Jean Archibald and Marilyn 
Muench from Treasury. (Subject concerns briefings from Justice.) 

Raul advises Brosch to revise Iraq letter since USDA approach to 
Iraq will now proceed on separate track from Justice investigation. 

Raul speaks with General Counsel for the Federal Reserve 
regarding his perspective on bank fraud at BNL. 

Raul speaks with Congressman Skeen regarding Iraq GSM exports. 
(Skeen asks to be kept up to date on any new Iraq developments.) 
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March 15, 1990 
April 2, 1990 

April 4, 1990 

April 9, 1990 

April 10, 1990 
April 12, 1990 

April 13, 1990 


007299 


Raul meets with Iraqi Ambassador in Crowder's office. Ambassador 
agrees that Iraq will cooperate with USDA request for a meeting to 
ask specific questions as part of our a dminis tr a ti v e review. 

Raul meets with Crowder 'and Shipp regarding Iraq. 

Raul checks with Justice regarding timing of Iraq indictments. 

Raul takes call from Congressional staffer Brad Shinn regarding 
Iraq. 

Raul me e ts with Under Secretary of State McCormack and Crowder 
to discuss Iraq. 

Raul speaks with Treasury General Counsel Ede Holiday, who 
suggests that Robson suggests broad Congressional briefings. 

Rani speaks with Parnell and Crowder. 

Raul discusses upcoming OGC/FAS trip to Baghdad with Crowder. 
Raul meets with Crowder. 

Raul meets with State regarding the provision of our letter setting 
forth specific questions to the Iraqi Ambassador in Washington. 
(State advises we should provide it) 

Raul meets with Crowder regarding Iraq. 

Raul attends "PCC at State Department chaired by Assistant 
Secret ary John Kelly regarding Iraq. Paul Dickerson of FAS is 
principal USDA representative at the meeting. 

Raul meets with Brosch, Venetian, Shipp, Dickerson. Gokltfawait, 
and Jeff Rush of OIG regarding upcoming OGC/FAS trip to 

lUgi adad 


USDA press release issued. 
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April 18, 1990 
April 19, 1990 


007300 


Raul speaks with rAfigw>ttmiii Skeen to advise of USDA's press 
release regarding GSM credits for Iraq. 

Rani meets with Holiday and Treasury, and State Department 
representatives to disease Iraq. Meeting is requested by Treasury to 
provide Robson with an opportunity to ask about Congressional 
briefings. 

Rani meets with Veneman, Shipp, et a L regarding response to New 
York Times regarding Iraq. 
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informational memorandum por secretart teutter 


SUBJECT: Iraqi Credit Consul ta t ions 


e 


BACXCROUNO : 

The Iraqi delegation entered negotiations Thursday, October 3 with the CCC. 
Iraq requested a total $1.2 billion of GSM-102/103 financing for FT 1990. 

At the outset of consultations USDA had evidence of possible inproprieties in 
connection with the program, prlaarily as a result of the Banca Rationale del 
Lavoro (BNL) - Atlanta affair. p5ur position was to provide an Initial $A00 
■illion until the investigation oT BNL, which has financed approximately $720 
aillion of past CCC business, was completed. Oespite this offer, negotiator 
vere stalemated; 'subsequently, further information obtained by USDA 
investigators in Atlanta suggested that negotiations be suspended until 
sufficient information is available to protect the integrity of the GSM-102 
credit guarantee progra mTJ 

On Thursday, October 12, because .dditlonal concerns were uncovered in 
Atlanta, USDA informed the Iraqi delegation that we felt best that 
consultations be suspended pending further notification. Moreover, the Iraqi 
Minister of Trade Instructed the team to return to Iraq today. 

“tTL. USDA has evidence of the solicitation of after-service fees^Other 
possible improprieties concern overpricing, non-U. $. content, and non-delivery 
to Iraq on soae GSM-102 sales contracts. These allegations, if true, would 
constitute violations of regulations governing the GSM programs. Moreover, 
because exporters are required to Bake certifications, both with respect to 
price and U.S. content, these problems may have resulted in miscertifications 
which would constitute a violation of federal law. 

END m. 

Talking Points: 

1. Ve recognize that Iraq is an important market for U.S. agricultural 
commodities. Questions have been raised regarding possible improprieties 
relating to CCC programs,, possibly as a result of the Banca Rationale del 
Lavoro (BNL) scandal. However, at this time there is only limited and 
indirect evidence of Iraqi Government involvement. 

' 2 , Because of these concerns about the program, ve offered to announce an 
'initial level of $400 millioo in GSM-102 credit guarantees pending resolution 
of this problem. However, the Iraqi delegation continued to press for a 
higher level. Since USDA and Iraq delegation vere unable to reach agreement, 
'negotiations were suspended. 

3. Both delegations agreed to resume discussions later in the year once the 
issue of possible improprieties relating to CCC programs are resolved. 
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Storttiry of State Batr's October 19, 1989 inior Staff Kaating 


Tha fol loving paga contains notes taken by a senior State 
Department official on October 13, 1989 at Secretary of State James 
Baker's daily senior staff meeting. As the preceding memorandum to 
Secretary of Agriculture Clayton Yeutter reveals, on October 12, 
1989 the Department of Agriculture had decided to withdraw its 
offer to Iraq of $400 million in credit guarantees. This decision 
was based on information gained by USDA attorneys during their 
meeting with Assistant U.S. Attorney Gale McKenzie in Atlanta on 
October 11, 1989. McKenzie informed USDA of evidence of criminal 
complicity of Iraqi government officials in a multibillion fraud 
scheme, the purchase of nuclear-related equipment with scheme 
proceeds, and numerous Iraqi attempts to corrupt the CCC program. 

The senior official informed the Banking Committee that his notes 
represent Secretary Baker's response to being told of USDA's 
decision to withdraw the offer of credit guarantees to Iraq. The 
notes read: 


"USDA — w(it)hd(ra)w 400 (million dollars) is step in 
wrong direction — get it back on to the table." 
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DATE: October 13, mt 

SUBJECT: USDA Comments on Investigations qf Iraq and the 

** Banco Hasionale del Lavoro, Atlanta Branch. Scandal 


DISTRIBUTION: 

E: Richard T. McCormack, Under Secretary of State for 

Economic Affairs. 

Sam Hoskinson, Executive Assistant to the Under 
. Secretary of State for Economic Affairs 

L: Abraham D. Sofaer, Legal Adviser 

NEA: Jock Covey, Acting Assistant Secretary 

E8: Eugene McAllister, Assistant Secretary 

, Office of Development Finance 


PARTICIPANTS: State: Frank Lemay, Special Assistant to the 

Under Secretary for Economic Affairs 

USDA: Tom Conway, Associate General Counsel 

Kevin Brosch, Attorney, Office of the 
Ceneral Counsel, F\S 
Peter Bonrer, Attorney, Office of the 
Ceneral Counsel, FAS 
Larry McElvain, Director of Export 
Credits, CCC 

LOCATION: Department of Agriculture, Office of the Ceneral 

Counsel,* Room 2307, South Building 


Summary: r 

There are currently 10 separate investigations of Banco 
Nationals del Lavoro, Atlanta Branch (BDLA) , lending activity . 
to Irag. As investigators dig further into the paper morass, 
more and more indications of significant wrong-doing on the 
part of BDLA and Iraq are surfacing. It now appears that at a 
minimum elements of the Covernment of Iraq (COl) knew of the 
illegal dealings of the BDLA but found it convenient to 
continue using its good offices. Indications are that in 
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addition to violating US banking laws# tho BOLA's activitias 
with Iraq may have lad to divarsion of CCC guarantaad funds 
fro* commodity programs into military salas aithar directly# 
through bartar arrangement* during transit# and/or through 
requiring fees to be paid on various transactions in violation 
of US regulations. In addition# payments required by Iraq of 
exporters wishing to participate in the Iraqi .market may have 
been diverted into acquiring sensitive nuctear technologies. 
.This has yet to be fully substantiated. End Summary. 

The Investigations!^' 

The FBI# Federal Reserve# Comptroller of the Currency# US 
Attorney# USDA Inspector General Office# COD Inspector General 
Office# Georgia State Banking Regulators# US Customs# the IBS# 
and Italian Bank Regulators are currently all investigating 
Banco Nationals del Lavoro# Atlanta Branch# lending activity to 
Iraq. As Brosch put it *The investigations are at the 
explosion state.* As investigators begin to dig through the 
BDLA*s records and as BDLA officers agree to cut deals with the 
US Attorney# we can expect further revelations of who knew what 
when. 

USDA expectations are that the investigation could *blow the 
roof off the CCC.* With reference to the CCC program the 
question is whether GO I officials were involved in breaking US 
law and CCC regulations. As Conway pointed out# the GOl knew 
fully that its dealings with the BDLA were not sanctioned by 
the Banco Naxionale del Lavoro home office. The GOI could have 
approached the home office for financing at any time. Because 
it did not do so# Conway said# *the US attorney believes the 
GOI was malfeasant and involved.* 

Although most of the investigations are focusing on the illegal 
banking activities of the BDLA# USDA is looking at possible 
diversion of CCC guaranteed commodities during transit# illegal 
payments required by Iraq of exporters in order to enter the 
Iraqi market# and *After Sales Services* which require 
exporters to provide such items as trucks# spare parts and 
other agricultural and non-agricultural equipment as part of 
CCC deals. Companies that would not make payments and/or 
provide after sales services ware apparently kept on a 
black-list and not allowed to participate in the Iraqi market. 
Violation of banking regulation is beyond USOA’s scope; 
breaking CCC regulations is of paramount concern. 
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Pi/m«nts: » 

Available information indicates that the COX' required exporters 
to par a aubstantial •consulting fee* to an Ohio based company 
named Churchill Matrix. The US Attorney has found that 
Churchill Matrix has its headquarters in Great Britain end is e 
wholly owned subsidiary of TMG, a GOI fully owned 
company. Some information has been developed that Churchill 
Matrix has been involved in supplying military hardware to 
Iraq. It is not clear if the fees required of exporters went 
to pay for the military purchases. Information indicates, but 
is not conclusive, that users of CCC program guarantees were 
forced by the GOI to pay the fees as well. If exporters did 
pay the fees, CCC was probably guaranteeing financing for ootn 
commodities and, through inflated pricing, the required 
additional payments. 


After Sales Services; 

The GOI reportedly required exporters participating in CCC 
guaranteed exports to Iraq to provide *After Sales Services • 
These services required exporters to provide, C*«a of charge, 
various types of equipment and spare parts to Iraq. The GOI 
was told by US DA about 18 months ago that these practices were 
illegal but they continued. The problem with these services, 
as with the payments, is that exporters figure the cost c£ the 
services into the declared value of the commodity sale. The 
upshot is that CCC is again guaranteeing financing of both 
commodities and non-commodity goods. 


In both the required fee payments and the after sales services 
it is the exporter who is liable under U$ law for islsifying 
documents given to the USG. If they can show that Iraqi 
officials were involved, conspiracy charges Could be brought 
against all those involved. The GOI has admitted to using both 
practices and sees both as *good business practice* • 

Diversion of CCC Guaranteed Fund s/Commodities: 


Although additional research needs to be done, it appears more 
and more likely that CCC guaranteed funds and/or commodities 
my have been diverted from Iraq to third parties in exchange 
for military hardware. McElvain reported that although, in the 
cuti where adequate documentation exists, CCC commodities can 
be traced as far as Jordan and Turkey, in many cases it is not 
clear that they ever reached Iraq, where documents indicate 
shipments arrived in Baghdad, the timing appears 
improbabl e-- shipments arrive in Baghdad prior to arriving at 
interim ports. McElvain and the USDA 1G are 
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concerned that commodities were bartered In, Jordan end Turkey 
lor military hardware. BDLA paperwork Is s» sloppy on this 
point that it may be months (or never) that we can reach a firm 
conclusion on the diversion issue. 

Nuclear Related Equipment 

USDA's Broach noted that the US Attorney said there was some 
indication that diverted funds (and possibly direct bank lent 
funds) were used to procure nuclear related equipment. Noted 
in particular were a "nuclear fuel compounder" end e "nose cone 
burr." Here the evidence of CCC diversion Is not fully 
developed but the case remains open. DO0 is apparently 
investigating this aspect of the problem. .. 

Additional Allegations: 

Brosch and Conway said that the US attorney is looking at 
additional allegations in the BULA scandal. These include 
allegations of substantial over-pricing of commodities 
guaranteed under CCC: inclusion of non-US origin commodities in 
guarantee program shipments: and. shipment of equipment under 
CCC cornnodity guarantee financing. 

Conclusion and Comment: 

Taken together the points discussed during the meeting indicate 
we should proceed carefully in urging the immediate provision 
of CCC guarantees to Iraq. If smoke indicates fire, we may be 
facing a four alarm blase in the near future. This is 
particularly true given the intense scrutiny the CCC program 
has been under during the last year. HcElvain indicated th*t 
there were If investigations of CCC this year and the 
"integrity of the ptogram is now in question." USDA attorneys 
will be going to Atlanta for discussions with the US attorney 
during the coming week. Additional information on the various 
investigations will be available upon their return. 


r 


10/14/S* 
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Office of 
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it H«Md obvious vs nssdsd to 
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v«s srs also working on ths 
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DEPARTMENT OP THE TREASURY 

VMHINCTON 


© 

AMIITANT UCAITAAV 


MEMORANDUM FOR 

THROUGH *. 

FROMt 


SUBJECT i Credit Guarantees for Iraq In FT 1990 


Iaaua 

Treasury and fVr have opposed additional CCC c rad it 
guarantors to f inane# agricultural exports to Iraq until th# 
implications of th# Banca National# d#l Lavoro (BNL) affair 
hav# b##n sort#d out. Should, 5 lift .*'■ or oth#rs 

approach you to r#v#rs# th# Treasury position 4 , you should b# 
a war* that we (1) rant to r#solv# issues surrounding th# BNL 
affair by r#c#lving assurances fro# CCC that th#y ar# taking 
st#ps to tighten their oversight of th#lr prog ran to avoid 
further BNL typ# problems, and (2) would b# prepared to support 
an $900 million program for FT 1990 for Iraq if th# BNL affair 
is sort#d out. 


Background 

Th# BNL Affair , in August th# FBI found that substantial 
amounts of financing had b##n mad# avallabl# to th# Government 
of Iraq by th# Atlanta branch of Italy's state-owned BNL 
all#g#dly without authorisation from th# bank's central offices 
and off the books. Borne of th# credits may hav# supported 
illicit arms shipments. 

US DA' s Commodity Credit Corporation has guaranteed 
repayment by Iraq of some $700 million of thege credits for the 
purchase ot US agricultural commodities. The/ 9 PegT 
§ ~ investigation has brought to light potentially serious 

deficiencies in CCC procedures regarding foreign content and 
pricing (possibly allowing kickbacks to Iraqi officials). 

rsa£e*,*fjt. Treasury 

Credit guarantees for Iraq . _ | 4 • { have 

opposed any programming lor Iraq in FT 1900 without satis- 
factory assurances, which'# . has been unable or unwilling to 
give, that CCC problems brought to light by thq^nvestlgatlons 
are being addressed. A^'IT'^^wlth support from 'sod other 

agencies, had proposed to the Iraqi buying team (which arrived 
in Washington October S) an interim program of $$6o million for 
FT 1990. / 
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Alf'OiltmfC 

NcauM of sharpened + concerns about ML issues, and 
lack of Iraqi flexibility to accept a program laaa than a full 
91 billion in guarantaas (aa in tha past two fiscal years), the 
buying team returned home October 12 with no program in place, 
we understand that USbA is now awaiting further information on 
developments in the investigation before going forward with a 
program in Iraq. 

\0n October 9, the Iraqi Foreign Minister raised the issue 
with'*#' .* ' who said be wanted a solution and would 

look into tfce matter immediately. Absent ML issues, we prefer 
an $900 million program because we want to start cutting back 
ip Iraq due to creditworthiness concerns. 
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or ns 


DATS: October 20, 1009 

SUBJECT :CCC Program for Iraq 

John Kuray spoke with Kevin Brosch, who is in the 
General Counsel's Office of the Department of Agriculture and who 
is responsible for the CCC program. Be told John Kuray that he 
has made two trips to Atlanta to meet with the Assistant United 
States Attorney who is conducting the Banca Kazionale del Lavoro 
(BNL) investigation and to review documents concerning CCC 
transactions. Nr. Brosch stated that on neither trip was he 
accompanied by members of an Iraqi delegation who were in the 
United States to discuss the CCC program. 

Mr. Brosch told us that he understands that the Iraqis 
traveled to Atlanta to meet with persons involved in the 
investigation. Prior to their trip to Atlanta, the Iraqis 
apparently believed the whole natter was "political". However, 
upon their return from Atlanta, the Iraqis gave the impression 
that they were convinced this matter was the subject of a serious 
investigation • 

According to Nr. Brosch the CCC program for Iraq 
remains on hold until the situation in Atlanta is clarified. He 
said that his initial review of documents in Atlanta indicates 
that there is no convincing evidence that there is a problem with 
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th« CCC transact ions . Mr. Brosch also said that ha has not 
unoovarad avidanca of payments to tha Iraqis in ordar for sailors 
ho paj^ipipate in deals. Ha said that his review is only in its 
initial stag**- 

According to tha "Assistant Uni tad States Attorney , Gail 
McKenzie, there is avidanca of payments being made to 
"consultants” who vara controlled by tha Iraqis. These payments 
remain one of tha subjects of her investigation. 


/ 
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« 


DEPARTMENT OP THE TREASURY 
UNITED STATU CUSTOMS SERVICE 



DAT * : OCT 20 BBS 

fILfs EHf-l-I:EO:ST:X 


TO Assistant Commissioner 

Office of Enforcement 

FROM t Director 

Strategic investigate ns Division 

SUBJECTS BAMGA KAIIOHALE dol LAVOSO 

Tho obovo cited case, currontly under investigation by 
Offleo of tho RAC/Atlanta, is o multi-agency task fores operation 
involving sovoral jurisdictions. Tho SAMOA KASZOKALS dol LAvcac. 
(But) is an Italian intornational banking fins with 
branch offices in numerous countries and cities to include 
Atlanta. BNL Atlanta's primary business, is the funding of 
export goods and Commodity transactions. The case was opened as 
the result of allegations that two Atlanta based executives ef 
the fins had provided 2.1 billion dollars in unauthorised and 
uncollateralised loans to American. British, and Italian firi^s 
involved in trade with Iraq and other countries. fS addition. 

SSL is suspected te have provided loans to various firms for 
i export to Iraq of missile related, technology for use in the 
* condor ZZ project. 

At present, the agencies Involved, in addition to Office :f 
enforcement. u.S. Customs Service, in c l u de Office of foreign 
Assets Control, U.S. Treasury, The federal Bureau of 
Investigation, The Internal Revenue Service, U.S. Department :? 
Agriculture, Defense Criminal Investigative Service, and 
examiners of tho federal Reserve Bank. 

Coordination and control of the Task force ema n at es from **• 
Office of tho 0*9. Attorney, Atlanta. Present indications a;* 
that in addition to violations of laws within ths jurlsdlct:; a 
of the agencies cited above, violations of Tho export 
Administration Act, The Arms export Control Act end foreign 
Control Regulations have taken place. 
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OrriCS MEMORANDUM 


To 


D*te October 23. l»i» 

Subject Banca Ha liana la del Lavoro - 
Atlanta (BML-A) update for week anding 
Pctohtr 2SU li&l 


Tba following natter* vara discus sad by FRBNY and FRBA 
examiners with BML-A Manager Luciano Silvastri and BNL band 
office inspectors. 

* BNL-A records oovaring CCC guaranteed credits total $733 
million, however, CCC records show a total of $662 million of 
guarantees issued in favor of BNL-A. This $71 million 
discrepancy is being investigated by BNL-MY officers and • 
Department of Agriculture agents working at BNL-A. CCC ;• 
primarily guarantees the Rafidain Bank exposure. 

* Mr. Silvestri Indicated that BNL head office has developed 
information on a number of transactions which indicate the 
possibility of kickbacks between some companies located within 
the United States and the previous officers of BNL-A. Mr. 
Silvestri added that BNL unfortunately lacks evidenoe which 
might stand the test of legal proceedings. The following 
companies were mentioned. 

Evro Magharib Inc., New York 

Pitt Export Company, Greenville, North Carolina 
Associated Instruments Company, Georgia 
Servaas Incorporated, Indianapolis, Indiana 
Rotec Industries Inc., Elmhurst, 111. 

* A group of companies which is also involved in questionable 
transactions with BNL is the Amman Resources Group, Amman, 
Jordan. The group Includes at least six companies of which 
three are in the U.3. The principal of this group of 
companies, Mr. Dajani, has a close friendship with Mr. 

Dragoul, the ex-manager of BNL-A. Nr. Silvestri stated that 
Mr. Dajani is reportedly related to the Jordanian royal family 
and one of his relatives is connected with the Central Bank of 
Iraq. BNL has been in communication with Mr. Dajani who is in 
London. Mr. Dajani is reluctant to come to the D.S. but is 
expected to visit BNL's management in Rome. 

* BNL's Inspectors c eased performing operational duties at BNL-A 
this week and will concentrate on the review of all credit 
files, suspense items, profit and loss accounts. They will 
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also bogin to reconstruct the sooounts of Control Bonk of 
Zrsq, Rafidain Bank and Entrado going back to early 1917. 

* Agents of the Department of Agriculture are investigating at 
BNL-A why some U.8. grown sugar shipped by Sntrade was sold at 
a price between 10 and 11 cents to the pound. Price of U.S. 
produced sugar is approximately 19 oents, while non 0.8. 
produced sugar is approximately 10 oents. These shipments 
were guaranteed by the CCC and there is a strong likelihood 
that the sugar was not grown in the U.B. 

* An attorney for Bntrade will be visiting the Assistant U.S. 
Attorney in Atlanta some time next week. 

* There are indications that for several years Bntrade paid 

$29,000 per annua to Mr. Ouadaginni, BML's regional manager at 
the time, until mld-1997. He was replaced in August 1997, by 
Nr. Bardelll. Nr. Ouadaginni, as we know, is on LBS's board 
of directors here in New York. ^ 

* The accounting firm of Ernst and Young' has begun to work with 
BNL's auditors to review and develop the Atlanta Agency's 
internal controls and procedures. The primary task of the CPA 
firm is to reconcile all accounts at BNI/-A by December 1999. 

* Regional Manager Lombardi Indicated that Banoa d* Italia gave 
BNL a deadline of ehd of October to begin to implement new 
guidelines for all overseas offioes of BNL to significantly 
strengthen internal controls. 

* * * * 


j and reviewed in Atlanta 

outstanding and expired letters of credit (VCs) Issued by the 
Central Bank of Iraq (CBI) and confirmed by BRL-A. All of the 
VCs reviewed were recorded on the grey books of BNL-A. 

The dollar amount of VCs reviewed aggregated $447.4 
million, representing approximately 92 percent of total VC's 
outstanding to the Central Bank of Iraq. „ In addition, a number 
of expired VCs Issued by CBI totaling $90.3 million were also 
reviewed. Disbursements made under these expired VCs were 
recorded as loans on the grey books of the bank. Me undertook 
this review in an effort to determine the validity of the credits 
and the accuracy of the bank's internal records. However, 
nearly all of the fllefc contained Insufficient documentation and 
therefore, an assessment of the validity of the credits can not 
be made. Important findings includes 


- A significant portion of the letters of credit are not 
supported with complete documentation, such as bills of lading, 
certificates of origin, packing lists, inspection certificates, 
shipping invoices, and in some cases, commercial lnvoioes. 

Without the above, it is not possible to verify the legitimacy of 
the credits and the description of the m er cha n dise being 
financed. 
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- MfL-A did not nalnt* in • daily record summarising latter 
of credit tranaaction details including VC's issued and 
confirmed, payments race lead, commission and fee i ncome 
collected, to support the general ledger system* 

- In most oases, fees charged for advising, negotiating, 
and confirming L/Cs appear to be significantly below market 
rates* Xn some cases, it seems that no fees were collected by 
MfL-A to confirm VC** BHL-A typically charged a total of 13 
bfcsis points for fees on VCs. By way of comparison. 
Manufacturers Hanover confirmed a cash collateralised VC issued 
by the Central Bank of Iraq and charged 40 basis points* 

Xn addition, examiners reviewed a limited number of CCC 
guaranteed letters of credit Issued by Bafidaln bank and 
confirmed by BTIrA. Information relating to these credits was 
provided to agents of the Department of Agriculture to asslpt in 
their on-going investigation. ^ 


• a * a 


The activity of the Canadian subsidiary, BML of Canada, 
was discussed with Beg local Manager Lombardi* Be indicated that 
no current information on the subsidiary's activity is available 
in Mew York. Mr. Lombardi added that next month he will be 
appointed to the board of directors of BML of Canada. Nr. 
Lombardi's appointment should have taken effect earlier but due 
to the Atlanta problems, it was overlooked. Apparently the 
Canadian subsidiary has always reported directly to head office. 
According to Mr* Lombardi, two of the Canadian offices, Vancouver 
and Montreal do not engage in any trading activities. Toronto 
does a very limited amount of foreign exchange primarily to 
accommodate customer needs and no positions are taken. Mr* 
Lombardi believes that PX activity in Canada Is very small. 
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Oftio TO 
PAD! 


SUBJSCTi TIm Iraqi CCC Program 

i flaw rot DBCMioi 

Nhatter to push for a full CCC program for Iraq. 

ESgEHTIAL fACIOIA 

Over tho laat five years USDA'a Commodity Credit 
Corporation (CCC) ha* guaranteed iom $4 billion in loan* for 
U«f. agricultural exports to Iraq under ita OSH program, which 
Iraq ao far haa rapt id on schedule. Thia year, concarn ov«r 
poaaiblo Iraqi involvement In tho acandal in tho Atlanta branch 
of Italy's Banco Ha* ion a la dal Lavoro (ini) cauaad V80A to 
withdraw ita first, billion-dollsr offar for FYfO and put 
forward Inataad an "interim* program for $400 million. Tho 
Iraqiat believing ao largo a raduction would bo widely viewed 
an a O.f. vote of no-confidence la thalr economy, raj acted tha 
400 million. They hopo wo will coma bach offering tha full 
program hot alao have begun to hedge thalr bet by looking into 
other aourcaa of supply. Tarlq Asia ralaad tho issue with you 
on October (« and you promised to look into it personally. 

Sarlior thia month, tho Praaldont signed N60-2I, mandating 


M earlier taie aonen. cne rmioam a a gnaw n ow- 41 , mnua 

copies TO 1 py Clu ^ 0 g proved aconomlo and political ties with Iraq. 

• Since laat year's cease-fire in the Oulf War, trade haa become 

the central factor in thia relationship. Iraq la now our ninth 
largest customer for agricultural contodltles, and tha U.S. ip 
Iraq's largest supplier of non-military goods. Iraq haa 
signalled the importance it places on tha relationship by 
giving first priority to reoaylne CCC-guaranteed loans at a 
time when it faces severe financial difficulties. (Tressqry 
and the Fed cite these difficulties — Iraq has failed to make 
sone payments on its $30-40 billion debt to non-Arab creditors 
— la opposing any FYf# CCC program for Iraq.) Our ability to 
influence Iraqi policies in areas inportant to *•»*** 
to the middle Bast peace process, will be be heavily influenced 
by the outcome ef the CCC negotiations. 
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uiM'f MMtil Count* 1 kn iMkil ink* kb* Wft 
inveetlgatiaa and V kn ipokm with UBOA and lnl«M*4i«tly wli 
tkt US attorney'* office in Atlanta. l> bklimi kk» 
investigation la largely * ocuaaod a* widoaproad, lyitmMr 
banking fraud by poroone Marking far in or undar canaultlnf 
rolationahlpe with ML. it nay alaa Invalva aavatal bl« b Xta 


IllIKiBnvnftv* naan ■ • ™ ■ a* ■■■» ..-.--.w ■ ~ 

official*. though thia ImmUh. usoa. Mbleh baa com vadai 
pcoaeur* (ran v.d. **p*rt*ta, Tf prepared ta reopen talka yttl 
Irag, but laawa toward a partial offer. **# doubt t ha iragla 
would’ accept thia. ualoaa It laeludoa a U.S. eoaaitaaat to 
lota tb# progran early naat year. la alow of tba arlfaaei 

“ A ccc 


proala* to cooperataln tba lnveatiaation lata yaak practice* 
bad to cooperate with OSOA la aatabllahlng Monitoring 
procoduraa and aafoguarda far future deliverlea. Tba CCC 
contract could b* dlacuaaad aa a full progran but lncluda 
built-in. par ladle review* and ralatad dlabureoaoat la traneb- 
to aaauro Irani cony 1 lance with CCC obllgatlano and eaeparatii 
with tba ML inveatigatlan. In tbla re gard . Terff Aeia 
roapondod poeltlvely ta your MBaaga or October 11 bad — In i 
unprecedented atop far trap — prowiaod^nbaauadOTOlaaplo fu 
cooperation In the PUL lavoetigation. To data, no 
Invoatlgatlag agency baa aakad leap far help. 


Thera la no point in going bock to tba If agio with a 
partial progran they have already ralaatad. aapacially whan 1 
•mm clear they would accept raviowe and other raaaanabla 
aafoauorda. Offering a pragran of up ta SI bllllan would 
atraagtban relation* with trap, in lino with Mtt-St. and balp 
U.S* asportara. MSA and L faoor. SS'a firat inatln ct la to 
give USOA loaway in oegetlatleaa. but ss ewooerte on oeanarcl 
ground* a prog r aw with aafoguarda. Made available in tranabaa 
that could go up to tba full amount. 




telephone Clayton Youttor to urge that wo go forward 


available 
SI billion, 
tragi wrong 




tranchee. tnat ceuiu go up to «w 
provided tba rovlaw praeaaa turn* up 
king. Talking painta attached. 

_ Dia*pprov*_____ 


no evidence 


imOHIli Talking Painta 


[. ■ * »or ; : ’ ~ 

t >j Y » • 

t l\ LtiWWlI .J 


TAf.KIMC POINTS 


— The CCC pro? ran la crucially important to our bilateral 
ralatlonahip with Iraq. Ho strongly support your effort to 
relnstitute it. 


— Obviously we should not qo forward with the program if we 
have aubstantlal evidence of s pattern of serious violations oi 
US law by high-ranking Iraqi officials. Our information about 
the investigation Indicates that the prosecutor does not now 
Intend to Indict Iraqi offi cials. ' 

on foreign paUgg-OLOimd s . we support a propram of up to 

one'tllllon* released In tranches* with periodic compliance 
review*. *" [ 


Given the allegations* we believe safeguards should be 

built in to ensure the alleged problem* no not recurT 


— The Iraqi roreipn Minister* with whom I talked* has now 
pledged Iraq'j_c^£erat^on_with_the Investigation. 


Mr legal adviser, Abe Softer, is prepared to work with 
USOA's lawyers to secure Iraqi cooperation in developing 
adequate safeguards for the Iraq CCC program. 


2T : 


-- Hith safeguards* 
back on track quickly 
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DIST. 
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state 


WASHINGTON 

Octobet 27. 1989 


Mr. Secretary: 

When this issue first emerged, 

office was screaming caution on our 
involvement in this CCC exercise with Irag. Ten 
different U.S. Government agencies were investi- 
gating various aspects of potential fraud in Iraq's 
past CCC program, and no one really knew just how 
far and deep the corruption went. 

I was then reluctant to advise you to proceed 
with this matter until we had an opportunity to dig 
deeper into the potential corruption, and until the 
Department of Agriculture had an opportunity to 
follow through on my suggestion to devise a new CCC 
program with Iraq that would insulate us against 
corrupt elements. 

I gather that a sanitized CCC program with Iraq 
is devised. In the meantime the top GOI ministerial 
team associated with the CCC program has been 
removed. You also now have a formal recommendation 
from that we proceed on this 

matter. 

Assuming that USDA finalizes a sanitized CCC 
program, I recommend that you assert to Yeutter the 
political and economic rationale for going forward 
with this whole program, by tranche, to the $1 
billion level. If we are comfortable with a $400 
million exposure, based on our new anticorruption 
safeguards, we ought to be comfortable with a 
billion dollar program. 

pfctrt '■ 

Richard IficCcryacK 

for riTTa'f*) 
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OCPAKTMKNT Of AORtCULTURC 
tmi or TM* OKNHMC eOUMKb 
WASHINGTON, D-C. mm 


October 30, 1989 • 

Honorable Stephen L Danzansky 
Deputy Assistant to the President 
and Director, Office of Cabinet Affair* 

The White House 
Washington, DC 20500 


8v Hand 


Dear Steve: 


Attached is a paper prepared by the Foreiga 
Agricultural Service regarding the GSM credit guarantee 
program. The paper describes the process by which country 
credits and individual transaction guarantees are approved. 

It also discusses the situation with respect to the ho g! credit 

As you know, Undersecretary Crowder is eager to 
resolve the new credit to be offered to Iraq quickly. Please 
let me know if you (or any other members ox the group you 
assembled last week) have any questions on this, or if I can 

S rovide further information on the situation with the Banca 
taiooale del Lavoro. 

Best regards. 


Sincerely, 



/ Alan Charles Raul 

» /cc: Robert R Hrariv 



USD* Pat It loo on Iraq 


1* Balancing Silks . 

USD* is currently evaluating It* GSM-102/103 Export Credit Guarantee Programs 
for Iraq for FT 1990. This evaluation Involve# prudent balancing of political 
and financial risk# again# t aarketlng opportunities and benefit#. 

On the one band, Iraq represents a very carefully nurtured $1 billion narket for 
U.S. agricultural exports. Failure to reach an agreenent vltb Iraq on a GSM 
prograe for FT 1990 risks loss of that narket and a nueber of potential 
spillover effects: alienation of key sectors of U.S. agriculture vho have been 
participating in this GSM narket; negative impact on the U.S. trade balance; 
econonlc hardship in several agricultural sectors; and lapairaeat of the 
carefully measured political rapprochement which the United States has been 
developing vith one of the richest and most influential Arab State#. 

On the other hand, Iraq's general credltvor thine## appear# to have deteriorated 
somewhat in the past several years. Although Iraq has continued to pay its U.S. 
debt, it has not net it# payment# to some other creditor nations. In addition, 
Iraq has recently come under scrutiny for possible involvement in the Banco 
Nazlonale del Lavoro (BNL) affair in. Atlanta, where there ha# apparently been a 
major case of bank fraud centering on unauthorised loans to Iraq by the Atlanta 
branch of BNL, estimated at $1.7 billion. While the BNL Investigation is in its 
early stages, there have been suggestions of possible impropriety with respect 
to BNL's GSM loan portfolio, which 1# approximately $750 million. 

Investigators from the Office of the Inspector General have been detailed to 
work vith the United States Attorney in the BNL investigation. In the course of 
its recent negotiations vith Iraq, USD* learned that there were numerous 
allegations of possible wrongdoing, potentially involving Iraq. Attorneys from 
the Office of General Counsel were sent to Atlanta to dlscusa the matter with 
the assistant U.S. Attorney in charge of the case, to meet with the OIG 
personnel involved in the investigation, and to review available bank records. 
Those attorneys report that, as of the current stage of the investigation, no 
hard evidence has yet been uncovered which Indicates misuse of the GSM program 
or wrongdoing by Iraq. As this stage, the allegations of impropriety appear to 
derive from theories of possible misuse hypothesised because of evidence of 
apparent wrongdoing uncovered in non-CCC loan transactions. At this juncture, 
however, the evidence developed in the case appears to center largely on bank 
fraud, although the investigation la still at an early stage. 

Under the circumstances, a prudent and measured approach must be developed. At 
the current time, there has been no evidence developed to support allegations 
that Iraq has engaged in misuse of GSM programs, and so clearly discontinuation 
of the Iraq program would not be warranted. At the same time, when serious 
allegations are being made in the BNL investigation, a "business as usual" 
approach seen s unwise. USD* believes that the prudent approach is to offer a 
measured program, announcing a large enough credit line to permit Iraq to 
continue purchases over the near tern, while making every effort to assure that 
there have Indeed been no program abuses. Associated with this, USD* will 
accelerate its own efforts to ensure future program integrity through Improved 
management and regulation, including the development of a system of program 
compliance review. 
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2- Crtjtt Fro— Dm logga t . 

The CSH-102/103 profrui are authorised purrnnt ta tlw ge— ral authority 
delegated ta the Co— odlty Credit Carport t loo lo tact loo 4(f) af iti Charter 
Act* to develop progra— to aaaiat ia the export of II.S. agricultural products. 
Congress has directed that CCC issue global export credit guar— tees for FT 1990 
of ao less th— $5 billion for the CSM-102 prog ran, and no less than $300 
alllion of the CSH-103 progr— • 

Frograa develop— nt consists of a 3-stage process * identification of — rketlng 
opportunity, analysis of fin— dal risk, and negotiation and announce— nt of 
the progr— ter— and conditio—. For a country progr— such as Iraq's, where 
coverage has be— established and used for a number of yea rs, a progr— will 
generally build on the — perl— ce gained fr— previous years' opera ti— , and 
be nodi fled to — et changing conditio— — differ— t cireu—tanc as nay varr— t. 
The Iraq progr— has grown steadily la the last S yea rs — with the encourage- 
ment of the previous Administration's Ce— ral Sal— Manager — —pending both 
the volu— and the variety of U.S. agricultural —ports to that country. 

Globally the progr— developa— t proc— s begin# ia late Nay or Ju— of each 
year, vh— the Foreign Agricultural Service's (FAS) coanodlty divisions develop 
specific co— try and commodity proposals to — e —port credit guar— t— coverage 
to support —ports to targeted co— tries. The propose Is a— lgn rough priorities 
of — rket develop*— t pot— tial to each co— try /commodity 11— it—. FAS /Export 
Credits reviews those commodity export proposals, and recommends adjustm— ts as 
necessary to fit co— try profile infer— ti— , including fin— dal or debt 
sit— tlons , knowledge of co— try import int— tioas , the possibility of 
concessional food aid fin— clog of similar —ports, known c— car— of other 
V— blngtoa agencies, etc. The two progr— are— of FAS reconcile dlfferenc— la 
recommended co— try propo— Is through a brief serl— of meetings, and arrive at 
a projected — trix of co— try /commodity progra— co— 1st— t with the available 
global progr— celling. 

The process continue s with preparati— by the FAS/Trade and Econo ale Inform ti— 
Division (TEID) of Individ— 1 co— try flnanc lal and — on— lc analyses. TEID 
prepares the a— lyses according to a schedule requested by FAS/Export Credits | 
the schedule Is based — the timing of upcoming co— try credit co— ultatio— • 
Such co— ultatio— are usually scheduled with the — jor credit guarantee progr— 
participants, such — Korea, Algeria, N— ico, and Iraq. For the FT 1990 
consul tat la— the TEID q— lltatlve a— lysis for Iraq —ted such —pacts — 

Iraq's oil de p end en cy, the heavy debt load resulting fr— the D-year — r with 
Ir— , a reversal la 1907 and 196$ of the negative growth rat— which had 
persisted during the previous 4 y— rs, and Iraq's attitude ef favoring repaym— t 
— existing debt to ce— tri— offering further credits, and the importance of 
credit la gaining market share. In preparing for co— ultatio— with Iraq, 
FAS/Export Credits person— 1 also attending briefings glv— both by Exinbank and 
the Cm t ral Intelligence Agency — the ce— try's e conomi c and financial 
sit— ti— . 
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As pert of the financial analysis of each country's prograa, nil credit 
proposals art rubai t ted to tho National Advisory Council on Xntomatlonal 
Nonotary and Financial Pollclos (NAC) lor review. Tho NAC Is chaired hy a 
nonvoting Treasury Do par toon t office, and Includes voting representation hy 
Treasury, the Federal Reserve, Exiabaak, and tho De par toon t of State, aaong 
others. NAC review and coonont resulted In favorable review of a prograa for 
Iraq at $400 alllion, with the understanding that USDA would like seek a higher 
level later In the year if Iraq wore to bo found blanoless in tho RNL affair. 
This was substantially snaller than tho $1 billion progran established and 
operated during the prior year. 

FAS/Export Credits prepared a package of briefing nateriala, including the TEID 
analysis, for the use of tho now Ceneral Sales Manager in conducting credit 
consultations, which wore scheduled for October 5 and 6, and extended through 
October 10. la accordance with Its NAC proposal tho USDA offered $400 Billion 
in coverage, intended by USDA as an interaediate level to provide export credit 
for ianediate needs, vhile the BNL affair aovod toward resolution. Aaong the 
topics of negotiation vas a collateral issue raised by USDA: the Iraqi practice 
of requesting after-sale "service,” typically in the fora of non-agrl cultural 
nerchandlse. We believe we aade progress on the latter Issue, obtaining Iraqi 
agreeaent to avoid post-sale requests, but the GOI representatives dearly had 
expected a prograa in the $1 billion range of previous years' coverages. Iraq 
stressed, throughout the consultations, its history of payaent on loans aade 
pursuant to the GSM prograa, and Its Intention to repay its loans in tho future. 
They vere not and still are not prepared to agree to a $400 alllion level, 
unless USDA could provide specific exaaplos of wrongdoing by Iraqi laportors. 

The consultations foundered on that aspect and vere adjourned, to be resuaod in 
Baghdad when the situation vas clarified. At present the Iraqi delegation is 
back In Baghdad, there is no coverage in place for export credit financing of 
agricultural c o aao d ltles to Iraq in FT 1990, exporters are flooding both USDA 
and the offices of their Neabers of Congress with letters of protest, and there 
is yet no agreeaent to propose a date on vhlch to continue bilateral 
consultations, whether in Washington or in Baghdad. 

3. Registering a Sale for CSN Coverage . 

After a credit guarantee prograa has been announced for a country such as 
Iraq, an exporter of U.S. agricultural c o a aod ltles Bay apply for GSN-102 or 
GSN-103 coverage to CCC. In order to subnit an application for such coverage, 
the exporter Bust have an lira export sale with a buyer In the foreign 
country. The application subnittod to CCC aust Include the following: 

1. Nana of the destination country. 

2. None and address of lnporter. 

3. Intervening purchaser, If any, and a sta tenant that the coaaodlty 
will be shipped directly to the foreign lnporter In the 
destination country. 

4. Dato of sale. 

3. Exporter's sale nunber. 

4. Delivery period. 


7. Kind aid description of the coanodlty. 

S. Quantity. 

9. Contract loading tolerance. 

10. Fort value, including upvard loading tolerance. 

11. Guaranteed value. 

12. Guarantee fee. 

13. The none and address of the foreign bank Issuing the letter of 
credit. 

14. Kstlneted paynent schedule for each shipment to be node under the 
export credit sale shoving estimated principal paynent due dates 
and aaounts due. 

15. A certification that the coanodlty to be exported under the 
export sale for which a paynent guarantee is requested will 
not consist of any laported agricultural coanodlty. 

Upon receiving the above inforaation, an application for a paynent guarantee 
nay be approved as subaltted, approved with nodiflcatlons, or rejected, la 
the event the application is approved, a paynent guarantee will be issued in 
favor of the exporter. The proceeds that could becone due and payable by CGC 
under the paynent guarantee as result of the foreign bank's failure to nake 
paynent under its letter of credit or related financing obligation nay be 
assigned by the exporter to a financing institution in the United States. 

The purpose of CCC's guarantee is to expand exports of U.S. agricultural 
conno d ltles by protecting the holder of CCC's guarantee against risk ef 
non -paynent by the foreign bank . 

Exports node under the paynent guarantee nust be reported to CCC within 
30 days froa the date of export. This report nust Include the follovlngi 

1. Paynent guarantee nunber. 

2. Date of export. 

3. Exporter's sale nunber. 

4. Exported value. 

5. Kind, quantity, and description of the coano d lty exported. 

4. St a tenon t that the agricultural connodltles of the grade, 

quality, and quantity called for in the exporter's sales contract 
with the foreign lnporter have been exported to the country 
apeclfled in the paynent guarantee. 

7. A stateaent that the exporter has docuaents evidencing the 

obligation of the foreign lnporter and that such docuaents will be 
retdlned until 3 years after the final installaent due date as 
called for in the paynent guarantee. 

I. A stateaent that letter of credit has been opened in favor of 
exporter by the foreign bank shown in the paynent guarantee to 
cover the port value of the coanodlty exported. 

9. A final paynent schedule shoving the paynent due dates and the 
aaounts due, separately for both the principal and the Interest 
for which credit has been extended. 

10. Certification that the coanodlty exported did not consist of 
any laported agricultural coanodlty. 
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tfpoo receipt of the ibovt report* no idditiMil reports sr loctnati are 
ra^y 1 rad valtii the foreign bank fails to neks payment. If that occurs, 
car tain docuatnti are required to bo furnished to 00C evidencing shipment of 
tha c oa a o dlty and tha financing arrangananta that took placo vith tho foreign 
bank. If pay nan t ia not received, tho holdor of tho poynant guarantoo Boat 
notify CCC within 10 husinaaa days from tho dato poynant was duo. 

4. Safeguards . 

1. By itself, tha infornotion provided at both tho tino of registration and 
export conprlaaa a solid daaerlptlon of tha transaction and a basis for 
discovery of tho kind of discrepancies that night Indicate progran abuse. 

2. further conpliaace efforts are no* being coordinated vith tho Conplianco 
Beviev Staff in PAS. They are conducting spot chocks of exporters' records 
that relate to tha axport sale that has boon approved for either GSM- 102 or 
GSM- 103 financing. Those revlevs are being conducted for tho purpose of 
datarnlnlng if tho exporter is complying vith progran regulations. For 
exanple, does the sales contract consist of 100 percent B.S. agricultural 
coanoditlos and does the sales contract vith tho foreign buyer adequately 
support the inforaatioa that the exporter suboittod to CCC vhlch c a u sed tho 
payaent guarantee to be issued. These conplianco reviews nay eventually 
Include inspection of docunents and/or shipeeats at port of discharge. 

3. In addition, procedures and staff support are currently being developed to 
non! tor the prices that coanodltles are being sold for. If the prices appear 
out of line vith aarket values, such transactions vill be questioned and given 
further review before payaent guarantees are approved. Further verifications 
nay be node to assure that the coanoditlos have reached the country of 
destination as approved ia the payaent guarantee. 

4. Sinllarly, criteria for coapany participation in GSM and other export 
prograns are under review for possible unification and strengthening. 

5. On the basis of docunents obtained separately froa the Banco Lavore 
investigation, requests for after sales services by one Iraqi purchasing 
authority cane to our attention. During the FI 1B90 credit negotiations vith 
Iraqi officials, they were lnforned that requests for after-sales services to 
be furnished by tf.B. exporters are not permitted under our prograns and that 
such requests oust be discontinued. Ve received Iraqi assurances that all 
Ministries and purchasing agencies participating in the progr a n would be 
instructed to cease this practice. 
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October 31. 1989 


FACSIMILE TRANSMISSION FOR STEPHEN L DANZANSKY 

Deputy Assistant to the President 
and Director, OOice o f Cabinet Affairs 

FAX NUMBER: 456-7739 

FROM: Alan Charles Raul 

General Counsel 


Dear Steve, 

Attached is a press release issued by the Iraqi Embassy in Washington in which it 
indicates that Tran firmly abides by these agreements (with Banca Naxhmale del Lavoro 
providing letters of credit guarantees for the companies having contracts with Iraqi 
establis hm en t s] and is desirous to honor its part of these agreements in accordance with 
international laws and conventions." 



1 thought you should be aware of this Iraqi assurance in connection with 
of the matter. Please call me if you have any questions. 



your 


Richard T. Crowder 
Undersecre ta ry, IACP 


U3DA 
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Statmnt issued by the Iraqi Embassy in Washington O.C. 

Having heard ths inaccuracies appered in some news 
reports on irregular i ties concerning Letters of Credit Issued for 
Iraqi tiros oy sane a maxionfcie oel Lavoro (ML) - Atlanta Branch, 
the Embassy of Iraq issues the following statements 

In 19B1 Iraq signed agreements with Banes Hsslonale del 
Lavoro providing Letters of Credit guamtees for the companies 
having contracts with Iraqi establishments. Both contarcting 
parties worked for the proper implementation of these agreements. 
Iraq, on Its part, honored its obligations provided for by the 
agreement. i.e.« prompt and enact payments. 

However, the Embassy feels obliged to express 
astonishment at these unfounded reports including the account 
given by ML officials who claimed that their Atlanta branch 
acted In violation of thier bank policy and had no authorisation 
to sign theae agreements with Iraq. 

The* Embassy reiterates that Iraq is not involved in any 
way In the so-called Irregularities. The agreements between Iraq 
and the ML were lawful and the facilities provided for by thses 
agreements were used for the Implementation of development 
projects and the Import of agriculture and food products and 
machlnary of pure civil nature under contracts with well known 
Italian and US firms. 

Ths Embassy believes that those reports are untrue and 
entlrly detrimental to the interests of Iraq and Italian and US 
firms. 


Furthermore, any BML reluctance to implement these 
agreements would cause serious damage to those firms. 

In the mesn time. Iraq firmly abides by these agreements 
and Is del roue to honor its part of these agreements in accordence 
with international laws and conventions. Irsq also expects the 
other party to do so. 
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Summary 

Yesterday, attorneys fro* USDA mc with raprasancacives from 
Treasury. State, and Fadaral Reserve Co provide chair lacesc findings on 
che iaplicaclons of Che BHL slcuaclon for the CCC program. Kevin Brosch 
from USDA' a General Counsel's office said that Initially chare were six 
areas of concern (decalled below), hue investigation co dace has not 
revealed any violations chat warranc further delay in a FY 1990 program 
for Iraq. 

USDA has now requested chat NAC agencies meet on Friday 
November 3 to discuss a $1 billion FY 1990 program for Iraq. While USDA 
Is proposing chat che program be offered in two $300 million tranches, 
they are asking for approval of Che encire amount at this time. Bayly 
hinted chat, subject to approval from senior staff, USDA may have 
satisfied Treasury's concerns, but Treasury has not determined a position 
yet. John Kuray from the Federal Reserve's Legal Division said chat 
investigations were ongoing, and that Che Federal Reserve would prefer to 
see che investigations completed before moving forward. USDA countered 
chat che Iraqis will not wait indefinitely, and if che United Scates is 
unwilling to sell, the Iraqis will likely purchase commodities elsewhere. 
USDA Discussion 

Kevin Brosch and Peter Bonner from the USDA Ceneral Counsel's 
office have traveled to Atlanta and are following che Assistant U.S. 
Attorney's investigation of the BNL situation. Brosch outlined six areas 
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Initially Identified as potential problaas and addrassad chaa _ 
Individually. Tha allegations ara: 

1. Undar tha tabla payaants by axportars to BHL. Brosch said 
thay did not find docuaantatlon of this by CCC axportars. 
Tha branch aanaBsr of BVL In Atlanta has raportadly 
rccalvad large payaants, and an Invastlgation contlnuas on 
tha allagatlons that tha New York office of a Turkish 
trading coapany that did soaa CCC business aay have paid 
off tha branch aanagar. 

2. U.S exporters aay have been required to pay consultant fees 
to Iraq -controlled organizations. Brosch says that there * 
Is no evidence that this has occurred with CCC guarantees. 
It is possible that this occurred in soaa high-tech trade, 
but not with CCC credits. 

3. Cross overpricing of eooaodlty values. Brosch said that In 
his review of docuaents in Atlanta, ha did not sea 
reference prices that were highly inflated. However. US DA 
will construct a set of reference prices and look Into this 
further. 

A. Potential diversion, transshlpaenc, and barter of CCC 

goods. Brosch said that they could not find any references 
to Iraq on this charge, and that files he reviewed seeaed 
to be In order. 

5. Possible shlpaent of non-U. $. coaaodltles under CCC 
prograaa. Brosch explained that In the past there has been 
concern with tobacco, seed, and sugar exports. There has 
not been any new evidence of any wrongdoing In the case of 
the Iraq program here. 

6. Iraqis asking exporters for "after sales service" and 
threatening to blacklist those who do not coaply. 

According to Brosch, this Is the only charge where there Is 
clear evidence of Iraqi wrongdoing, but It Is not related 
to the BNL affair. Apparently, the Iraqis have demanded 
that U.S. exporters provide trucks, truck parts, hydraulic 
equipment and other machinery free of charge. If exporters 
did not comply, they would be blacklisted and cut off from 
future Iraqi business. Brosch said that this is In 
violation of CCC program rules and the Iraqis have been 
told that this cannot continue. Brosch admitted, after 
some questioning from Treasury attorney Marilyn Muench, 
that this had occurred last year, and the Iraqis had been 
warned to discontinue the practice. Brosch thought that 
this program regulation might be tightened in the future. 
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Civtn that these findings do noc implicate cha Irakis of any 
wrongdoing with raspact Co CCC cradles assoclatad with BNL. Broseh 
thought chat char a was no raason Co hold up tha prograa for Iraq. Broseh 
said chac ha had saan a written report detailing USDA's position chat ha 
thought would than be circulated to tha NAC. (Note: As of today. Bayly 
said that Kerry Reynolds, Director of Prograa Development at US DA. did 
not know of this document. ] 

Other aaanev viawi 

State Department was represented by an attorney. Bob Clark and 
tha Director of North Gulf Affairs. John KcChee. State Department's 
concerns were narrowly focused on whether or not there was evidence chat 
warranted shutting down the prograa. Upon hearing that Broseh did not 
think there was ouch evidence, the representatives Bade a few comments 
and then left without staying for the remainder of the meeting. 

In response to one of Broseh* s assertions that the Iraqis had 
not defaulted and had paid up to now, Huench asked about a notice of 
Iraqi default reported by the National Bank of Kuwait. Iraqi payment of 
about $1 ailllon to National Bank of Kuwait on CCC credits was due on 
October 11, 1989, but has not been nade. While this could possibly be an 
unintentional delay or oversight, this occurred around the time of the 
Iraqi delegation's visit to Washington and would not seea to reinforce 
the Iraqi case that It Is a good creditor. It should become clear by 
late November whether or not this is actually a default that the CCC will 
have to cover. 

John Kuray stated that he was in touch with Federal Reserve 
investigators and with the Assistant U.S. Attorney in Atlanta, and It was 
his Impression that there was still a good amount of uncertainty 
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surrounding tho ouCcom of the Investigation and lea findings. Bo would 
not bo comfortable roco — nd lng going forward with an Iraq progran at 
this tins. 

Policy concwB 

Aftor USDA attorneys loft the nee ting. Federal Reserve 
reprosontativoa stayed to talk with Treasury staff. Mueneh seened to 
feel that USDA had wade steps in the right direction and chat Brosch and 
Bonner had been straightforward in their discussion of the outstanding 
Lssues. When Bayly was asked about her earlier renark chat USDA nay have 
satisfied Treasury's concerns, she hesitated and indicated chat this was 
still subject to review. (Dallara is out of town until the end of the 
week, and this could complicate efforts for an early decision at 
Treasury.) John Kuray said chat he was nore skeptical about USDA's 
presentation. tfhile he thought that USDA was probably not Incorrect in 
what they did discuss, there was still a tremendous amount that was yet 
to be clarified. Both Treasury and Fed representatives agreed that there 
are soma issues (e.g. , regulatory and bank fraud) that our agencies are 
concerned with that may not be ef concern to USDA. 

USDA has asked MAC agencies for a meeting on Friday November 3 
to consider a $1 billion program for Iraq In FY 1990 (see attached). On 
page two. the letter says that USDA will offer the program In two 
tranches of $500 million, but Is requesting NAC approval of the full $i 
billion at this time. 

Bayly said that Treasury has not decs reined its position. John 
Kuray thought, after speaking with Huench, chat Treasury may still be 
looking to the Fed to lead on this. After reading the USOA letter, Kuray 
seemed to feel chat USDA's proposal to tranche the $1 billion, but to 
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have authorisation for tha full prograa, was not vary Meaningful a Inc a 
tha activation of tha second tranche was not conditioned on a further 
update on tha BNL-CCC affair. 

1 do not have a sense yet of what position other NAC agencies 
will adopt on tha new proposal. As you nay recall, all NAC agencies 
objected to tha $1 billion prograa when it was last proposed. USDA 
Modified Its request to $400 aillion, end Stdte, Coaosrcs. Exlabank. and 
USTR supported this aaount; Treasury and Federal Reserve opposed. It 
does not appear that ooral suasion will deter USDA any longer; It can 
choose to go forward with a prograa for Iraq without NAC approval. The 
Federal Reserve aay wish to make strong comments at the NAC nesting and 
oppose the proposal on the grounds of unresolved Issues in the 
Investigation, in addition to creditworthiness arguments we have used In 
the past. Alternatively, John Kuray has suggested that, should we wish 
to reaaln players, we could support a reduced prograa of $400 alllion to 
$500 aillion, whereby each disbursement (of possibly $100 aillion each) 
would be released upon obtaining a satisfactory update on the progress in 
the BNL investigation. Kuray said that this was about as much as he was 
willing to support. Kuray suggested we could see if Treasury would be 
willing to coordinate with us on this position. 


cc: 
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19*. Allen E. Clapp 

National Advisory Connell on International 
Monetary and Financial Policies 
Department of the Treasury 
Washington, O.C. 20220 

Oear Nr. Clapp: 

Ny letter of October 4 stated that we would keep the MAC Informed of our 
Intentions for a GSM-102 credit guarantee program for Iraq. The O.S. 
Department of Agriculture's (USOA) delegation met the Iraqi Government 
delegation between October $ and October 12, 1969, to discuss the Export 
Credit Guarantee Program (GSM-102) for sales of U.S. agricultural conodftles 
to Iraq In fiscal year 1989. The USOA proposed, after consultation with the 
NAC, an Initial GSM-102 credit guarantee program of $400 million to the Iraqi 
delegation. The two delegations were unable to reach agreement on this offer 
and agreed that negotiations should be continued at a later date. 

Ouring those consultations, the parties discussed a wide range of Issues 
concerning Iraqi participation In the GSM programs, including various 
allegations that have surfaced in the press with regard to the Banca Nationals 
del lavoro (BNL) affair. This situation Is now under Investigation by the 
United States Attorney's office In Atlanta, Georgia, and other federal 
agencies. Representatives from USOA's Office of the General Counsel traveled 
to Atlanta to review BNL's loan files and look into specific allegations made 
concerning GSM programs. Their preliminary conclusions in regard to these 
allegations lead us to conclude that there Is not sufficient reason to delay a 
program for Iraq any longer. 

Accordingly, USOA proposes the following allocation of GSM-102 credit 
guarantees for FT 1990: 

Amount: $1,000.0 million for FT 1990. 

Purpose: For credit guarantees covering credit sales 

of U.S. agricultural commodities secured by 
foreign bank letters of credit. 

Terms: Up to thirty-six (36) month terms, except 

as Indicated below. 

Guarantor: Rafldain Bank and/or other eligible banks. 

Export Authorization Period: Through September 30, 1990. 
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Assuming that m have the support of the MAC for e prograa «t the proposed 
level. It Is USOA's Inteetloe to seed e negotiating t e«a to Baghdad «s soon is 
possible to renew consultations leading to a F Y 1990 prograa. We Intend to 
offer a first tranche of $500 nil lion and to offer a second tranche for later 
In the fiscal year of the seat aaount, if such a level Is necessary to aeet 
anticipated Iraqi purchases. The second tranche would be contingent upon a 
resolution of the BNl affair In which there are no additional problems or 
realized allegations of Iraqi Involveaent beyond those known to us today. We 
do not propose to go to Baghdad with MAC agreement for only the first tranche, 
because it seeas clear that such a negotiation would be guaranteed to fall and 
because there Is no good reason to deny a larger prograa to Iraq at this tlae 
solely on the basis of the BNL affair. 

We would like to note that our proposed aaxlaua FY 1990 prograa for Iraq of 
$1.0 billion would be down froa the $1.1 billion credit prograa of FY 1989. 

In addition, we are planning to ellalnate the GSM-103 Interaediate credit 
coaponent froa the Iraq prograa. 

Regarding coaaodlty coverage, soae coaaodltles being considered for coverage 
lie outside Chapters 1-24— cotton, hides and skins, leather, solid wood 
products (luaber and wood panel products) and wood pulp. We are considering 
the practice of previous years and Halting coverage to 12 aonths for wood 
panel products, to 720 days for leather, and three years for all other 
coaaodltles. 

We request the views of the National Advisory Council on International 
Monetary and Financial Policies. 


Sincerely, 




Kerry E. Reynolds 
01 rector 


Prograa Oevelopaent 01 vis Ion 
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Tha Chairman statad that tha apacial aaating of tha NAC 
Staff Comaittaa had baan callad at tha raquast of USDA, which was 
anxious to nova ahaad on tha proposad FY 1990 GSM- 102 pregran f:r 
Iraq. Tha Chairman notad tha prasanca of raprasantativas from 
OMB, which, ha said, had davalopad a strong intarast in tha 
proposal sinca it had baan discussad at a pravious Staff 
Committee aaating (saa ainutas of aaating 89-40). 

Tha raprasantativa than introducad tha proposad 

program (saa NAC Doc. 89-137), outlining what, in his viaw, wars 
tha contantious issuas involvad: 1) tha siza of tha program and 

2) tha Banes Nazionala dal Lavoro (BNL) scandal and its 
implications for tha proposad program. 


Ha statad that tha siza of tha prograa, ona billion dollars, 
was appropriata both to satisfy tha needs of U.S. axportars and 
in taras of what Iraqcould sarvica. Addrassing tha sacond 
issua, th • ^ raprasantativa said that tha $400 million 

guarantaa program approvad by tha NAC in aarly Octobar (NAC 
Action 89-188) . had baan rajactad by Iraq as baing insuf f iciant . 

At that tia* i%*uUf4id not prass tha issua dua to uncartaintias 
staaaing from tha BNL affair. Howavar, ha said, aftar a racant 
aaating batvaan tJSPPt 9 auditors, officials from its Ganaral 
Counsel's office, anu raprasantativas froa tha U.S. Attorney's 
office in Atlanta, -alt aore secure with regard to the 
integri ty of the Gsm prograa. Subsequently, 
flppPP had determined that USDA should proce ed wim • one 
billion dollar prograa for Iraq. The " ^representative 

asked the NAC tc act expeditiously on toe proposal because Iraq 
had to make buying decisions and U.S. exporters were ready to 
ship. 

4C. 

The Kc *» I fart) representative added that he understood the 
hesitancy on the pert of NAC agencies who wished to withhold 
approval until the MIL affair had been put to rest or it was 
proven tbat there was no Iraqi complicity in the BNL scandal 
However, he cautioned, it would be just as disastrous if < ii<??A 
offered no guarantees to Iraq, lost a one billion dollar 
agricultural export »*rket, and nothing came of the BNL affair, 
as it would be i rl4 instituted an FY 1990 GSM prograa and a 
conspiracy was later uncovered. He reiterated that Iraq had to 
sake buying decisions and noted that the United States had 
already lost sales there to other countries. He concluded with a 
statement that the FY 1990 program should not be further held up 
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unless there were serious proven el legations about Iraq's 
involvement in, or complicity with, wrongdoing in connection 
vitl^the BNL affair. He then introduced a representative of 

General Counsel's office and asked that specific questions 
regarding the BNL affair be directed to hie. 


In initiating the discussion, the Chairman proposed that 
the question of Iraqi creditworthiness and the implications of 
the BNL affair* oflT^ne proposed FY 1990 program be addressed 
separately. 

C*A*<*\*Z~*& 

The representative noted that the issues 

were related insofar as the BNL affair could weaken Iraq's 
overall creditworthiness. He also voiced concerns regarding 
Iraq's debt servicing record, in particular its insistence on 
unilateral debt reschedulings. 


The 
representat 
see the U.S. 
extend new c 


^^p-epresent 

:ative's conce 
-Cqv < 

Sdii 


resentative supported the ^ t+ r 
concerns, adding that his agency did not wish to 
;ernment get into a position that required it to 
ts in order to secure repayments on old ones. He 


also noted the problems involving other U.S. Government 

credit programs r^Tinally, he said that more work needed to be 
done to address properly the creditworthiness issue — in 
particular to determine whether the U.S. Government could, _ 
reasonably expect repayment by the Iraqis on listing debts in 
‘the ‘Absence of new credits. g 

wr<. 

The representative stated that Iraq's debt servicing 

history with regard to its CCC debt had been good. Its record 
with other creditors, he added, was another matter, but his 
agency had made very extensive efforts to gather all available 
information W the Country's creditworthiness. They had 
concluded from their analysis of this information that the 
program should not be held up on these grouAds. 

I Trea sury 

A representative noted, as a point of information, 

that the total exposure of the CCC in Iraq was $1.7 billion. 

This would require r TY 1990 payments (exclusive of any FY 1990 
program) of about $700 million in principal and $40*70 million in 
interest. She echoed reservations regarding Iraq's 

creditworthiness. 
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spt*€> 

The representative formally requested that 00 UJM *? 

country risk analysis be mada available to othar intarastad 
agencies. Ha also notad that bacausa Iraq raprasantad 20*23 
parcant of tha CCC's currant portfolio, prudant risk management 
vodld dictata divarsif ication. Ka also citad a racant Exiabank 
country risk analysis of Iraq which, ha said, showad tha country 
to ba uncrad it worthy. 

# 

Tha ^HHbraprasantativa, noting Iraq's larga oil reserves, 
said his aganey was optimistic regarding tha long-run 
creditworthiness of Iraq. Finally, ha stated that debt 
servicing by tha Iraqis was a question of priorities — that is, 
a question of who they would pay, not if they could pay. 

04 ** 

Tha Chairman asked if flBrwould share its an alysis wi th tha 
MAC member and othar participating agencies. Tha # . < 

raprasantativa agreed to do so. Ayt * /'**• 

fie}*. 

Re turning to tha issue of tha BNL investigation, tha 

representative contended that although th^/LrtJP General 
Counsel had stated that there was no evidence to support a number 
of tha allegations, that did not mean that no incriminating 
evidence would^crop up in tha future. 

Ire*** 


Tha raprasantativa said that his agency 

appreciate^ efforts to respond to tha concerns that had 

beam raised about tha proposed program, but tha Trem opposed 
any further programming for Iraq at the currant time, 'rfe also 
asked that the proposed program for Iraq be taken up at an NAC 
Alternates meeting. Finally, ha requested a written report from 
• regarding the implications of the ML affair for tha CCC's 
program and the steps that had bean taken to address any 
problems identified. 

tuWt* 


In response to a question from the representative as to 

which specific legal issues still n ee d ed to be addressed, the 
WflfW representative cited questions regarding after-sales 
I servicing for Iraq. The ./br*" Representative stated that the 

issue had already been raised with the Iraqis, and added that his 
agency would secure from Iraq written assurances that it would 
not request after-sales servicing in connection with the FY 1990 

pro, $6k_ 

The flip representative stated that, although a number of 
allegations caused concern, his department was satisfied that 
there was no evidence at this time that warranted disapproval of 
the FY 1990 program and officials at the highest level wished to 
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procssd witi it. He also stated that thsrs did not seem to be 
any clear-cut Iraqi Government involvasant in the casas of 
wrongdoing uncovered thus far — but sobs uncarta inty was 
inevitable. _ 

I 

Tha Chairman statad that tha raquast for a aaatir.g 

of tha Altamatas had changad tha focus of tha Staff Committee 
meeting. Ha notad that it was tha right of any NAC agancy to 
raquast an Alt**-natas aaating and that ona would ba organ i rad 
quickly. Thaf\}'>t4tWaprasantativa askad that arrangaaants ba 
mada expeditiously and rapaatad his raquast for concamad 
agarcias to tabla any spacific quastions or problems they sight 
hava ragarding tha Iraqi program. 


The^Bp raprasantat i va said that his agancy vps troubled by 
quastions ralatad to foreign content, creditworthiness, and tha 
currant vulnerability of tha Administration to scandal with 
regard to U.S. Government credit programs. Ha notad that tha BNL 
investigation was in tha middle, not final stages, and 
indictments ware due in November and Dece m b e r. He concluded by 
expressing support for an NAC Alternates meeting to review tha 
proposal. 

In response to a question regarding the foreign co ntent 
issue, especially with regard to tobacco shipments, the#BP#Af^ 
representative stated that his agency was aware of the problems ' 
related to this issue and was dealing with them. He stated that 
it vas not connected with the Iraq-RNL affair, but rather 
involved exporters of commodities financed under the program. 

The fact, he said, that the foreign content problem had been 
brought to light and was being dealt with by the system showed 
that the system was working. 

_S9t*i£ 

The flBBP representative, noting that the Iraqi government 
stated that it would fully cooperate with the investigation, 
urged a rapid resolution to the problems or questions that were 
hindering action on a FY 1990 CCC program for Iraq. 

The repres en tative echoed request for a rapid 

resolution, noting that U.S. exporters were already losing sales 
in Iraq. 
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DVAftTMCMT Of TMC TftCASUft V 
WAWMM4TOM 




HBHOBAMDUH rOR 


SUBJCCTs Dlievilloo vith OtM of NL InvcitlfitlOD 

tod CCC Credit OnarifitHi to Zrif 


X. IUHHABT 

At Treasury's invitation, two attorneys oat oil Octobor 31 

with representatives from Trat awry , tod to discuss 

tha ongoing invastlgttioa by tbo Atlanta 0.8. Attorney's otfica 
into tha Banco Naslooale dal Ltvoro (INI) affair and ita raoifl- 
catlons for Cnnoodlty Cradlt Corporation (CCC) axport cradlt 
guarantaas to Iraq. Baaad upon tha lnforoatlon providad at tha 
naating and othar lnforoatlon aval labia to us, it la our viaw 
that (1) US DA haa bagon to addraaa tha qoaatlooa raiaad for 
tha CCC prograo by tha Ml affair* (2) although eartaln initial 
allagatlona arlalng froo tha investigation do not aaao to hava 
baan borna out, troubling quaatlona ranaln in two araaa, ona of 
which (after-salea sarvlcaa) involve a attenpta by tha Government 
of Iraq to abuaa tha CCC jprograo* (3) no Information haa yat 
coma to our attention that would require that the CCC program 
for Iraq be terminated on legal grounds* and (4) becauae tha 
BVL invaatigation la atill o m g o lmg, clone monitoring of future 
davalopmanta la advlaabla. 

XX. PX8CPBBI0W 

Si coeerm Mwim W w Mwtttwtlw 

The allogatlona that coma to light 1m tha invaatigation of BUI 
suggested aia potential araaa of c orn e a cm for the CCC program tor 
Iraq. The ala aroaa aco 

(1) required "consultancy tone* ( 1,0,, klekbaeka) 
paid by exporter a to t raql*comt rolled oompa alaa* 

(2) overpricing of commodity ehlpmamtai 

(2) diversion of CCC go o d e before they reached Iraq* 
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(4) shipaeats of aoa-o.fl. eonodltUi wmdmt CCC 
fUCMtHf! 

(5) HIMfiti by exporters to SUL 
officers* and 

(•) •aftsr-seles servlclnp* of coatracts. 

Zo tbo first four sross tboro is oitbsr ao tfiitact that 9.S. law 
vas broken or ao evldeace that say violations that aay have taken 
plseo bar# aay particular tio to CCC puaraateee to Iraq. 

Spocificsllyt 

(1) Iraqi coapa n les have required coaaaltaat foos oa 
soao hlph-techaelopy coat r acts, but tboro is ao 
evidence as yot that they, or tbo flout rassat of 
Iraq, have r squirod tboa oa CCC*poaraateed 

eoatracto. 

(2) «bo O.S. At to racy's office aay have used tbo 
creep refsroace prices for eortaia eoanodities. 

9SSA is doveleplap price roforoacs s for ceeparisoa. 

(3) Tbo U.l. Attorney's office aay aot bars realised 
that Iraq's priacipal port of basra vas closed 
duriap tbo car, sad ocoaa sbipaoats core iastoad 
aado to ports ia Jordaa sad Turkey, with 
coaplicatsd overload tr seaport belay ar rea p ed 
free those ports. 

(4) Sobs 9.0. exporters aay have s hipped cooaoditiss 
loach as tobacco) that aero aot coaaidsred 9.0. 
coBBoditioo uador CCC'e dofiaitioa, but this is a 
ocaeric probloa that 9SSA has booa lavestlpatlap 
for several years. (The problees appear te be vitb 
the exporters aad aot vita iaportlap couatries. ) 

9 SSA la ooatiauiay to look late tbo first throe areas. Ascerdiap 
to tbo Nb sttoraeys, 9S8A is also eoaaiderlap bepiaalnp a 
propraa of spat price checks te ensure that appropriate prices 
are paid for CCC puaraateed coaBsdities. Pith respect te 
puaraateee to Iraq, 9SBA is eoaslderiap repair lap soae kind of 
de cuB satatloa of tbo overload shlpBsat of CCC poaraateed poodo 
froa Jordaa aad Turkey late Iraq. 

Tbo fifth area of lavestipatioa la under- th e "tabl e pa yas a ts by 
exporters te in officers. la particular, the lev Terk breach 
of a Turkish capertlap lira (8BTBA0) appears to have aade 
substaatlal payasats to the sn officers respoaslblo for deal lap 
vitb tbo Iraqi CCC laaa buslaoss. MTIU's profits tripled la 
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on# yt«Ci tatf th# aamuiti al loped to bo involved la tho payoffs 
may rasps up to $!•• million. Tho payoff* nay bo linked to 
itvtral othor aspects of BBL's Iraq loaaoi tho iatoroot Mb 
char pad on tho loaao is so low that it is oal&koly ML could oaks 
any profit; ML paid sapor tars op froat even whoa payment taras 
allowed it to pay la lastallaoats; and ML accepted docuaents 
froa exporters that nay not satisfy the terM of the letters 
of credit issued by nafldala Bank la tho esporters' favor. 

There is little doubt that ML officers wore coospiriap with 
esporters. Bowever, there is as yet ao evldoaco that Bafidala 
Baak was also Involved, alt h ou ph tho P.S. attorney's office 
believes it was aware that the loaao oatoaded by BBL's Atlanta 
branch had notbeea approved by ML headquarters. 

After-Sales Services 

Tho slath area of concern, after-sales services, is the nost 
serious charpe with respect to Iraq's CCC prop ran. xt is not 
really part of the ML levee ti pat ion, as there is ao indication 
BBL was Involved, but it apparently was called to OfM's 
attention apala durlap tho ML lavostlpatlon. 

Tho OSM attorneys stated that esporters of wood products have 
laforMd USDA that tho Xraqi Blais try of Construction threatened 
to blacklist than unless they provided free "after-sales 
services” on contracts for the sapor t of wood products. USOA 
laves tips tors have soon tho teloses in which Iraq aakes these 
donaads, la blunt, uaanhipuous laapuape. Xraqi demands covered 
additional poods not related to wood, such as trucks, truck 
parts, air conditioners, and hydraulic equipnent. Such 
"sorviciap” is contrary to CCC reputations and can bo described 
as donaads for kickbacks. 

OSSA could not tall us whether any esporters had provided the 
addltioaal poods doaeadod er whether any eaperter had been 
blacklisted far refuslnp to provide such poods, althouph the 
attorneys felt such events would have cone to their attention 
if they had occurred. OSSA alee did net knew whether Iraq has 
required after-sales services froa eaperter s other than wood 
products esporters, althouph they had net heard of any. Iraq 
has admitted that it sent tho teloses. Aeeerdinp to OBDA, the 
Iraqis *1 slued this year that they were unaware that such 
douandi violate CCC repulationa and O.l. lew. Thin esplaaatlon 
is uaporsuaslve in lipht of tho feet that they were specifically 
warned by CODA about after-sales services deonadB last year. 

MBA c on c eded that after-sales services are a real probleu, and 
the attorneys said OSSA is eenslderinp anendinp its reeulatloas 
and issulnp a notice to esporters to neks clear that after-sales 
services are not permitted, they said mm aspects to pet a 
ceonitneat from the Iraqi neootlatlne teem that ns further 
doMode for ouch services will be node. 
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Conclusion 

Pros our Ion* thy discussion with tho OSOA attorneys, it appears 
that USDS has token this natter fairly seriously, but with a 
narrow view as to what constitutes the critical Issues. OSOh's 
focus Is on the effect of any wrongdoing on CCC guarantees. Zt 
is essentially unconcerned by what SML or exporters nay have 
done, as long as CCC does not have to pay on Its guarantees 
as a result and there Is no conclusive evidence that the Iraqi 
governaent Is Involved. The USDA attorneys resisted suggestions 
that CCC aonltor loans and loan docuaentatlon wore closely, on 
the ground that additional supervision would substantially 
Increase the cost of CCC loans. Zn the one area where there Is 
solid evidence of Iraqi abuse of the CCC prouraa, after-sales 
services, the steps USD* proposes to take — clarifying CCC’s 
position via regulations and notices, and obtaining an Iraqi 
coMltnent — seen adequate If they are la fact carried out. 

Zt Is not clear to what extent OSD* decision ankers are 
coaaltted to taking these steps. 


On the whole, given the deaonstrated bad faith on the part 
of the Iraqi Ministry of Construction, the on-going criminal 
Investigation that could result la evidence that tafldala bank 
any have been Involved in the irregularities in the W ML l ow, 
and the current uncertainty about repayment of Iraq's CCC loans 
(Iraq currently is behind on three payments due October 11 to 
a Kuwaiti bank) , it would bo advisable to proceed cautiously. 
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MAC FWOCIPOmt 

MeiiiOM of the Mtiooil Advisory Council art taktn at 
staff lavsl by najority rots, but at tbs policy 1***1 problems 
ars resolved by reaching a consensus agreement, it is also 
noteworthy that the MAC is an advisory bodyi therefore* 
Agriculture and other agencies whose proposed transactions are 
reviewed by the MAC are not legally bound to abide by the MAC'S 
decisions. Ms do not know of any cases in which an agency has 
acted contrary to the MAC'S advice. 



816 




CONriDEWTIAL 

ACTION MEMORANDUM 
S/5 

TO: The 

THROUGH: 


PROM: 

SUBJECT: CCC Prog ran for Iraq 

ISSUE FOR DECISION 

How to expedite approval of a full CCC progran for Iraq. 

EfiSERIIAL f ACTORS 

The Secretary has determined that policy considerations 
warrant support for a full, $1 billion proqrafa of Commodity 
Credit Corporation (CCC) credit guarantaas for Iraq, provided 
tha progran is protected by safeguards, such as disbursement in 
tranches, that would ensure Iraqi compliance with CCC 
obligations and cooperation with the investigation of the 
Atlanta branch of the Italian-owned Bancs Hasionale del Lavoro 
(DHL) . The Iraqis rejected a USDA offer of a $400 million 
"interim" in early October because they believed so drastic a 
cut from the $1.1 billion FY89 progran would be widely viewed 
as a U.S. vote of no confidence in Iraqi debt policy* The 
Secretary telephoned Secretary Teutter October 31 to urge that 
USDA propose a full program with adequate safeguards (Tab A). 

USDA presented its new proposal for a full, bill ion-do liar 
program to the Rational Advisory Council (RAC) on Rovember 3 
(Tab B for mesfeership and function of the RAC) . The RAC 
declined to make a recommendation on the USDA proposal, 
electing instead, at Treasury's request, to bump tha decision 
up to the political level; an Alternates’ (Assistant Secretary 
level) meeting is to take place this week. Treasury and the 
Pad formally moved to block a decision in the RAC, acting at 
the behest of OMB. OMB, though not a member of the-RAC, led 
the opposition to USDA's proposal at the November 3 meeting. 
Noting that OMB is 

administration watchdog against scandal, OMB complained of 
continued uncertainty regarding the Iraqi role in the BRL . 


United States Department of State 
•fctoVoa, OC 20520 

8925802 <oe?frY5?5 

'89 NCV-06 *:30 PH 

Acting Secretary - 
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CQMflDENTIAL 

affair and that the Iraq CCC program was too big. given Iraq’s 
recent faiiura to make timaly payments on dabt to soma 
creditors. (OMB's real problem may be lass with Iraq oar 
than with soma serious accountability questions regarding the 
entire CCC program.) USDA responded to OMB, noting that the 
legal situation with regard to BNL remained unchanged, that 
there were no current plans to indict Iraqi officials, and that 
Iraq's record on repayment of CCC-guaranteed credits was 
spotless (Tab A). The MAC members, however, were content to 
kick the problem to a higher level. Only State 
spoke out in support of the USDA proposal. 

Time is a factor. USDA has yet to register a single 
purchase by Iraq from U.S. commodity suppliers in PT90, and the 
Iraqis have begun to explore alternate sources of supply. A 
significant potential market for U.S. exporters is therefore at 
risk. USDA wants an Alternates* meeting as soon as possible, 
and it may take place as early as the afternoon of November 7. 


That you telephce Treasury „ _ end 

CMB and urge that an' Alternates meeting take 
place as soon as possible to approve USDA's proposed full 
program of CCC credit guarantees, with safeguards, for Iraq. 


Approve. 


Disapprove. 


ftttirhmentiT Tab A - Action Memorandum approved by Secretary 
Tab B - Mote on role and composition of MAC 
Tab C - Talking points 


CQtiriPBrtlAl 



TALKIMC going roe rAf.Lfi to micf-r amp cm 


— The CCC program is crucial lr important to our bilatorsl 
rolationship with Iraq. State strongly supports action b y tho 
Alternates* meeting to approve tho now program proposed by USOA. 

— Me realise that Iraq has had problems paying its debts 
recently. However, the Iraqi economy survived the war in 
surprlngly good shape, and Iraq sits atop immense oil 
reserves. Its record on repayeent of CCC- guaranteed loans is 
spotless. 

— Obviously# we should not go forward with the program if we 
have substantial evidence of a pattern of serious violations of 
US law by high-ranking Iraqi officials. However, the most 
recent available information about the ML Investigation • 
indicates that the prosecutor does not now intend to indict 
Ireqi officials. 

— On foreign policy grounds, we support a program of up to 
one billion, released in tranches, with periodic coapllance 
reviews. These safeguerds should protect us if problems are 
uncovered in the future end help assure Iraqi cooperation in 
the investigation. 

— Given the allegations, we believe safeguards should be 
built in to ensure the alleged problems do not recur. 

— The Iraqi Foreign Minister has promised the Secretary Iraqi 
cooperation with the ML Investigation. 

— With safeguards la place, we can get this important program 
back on track. 

— I urge that the HAC Alternates Meeting be convened as soon 
as poiiitU to approve the full program of CCC credit 
guarantees, with safeguards, proposed by USDA for Iraq. 
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FINANCIAL TIMES FRIDAY SEPTEMBER » !*•» 


S2L 


Wb- 

ncern < 


Growing concern over Western 
aid for Third World’s missiles 


ty David WMte 1*4 BWwon I 
4A<J Tony Walk or In Cairo 
CONCERN ABOUT lour* 
Industrial help tor 
* ballistic i 


i In London 
British anxiety ow ike mi*- 


gramme* ha* grown rtSTr 
man ah/unk to the two yean 
atone alx Hate countries and 
/span made an mformaJ pact 
to restrict export of the nee**- 


fc I Md to particular 

with to jped) 



WW Trt<riYCd oo deni al 
ir*airraepud m nave Am 
plants dedicated to the project 
tf the UK were aware of 2k- 
ral export* of technolocy or 
equipment, the co mpanies con- 
cerned would be prosecuted, 
official* sa id. But oerUtojdMs 

I of 



tiona 

hcthM r jtj si 

‘•ffi'SKS., M «*„ 

hoervoes by the UK 1 * Depart 
meat of Trad* and industry la 
tabled both to the Missile 
Technology Control Regime, to 
which theUS and Italy are also 
partner*, and to British curb* 


oo arm* exports to Iraq and 
Iran. These forbid supply of I 
kthal weapons or equipment 
tbst could significantly 
enhance the military capacity 
of etther aide. Britain also bans 
arms take to Arran tin* foOc« 
toe the 1*0 FiDUands tonfiicv 
h * b*U«vedJhat a j - ' 


BiSasff .« 

eomTmaifaoeew^^Se 
Foreign OOoe said ttwcttu- 
rlon was the nature of the 

* q Tfi a OT h £fd itcocld od 
nrnmtm ea Individual appU- 
catioas for export lice near 


Droeramme was evidenced 
by thertcaol refusal, on Bar 
ngn Office advioa, of a North- 
am Ireland Industnal Develop- 
ment Board grant to Centra, a 
company which bought a far 
mer Lear Fan factory In North- 
ern Ireland Chnlxa Is owned 
half by Space Research Corpo- 
ration of Canada and half by 
the Iraqi -controlled Technolocy 
Development Group. 

However. British officials 
said the purchase of the fwc- 

The British Foreign 
Office said yesterday it 
had challenged Iraq on 
the Condorlink and 
had received do denial 


lory, a leftover from an abor- 
tive aircraft venture, could fo 
ahead There was also nothin* 
to atop It producing para far 
weapons If if sought to do ao - 
only to stop li exporting those 
product* or machinery from 
toe plant 

Iraq Is known to have spent 
heavily on programmes based 
on Soviet Scud mlasflee. These 
Include the tOOkm-rage Al- 
Hussayro and the development 
and testing of the 100km A1 Ab- 
bes The Condor Q Is also 
believed to have a range of 
about tOCfcm. but It has appar- 
ently not been tasted and it Is 
thought that completion la 
some yean away. 

The two-etags, solid-fuel mi* 
rik would be aipehk of carry- 
ing a small nuclear or ch e m i c a l 
warhead. But the Stockholm 
International Peace Research 
Institute said recently tt was 
-extremely unlikely - that tt 
was designed as a nuclear 
weapon delivery vehide. 

ffce missile follows Argen- 
tina's stogie -stage Condor I 
apace reaaarch rocket, wtth a 
range of 100km lttkm. to 
which several turewaan com 
panics and tec hniri a m * ware 
Evolved toveatlatfans have 
beag umdsetahaula Pam Xkr- 


many and ttaly two aDapOoos 

relating to the Coodor D t 


?a!a - b 3> , f T^TSotroQad 
rocket eaglne company, and a 


ubsidiary of Maaserschmkt- 
Bdlkow Blobm of Wom Oer- 
many. Suia-BPD and MBB 


las wm Sagem of Franca. 

||f Duncan Lennox, a guided 
weapons expert and creditor 
of Jane's Strategic Weagoo 


„ degree of taq*a 

current Involvement to the 


teoee of Industrial sites totrag 


directly related to Coodor 1 



t hitjnOaria: ^ TscgBsn* of 
various nationalities were 
known to be issuing with 
development work to Argen- 
tina. Ur Lennox said. Egyptian 
collaboration with Argentina 
oo tba misalle was disclosed to 
late 1*7. 


Last year as 

rtri'?** 1 * and military < 
were arrested to the US on 
charges of trying to smutok 
out "caiboG<arbon" sutenal 


The case has bean particu- 
larly embarrassing far the US 
and Egypt because US Inqui- 
ries linked former ,!>«**?« 
Minister Abdel Halim Abu 
r.>uf«u «tth the attempts to 
Mcure the missile technology 
tag. accocdingto defence 
expert* to Csto>on» W 
involved to the Coodor Broket 
by tbe mid 1980s at the bright 
of the Gulf War under an 
agreement with Egypt known 
as Badr 1000. The extent of oo 
operation between tbe three 
partners la unclear, 
to Egypt, wort on tba pref- 
ect Is understood to be oanftou- 
ise at the mlidk factory 
Staid* Cairo Official Uure- 
tura say# the complex^!* 


~1 
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BP ahem feD 5p to ck*r at 
m <c th* Loftdoo nock feir 
hat. where mam a'U/d**] 
sad tbs restructuring bad cir- 
culated widely 

•BP was accused of reneging 
on promises to malm* Ip Scot 
tteb employment Bade when * 
took on# BriieO lot year to 
B-tom. 

Mr Atos Selmond. UT tor 
Banff sad Buchan. eatd “BP is 
cuHry of s breech of teicb oT 
breei h tal rin g cynicism. H has 


V(UU|/V M U 

junk bonds 
continue ' 
to plunge 

By Atototo K Motolry 

in Maw York 

Tta JUNK BONDS teraed by 
Camp*** Corporanoa to 
Basse* takeovers ot Federated 


J Department l___„ 

eon tinned to dange yesterday 
morning. as boyen vanished 
Bob the market! knlu too 
over- lower prim ee offer Bom 
tosonsttosaJ boMen af toe die- 
mo ml toffs 

Tbo story tails la bond 
Prices followed meat disclo- 
sure* of Campese's cash-flow 
shortages ead e possible Uch- 
alcsl default oa mbs of 
Allied'* obligations ss early ea 
today. 

Ob Wednesday a sell-off 
throughout tba Jack bond 
market was triggered by Cam- 
yaae's aanonactBset that It 
might have to cad* iflectlvo 
control of lu asssu to tba 
Is kb mini family of Toronto 
and would probably to unable 
la meat a deadline for refinan- 
cing a |400a bridging loan 
Bum Its to vestmaet hankers. 

Tba distress among Jsnk 
bond Investors was a key fac- 
tor to kind tbs losses la ito 
•jgjty^market ay Vsdnaeday 

By yesterday moraine deal- 
ers reported that odmor condi- 
tion* bad rttamod to mack at 
tbo lank bond market, with 
reality Uidm Uko BiB 
Nabisco. Dor* cell and Port 
Howard Payer recouping tom* 
of tba previous day's losses, 
tot the night Bom (to weak- 
est credits, particularly Cem- 
yaa« tense, was inabstad 

WtU liquidity tn Allied and 
Federated bonds rirtnaQy non- 
existent' quotation* wars inev- 
itably subjective, bad oat lend- 
ing deafer reported that 
AUteTs llh per sent debts 


torn up the solemn under -alt 
togs of Urn year and is plun- 
dering Bmotl't assets and 
mddng BP and Bmoll work- 
«. fc to • black day for Scot 
land, but also a black day for 
the reputation of BP." 

A d el ega ti o n of MP*s ted by 
Mr Tony Blair, the Labour 
Pfrti energy epo ke e m an, and 
Mr Donald Dewar. Labour's 
eookrrman for Scotland, will 
risk Mr John Wakeham. tba 
- energy aacraury, today to 
wotoe their mm The MPs 
srtD csO on tba Government to 
rtoder BP to reverse tbo redun- 
dancy plans on tba ground* 
tbai they breach tba spirit of 
undertakings given to the 
Treasury in Fsb-uary 1M8 
when Briton wsj bought 
Mr Browne sakt "Wt believe 
that wo an not only within tba 
tetter of the assurances we 
gave tba Government, but 
wttoto the spirit" 

He said efforts would be 
mode to achieve as many of 
IBs onto as possible by early 
retirement and velnnury 
redundancy. 

•eottub reaction. Page 11; 
Ua ^Pag t^^Lantoa stock 


tli^Ju cuiumu 

‘exposed to $3bn 
of Iraqi loans’ 

By Alan Friedman in Home and Victor Mattel in London 


MB Guido Carli, Italy's 
Treasury Minister, said last 
night that tbs Rome headquar- 
ters of tba scandal-ridden 
Banes NarioroJc del Lavoro 
(BNL) should bavs toes swan 
at Improper Iraq: export tend- 
ing by the bank s branch in 
Atlanta. Georgia. 

Mr Carli blamed BNL'S for- 
mer management for telling to 
detect the scandal, stressing 
the bank’i Inadequate Imamu 
control* M, M— < ||j 

Cucom rtipeaiYCly 

aiury MinSitsr'* 
fim statement on BNL alnoe 
the scandal was discovsrsd on 
August 4. be also revealed that 
the total Iraqi loan exposure of 
BNL ’i Atlanta branch amounts 
tottba 

In testimony before s Senate 
committee. Ur Carli said a 
Bank of Italy Inspection bad 
shown that the loan exposure 
consisted of flh&bn a T direct 
cub exposure to trwq tn the 
form of unauthorised loans A 
.total of roda in out stand teg 
tetters of credit are covered by 
guarantees Bom the US Com- 
modity Credit Corporation 
(OCO). 

A further ISSOm of credit* 
has bean committed to Iraq but 
not yet bald out BNL has until 
now said lu total Iraqi expo- 
sure was RMbn. of which toe 
unused credlu totalled tSOOm. 

Mr Carli said that despite 
the “telsiflcatioos" perpetrated 
by BNL'i Atlanta branch, there 
were “traces" in the bank's 
available Information that 
"could not have escaped Inter- 
nal controls" by tba bank's 
Re me headquarters. 

Simultaneously, in London, 
gm Iraqi Embassy also mid it 


was was inaccurate to suggest 
that the Atlanu branch had no 
authority to conclude "agree- 
ment* of this nature." 

Asked for clanAcstion. an 
embassy spokesman said 
BNL's Atlanu branch did In 
ted have authority Bom Rome 
The embassy went on to sug- 
gest that inaccuracies about 
the rote of the Atlanu branch 
would barm tbs Interests of 
Iraq a* wall as both Italian and 

Amtncu ccrtnDAnitoi 

"However, the damage to 
these com panic* will oartainly 
be much greater should the 
Atlanu branch of BNL show 
reluctance in the procedural 
implementation of agree menu 
on credits granted by Cbt 
branch Itself to Iraq ’ ^ 

Meanwhile, k be came cle ar 
that lnvesitgatuiTi on both 
si des of the Atlantic art be en 
nlng to turnover evidence of an 


the m appear t 
us ed kum im 


delay in the expected emer- 
gency recapitalise oon for BNL 
by DC. s cash-rich state bank _ 
The Treasury chief said BNL 
required around L i.soobn 
(llbn) In order to mert the leal 
ten Central Beak's capital ade- 
quacy requirement* He said 
that instead. 1NA, e stale 
insurance concern, and INPS. 
(he state pension fund, would 
together inject a total of 
LtOfibn of Bash capital 


growth by 
ide this year 


tinned to Increase, reaching 
rtebi. white the 01 deficit 
more then doubled to $37bm 
The UK deficit hi now twigs as 
large, to dollar terms, as 'that 
at nay other member country 
of the Organisation for Bote 
ncmic Co-operation sad Devel 
opognt apart Bom the 01 
for toe firm tone the Qetx 
report analyses International 
trade to commercial services 
It animates reached an 
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September 11, 1989 8s Idas 


behind th# tctnn in liQr>d«a 

INTERNATIONAL DEFENSE REVIEW <IDR> JUNE I • 1*89 0. 841 v.C*22 no. v*.*o 

Dvi Guv Willis 

Lt Gen Or Amir A1 -Saadi. First DeputyMmister tpr industry and mm*r> 
Fro- duct l on , is rsspcnsibld for the day-to-day management ©fthe Iraqi 

Military Pro-due tier. Authority <mkA> and r.esoedth# feagndad exhibition 
coMitttC. HfipOKt st length to IDA'S Guy Willis. in sn exclusive 
intsrvitM. shout Iraqi defense manuf seturing. 

Gsnsral A 1 -Saadi said that western journalists w #ra usually 

Surprisedwhen ha told than that Iraq had been self-suf ticiant if. 
ammunition and convantional weapon* sinca 1987. "Although in tna past we 
hava shunnad publicity, tha lntantion is to giva out a message that w# 
•restrong enough to defend oursalvas. Iraq wants to take its rightful 
Pi Ac a. * Tha fianaral was keen to dispal mi sunder standings about the 
technological progress his country has aede. "In tha past, when we saved 
tor a prograaaable machine tool, wa war# soaati aas denied an export 

license. Now wa make our own Machine tools, although wa carvnotpr oouc s 
everything there are still some gaps." 

Aircraft Manufacturing plans 

1DR asked what item* Iraq wae now interested in. -wa are still beoinner* 

in aviation". Gen Ai -Saadi replied. He then outlined Iraq splint for 

building up a Military aircraft Manut actur ioq industry. It will start 
with the assembly of jet trainers fro# i sported parte, then 
progreesi vel y build up to 100 par cant of tha fuselage coaponents. 
"Maybe we will not go for lOO por cant of the engine, depending or. 
invest sent. - This process would then be repeated with a Modern jet 

fighter. The trainer contract should be signed this year . the first 
Iraqi-asseMbled aircraft should be ready within two years and the 
fighter project should be "not too far behind". He added thateven the 
Soviets wars contenders in the fierce coMpetitioo. 

Talking about wnether foreign countries wars prepared to give Iraq 
Access to the desired level of technology. Gen Al-taadi eaidi. "There is 
A clear picture on the advanced trainer, but not for the fighter. Many 
countries now purchase Modern aircraft on the condition that there are a 
1°* of indigenous coaponents. This was evident in the Turkish F-lo 
program) we would like to do something like that or eayb# a little More 
ambitious. " Asked whether this would include fly-by-wire tecnology, he 
repl led i "Me would like the understanding that there are no liei tat ions, 
other than what we can absorb and pay for, 

Foreign connections 

6en A1 —Saadi said that the USSR was a traditional source of arms and had 
supplied Iraq with very sophisticated weapons. "Me don't want to broak 
away, but we do want to diversify and also to produco locally, so we 
welcome possibilities of co-operation. This exhibition is to promote 
these possibilities. " Mae Soviet technology advanced enough for Iraqi 
requirements? "In certain areas, yes. Their aircraft are quite good, 
they are catching up the Meet in electronics and their rockete are very 
good, cost-effective and reliable. Me have conclusive evidence that 
their weapons are robust and easy to handle and maintain. They lack 
sophistication compared to Mestern w eapons, but they ere cheeper," 
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Concerning reports that Iraq was co-opcrstlng with brazil ir. davwlopmo 
A military satellite, t n* General said: N Th*t‘« rtilly praa^tur^; 
nvilhtr th#v nor m* hivt enouan technology in this «rti y«l, The tail * 
were exploratory, they um to see us ar.d wo plan to 90 and soo the*. 

IDft ASted 14 4 comouhi eat 1 ons satellite would to useful , given that Iraq 
»» poorly covered by existing satellites. "Weere studying that. perhaps 
we could do this in the sere way as Arabsat. - however, Gen A l -’Ssag i 

S that Iraq. _*Fi 1 QYfil y ed_ _ 1 n the ^£Qy ptien/Ar gentj.njgTS^g^^N 

bal listic missile program , adding* "We already have a *or1kTR<L system' 
with a long er range and a b iooer payl oad." J 

1 DR suggested that Covpt eight sale a good partner 4 or industrial 
co-operation. "We are happy to discuss this together to see wr.oro w© 
go. There has been nothing proposed so far, out it is a possibility. 
Thevhave coea.it ted theesoivss to Alpha Jet, we have not Alpha Jst is 
notan ena in itsei4. N 


SPECIAL FEATURE; 

FnOTO; No caption included Iraqi him star tor Industry ana Military 

Production nr Hussein Kamel Hessan Ueft> and First Deputy Minister l* 
Gsn Dr Aair A 1 -Saadi irighti, who are in charge o4 the Iraqi Military 
Production Authority. 

FXJTOi No caption included Iraqi A1 -Hussein ballistic missile on ar. 

Al-Waleed towed mobile launcher. The ©OOLm^ Al-Hussein and its big 
brotnjer, the GOOi.m* Al- Abbas, are both derived from the Soviet Scud. 
? t 00722942/iit 00722*936/5) t 00721267/5} t 007u9485/5|t 0013u021/5;t Ou03©5 


00722942/5 

00722942 Word Count; 00212 

Condor si smile 

JANE'S DEFENCE WEEKLY, INTERNATIONAL EDITION CJDW) APRIL 22. 1989 p. *90 
v.Oll no. 014 


A potential third oilitary partner Is Egypt, which has already 
helped Iraq eodify and extend th# range of soma o4 tis Soviet -made SS -1 
Scud S' aissiles. De er i bed as the country with t he aost ad vanced 

PlU tarv techn ology in the Arab worl d, ailltary technology In the Arab 
world, Egy pt is also involved with Iraq and Argent i an in building the 
Condor II aedi^- r anoe aissile. 


Egypt, Currently esseabling the Alpha Jet trainer and the Gaielle 
helicopter, is liekly to assist the Iraqis set up similar projects. 
Egypt else has plans to persuade Irq to Join a proposed Arab ares Iraq 
to Join e proposed Areb ares consertiue aieed at eeeting .some of the 
Pi 1 itary needs of the Arab world# 


Meanwhile Iraq's nascent oilitary industries currently Focus mostly on 
the manufacture o F ordnance end munitions, including sorters, grenades, 
rockets small arms and ammunition. 

The Iraqi military industrial secotr is co-ordlnatmd by the state-owned 
Senerel Organisation For Technical Industries and the Military 

Industries Co m m ission. 
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d r*«n cons} stentl v »tronc support in Washington. 

>ut ever the past nine month*. Abu Snasaia is mu) to have cono 4 *ined 
th*t his American sponsors in th# Pentagon “lot nim do wn“ b/ net containing 
tho xnv»ttiQ»t) on into allegedly illegal technology transfers. M wr»etner n« 
is guilty or innocent* th*t xs the Reeling no left with,** said ons Mesiecn 
of f icial . 

NAMED FERSONSi MUfcARA*, MCSNI; 6HAZALA, ADDUu-HAL IM AfcUl TALEfc*. IOuSSEF 
AfipO 

DESCRIPTORS: Eqypti Foroiqr. governments 

n/»/: 

1631426 

Xreq Said Developing A-We*pons| Missile Project Also Ur.oer Ms* . 
Israelis Say. 

Post. March 31 

*1. NilTOTutun 

SECTION: A SECTION, p. aOl 

STOP* TYPE: New* Foreign 

LINE COUNT: 90 WORD COUNT: 1086 

JERUSALEM* March 30 - Iraq, whose first attempt at acquiring nuclear 

capability mas destroyed by Israeli warplanes xn 1961, is secretly engages 
in a crash program to build nuclear warheads 4 or use with a strategic 
missile also under development, according to well-placed Israeli sources* 

The gosl of the secret program is to produce and test such a warhead 
within the next two years* the sources said. Some say they believe the 
I r *Ris are Keeping to that schedule* while others contend the project is at 
Isast five years away from completion. 

Either way. however, the sources agree that Iraq has the technological 
capability to construct * nuclear weapon in the near future. "They may not 
become a nuclear-production nation, but they can be a hue leer -possession 
nation," said one Israeli source. 

The Iraqi proqram, which was launched after the Israeli Air Force bombed 
the 70-megawatt Osirak nuclear reactor eight years ago, is using the 23 
pounds of enriched uranium left over from the reactor, according to the 
sources, tdiose information on the XraQi project was largely confirmed by 
U.6. military analysts in flashington. 

After Iraq failed to obtain the cooperation of western governments, 
notably France, in the new project, it contracted with several "f ree- lance* 
technological firms, which the sources dsclined to identify, but which are 
believed to be western European, The sources said the project la being 
financed in part bv Saudi Arabia and that Pakistan is believsd to have 
provided limited technical assistance. 

The warhead would be attached to a medium -ran go, surf ace-to-surf ace 
miseile that lean is developing along with A rgentina and Egy pt in a project 
known by the Arg entines as "Condor-2r and by the Egyptians as " Sadr -2000. " 
the sources said. because of its high pries tag— the Israslis estimate the 
cost of each missile at *8 million— and its ability to carry a warhead 
weighing up to 1,100 pounds, many dofmnse experts believe the missile is 
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b«»no developed for use with a n gnconuonti on»l warhead. Development o* the 
missile it Mid to bo clooo to completion. 

I«r*#l cfootr ovod the Osirak reactor , it said. because Iraq mi pUnmng 
to produce a owe 1 oar boob 4 or use against tho Jewish state. Men ache* begin, 
tho Israeli pnoo oiniator at tho time. war nod thon that lerae} would not 
allow any hoatilo state to dovolop nucloar weapon*. Israeli officials havo 
refused to comment on tho now Iraqi nucloar program, but sources said they 
wero following tho project with mounting anxiety and debating a course of 
action. 

Concern over the Iraqi program is said to bo one reason behind the 
Soviet Unions recent diplomatic initiative in the Middle Cast. Soviet 
Foreign Minister Eduard Shevardnadze raised the matter in his talks witn 
l» r oeli Coreign Minister Moshe Arens in Cairo In February, according to 
l* r *«l* sources. They say Shevardnadze used Iraq’s nuclear potential at an 
or. amp 1 e Of how th# region could spin out of control if war broke out. 

Shevardnadze it said to have urged Israel to sign the 1969 international 
nuclear nonprol iteration treaty, which Israel has never endorsed, and to 
submit to international inspection of its nuclear reactor at Olmona, in tne 
Neaev Desert. Me also asked Israel to commit itself to measures that would 
ban medium- and lonq-range missiles from the Middle East or siQnif leant! v 
reduce their number. In return, Shevardnadze promised that Moscow would 
rest era diplomatic relations with Jerusalem. 

A senior Israeli official confirmed that the two diplomats discussed 
"the question of armaments in the Middle East" in general terms but said 
that "the Question of missiles or of nuclear weapons was not raised 
specif ical ly. * Tne official said Arens told Shevardnadze he shared the 
Soviet minister's concern but noted that Israel was responsible for less 
than |0 percent of the defense expenditure in the region. 

Speak inq in Cairo on Feb. 23. the day after he mat with tokens, 
Shevardnadze proposed that the nations of the region declare the Middle 
East M a nuclear-free and chemical -free zone" and called for mutual 
inspection and on-site monitoring to promote arms control. 

In the same speech. Shevardnadze dropped what eources here cited as a 
significant hint about tho Iraqi nuclear project when he eaid that the need 
to end the potentially catastrophic Middle East arms race was a prime 
reaeon for increased Soviet diplomatic involvement in the region. 

"Unless a peaceful comprehensive political settlement is found to the 
Arab-Ieraeli conflict, developments in the region would follow a 
{disastrous) spiral by the logic of military confrontation." Shevardnadze 
said. "The region faces the threat of an ares race that sooner or later 
could degenerate to a nuclear face-off* 

"It is precisely because the Middle Cast is becoming a major obstacle to 
the further development of the process of disarmament, on which eost of the 
world nations place their hopes for a hotter future, precisely because it 
If becoming a threat to thoso hopes, that it is necessary to 
internationalise the search for a settlement in the Middle Cast." 

The two-stage missiles, which are expected to achieve a range of at 



Kactnc Developments In Iraq 


OYtrrli¥ 

• •Dtbc probltM and oil revenue contralnts continue to plague 

Iraq aa It attempts to racovar fro* a devesting eight-year war 
with Iran. 

-•Iraq la In tha early stages of trying to rebuild aftar much of 
Ita inf raa true tura waa daatroyad during tha Gulf war. 

• •Tha Iraqi government doaa not ralaaaa crucial statistics, 

W m*ring an accurate aaaaaanant of econonlc parfomanca 
difficult. 

--Iraq has been servicing Ita bank debt, promising to repay In 
full MM, but haa bean rescheduling selectively with official 
creditors • 

-•Iraq la currant on Its payments to tha Ex la and tha CCC. 

Debt issues 

Mon-Arab foreign debts cllabed during tha Iran- Iraq war and are 
•at lasted to be as high as $33 billion. Debts to Arab countries, aalnly 
Saudi Arabia and Kuwait for war financing, are thought to be between $30 
to $30 billion. Arab debt la expected to be written off, however. BIS 
data Indicate that exposure of all BIS banka In Paca ab er 19BB reached 
$S.14 billion; (tha BML credits are presuaably not captured In these 
data). U.S. bank clalas were $239 nllllon as of June 19$9. 

Iraq haa adopted a policy of rescheduling official debt solely 
on a bilateral basis. Several agreements have been reached. France 
recently agreed to reschedule $1 billion of the $1.3 billion total debt 
from 19BB and 19B9 maturities. East Germany will reschedule all of the 
$120 nllllon debt maturities falling due in 1989, and wants to reduce Its 
net exposure from the current $600 nllllon to $400 nllllon by end 1993. 
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Japan, vboaa axpoaura total* $5 billion, agreed to reschedule payaents 
duo in 1981 and 1989, to 1990 and 1991. 

Tho Uni tod Kingdoa export credit agency suspended cover for 
British exports in January 1989 after continuing paynent arrears. Prior 
to the suspension, the United Kingdoa had been the aost willing aaong 
European creditors to extend new credits. Total Iraqi debt to the United 
Kingdoa stands at $1.3 billion, including $612 nllllon in credit agreed 
to in November 1988. 

The Netherlands reached a rechedullng agreement with Iraq in 
1987 covering $100 nllllon. Iraq failed to aeke the first of five $20 
nllllon payaents due in July 1989. Other countries that have concluded 
rescheduling agreeaents with Iraq in 1989 Include Austria, Switzerland, 
Turkey, and Spain. 

MiY Crtdlt 

Italy has Introduced new cover for export coanodlty- guaranteed 
credits (e.g. oil), but the aaount is unknown. Australia and Austria 
offered cover of $70 nllllon and $100 nllllon, respectively, in exchange 
for payaents of $9.5 nllllon and $67 nllllon, respectively, In arrears. 
Japan doubled short- tern (two-year) credit cover to $138 nllllon. 

Vest Germany is expected to announce a $300 nllllon project 
financing facility for 1990 despite Iraq's failure to pay $200 nllllon 
due this year under its rescheduling agreeaent. 

IT Cnmmmrc . lal and Financial Eolations with Iran 

Exlabank reopened short- tern FCIA coverage to Iraq In July 1987 
after going off -cover In March 1986 due to Iraqi debt -servicing arrears. 
Exla will cover up to $200 nllllon in revolving short- tern credits. Iraq 
has asked frequently for substantial medium- tern cover from Exla, but the 



828 


. s - 


Exlmbank Board autptndtd discussion* duo to too delinquent p ay— of pad 
U.S. govern— nt conctrm ovar Iraq's usa o f ehaolcal weapons. Iraq 
ra— ins currant oo If p ay— n f to Exim in hopas of receiving oadlua -te ra 
covar. Exlmbank has raportad $50 nillioo lo g ua r an t aa s f Iraq through 
BNL, but has not raportad any dlfflcultlas assoc la tad with thasa cradlts . 

CCC axposura to Iraq totals about $1.7 billion, consisting 
a loos t axclusivaly of GSM- 102 credit guarantaas with thraa-yaar 
aaturltlas. With tha increase in guarantaas ovar the last few years, 
payments falling duo after 1992 are expected f average higher than 
current levels. Repayments sc he du l ed for 1989 are estimated to be 
about $750 million. Roughly $50 allllon to $100 million of tha toul 
exposure has inter— diate ter— of up to seven years, 

U.S. trade with Iraq is limited due to Iraqi adherence to the 
boycott of Israe l. All business dona under U.S. government credit 
facilities is exempted, hove ver. The Iraqi govern— nt also tends to 
apply boycott restrictions selectively, and re— ves them from tenders and 
letters of credit when U.S. suppliers are — eded. 

IrAdfi. and. Oil 

With clal— d proved reserves of 100 billion barrels, only Saudi 
Arabia boasts higjhar petroleum re— rvss. Petroleum exports account for 
over 90 percent of export earnings. Petroleum export earnings are likely 
to be about $14 to $15 billion this yea r, up from $12 billion last y— r. 
Oil production has averaged 2.75 mbd In 1989, keeping within Iraq's OPEC 
quota of 2.78 mbd. With production capacity of 3.5 mbd, far exceeding 
its OPEC quota, Iraq must try to balance its — ed for export earnings and 
its faithful— ss to OPEC. Iraq has been expanding export capacity, which 
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uy txcMd 4.3 abd next yea r. Imports Art txptcttd to exceed $16 billion 
in 1989, implying a slight trade daficit. 

BfiflPflalfi , IsdXsJjut 

Iraq intarvanaa haavily in tha economy. Moat axporta and 
inporta ara controllad by tha stata. Iraq aabarkad on a program of 
economic liberalization in 1987. Although linltad, plana to privatiza 
trada in consumer goods, agriculture, and tourisn ara under way. Tha 
gove meant also recently approved tha first foreign investment lav, 
restricted , however, to Arab foreign investment. To encourage savings, 
tha Central Bank on September 11 raised interest rates on savings one 
percent to 7 percent, tha first change in more than eight years. Banks 
will raise interest on loans also by one point to 11 percent. 
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SUBJECTS Briefing for NAC Alternates Neeting on CCC PY 
Progressing in Iraq 

ISSUE 


DRAFT 



The first issue is whether aeeM«qia to lift earlier 
Treasury objections to any CCC PY1990 programing for Iraq at 
this time. Should we decide to do so, a second issue la whethe 
the progras should be cut back (further) from the fl billion 
level CCC is now proposing for PY1990 due to creditworthiness 
concerns . 





Of the SI billion in credit guarantees being proposed for 
Iraq, US DA would offer $500 Billion now and extend $500 Billion 
later in the fiscal year if there are no new BML related 
problems* 


AGENCY POSITIONS 

CCC extended an offer of $400 Billion to Iraq in Sep teaser, 
as a starter on PY 1990 progressing. At that time. State, 
Commerce, USTN, A.I.D., and Exlmbank supported Agriculture's 
proposal, while the PUB and Treasury opposed. (The offer was 
pulled back when Iraq insisted on a full $1 billion.) 

j&er weighing in earlier with serious questions, OMB now 
sees no legal basis for not proceeding with the progressing, 
will explain its areas of residual unease, and defer to others 
on the decision. State wants to get the full $1 billion program 
into place; Secretary Baker has approved this position, tie 
assume Commerce, U8TR, A.I.D., and Exlmbank will continue to 
support Agriculture with varying degrees of caution. The PUB 
has been cautious about approving additional programing but we 
believe that they will go along with $400-500 Billion. The PKB 
is the only agency that appears to share fully our 
creditworthiness concerns. 

SUGGESTED TBEABUBY P06ITI0N/TALEIMC POINTS 

1. A very substantial amount of time and effort has gone into 
trying to facilitate CCC 'a resumption of programing for Iraq 
and support for U.8. exporters. 

2. While we understand better the implications of the BML 
affair for CCC programing, uncertainties still remain. 
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3. Sine* It doti not appear that we will ba abla to claar up 
thaaa uncartaintlas by any specified data in tha naar future, 
-ttlT Traaaury racognlsaa tha naad to continua programing for 
Iraq. 

4 • va do hopa that aganclaa concarnad will continua to Monitor 
prograaa in tha ML affair. 

S. We also hopa that Agriculture will follow through on ita 
afforta to tightan up ita program to protact againat futura 
abuaaa . 

€• Finally, wa nota that Traaaury would prafar to aand a 
atrongar aignal to tha Iraqia that thay ahould start aarv icing 
•l**" foreign dabt on a regular baaia. Wa ahould Halt tha 
prograa this year to parhapa 9800 Million. However, wa will 
addraaa that quaation later in tha year before tha aacond $500 
Million la extended. 

»»ALT8I8 

General caveat . Thera la at praaant insufficient 
information available to ua about tha iMplications of tha ML 
affair to Make a fully Inforaed decialon concerning FT1990 
prog r earning for Iraq. This la priaarlly due to tha fact that 
tha ML invaatigation is ongoing. However, ODA had to ba 
prodded before looking closer into tha Matter and even now takas 
a fairly narrow view of tha facts. 

Possible prooraM abuses . Thera is potential for abuse on 
tha part of the exporter, tha bank Issuing tha latter of credit, 
tha conf iraing/advislng bank, tha buyer, and CCC. Tha present 
investigation has raves lad t 

o One exporter, a Turkish-Owned fin called Bntrada, 
allegedly has made payoffs to ML Atlanta. 

o Thera is no evidence that tha Iraqi issuing bank , 
ltafidain Bank, has abused tha prograa, although It Is hard to 
believe that its officials did not find ML operations out of 
tha ordinary. 

o Tha ooof lnlno/edvlslnq bank (also tha landing bank) was 
BML, and there asms aGost no quest Ion that tha Atlanta branch 
Manager engaged in nuMarous unauthorised transact lons^wi 11 ba 
indicted on a variety of charges. ^ 
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o There Is sn allegation (which tha 0.8. Attorney's Office 
in Atlanta hopes to confirm through cooperation by a prospective 
witness outside the country) that Iraq may have offered the 
Atlanta ML manager a $100 million project in Luxembourg as a 
payofLfor all the unauthorised transactions he engineered for 
Iraq.T 

o The buyers are Iraqi ministries. While there is no 
evidence to date of any monetary kickbacks to ministries, there 
is evidence in writing that the Ministry of Construction 
requested after sales service (trucks, etc.) from 0.8. wood 
products exporters. 

o There has been neither allegation nor evidence of abuse 
on the part of CCC , although they are considering tightening up 
their program in several areas and have taken, and will take 
additional, steps to turn off Iraqi requests for after sales 
service. 

Creditworthiness . Treasury has in recent years regularly 
expressed concerns about Iraqi creditworthiness, a concern 
generally shared by G-7 export credit agencies, which are 
effectively closed to Iraq except for the U.K. Our Exlmbank is 
open in Iraq only for short-term business, and has turned down 
several requests to open medium and long term credits. While 
Iraq has large and increasing oil export earnings, it has chosen 
to allocate them to military imports and reconstruction rather 
than to make scheduled payments on itsv foreign debt. 

Iraq reschedules on a bilateral basis, rather than through 
the multilateral Paris Clubv the Paris Club is the only 
mechanism the 0.8. will use for reschedulings. Iraq's general 
policy towards creditors is to repay only when new credits are 
greater than debt service ( She s i t u a ti o n " C e e I s new lt d . 

Last year CCC went ahead with a $1.1 billion program in 
Iraq despite our support for only a $600 million program. This 
year, we believe that an $600 million program would both signal 
our creditworthiness concerns to the Iraqis and cover estimated 
debt service to 0.8. institutions under CCC guarantees. 

Legal Position . Treasury attorneys are of the opinion that 
no information has ‘yet come to their attention that would 
require that the CCC program for Iraq be terminated on legal 
grounds. However, they also point out that troubling questions 
remain in the area of payoffs to ML officers and after sales 
services, and they believe it would be advisable to proceed 
cautiously. 0N8 lawyers are understood to share the view that 
there is no legal bar to proceeding with the programming. 
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Policy Considerations . Agriculture argues that the risks 
of not proceeding (0.3. exports lost, damaged relations with 
Iraq) are certain, but the risks of proceeding are uncertain. 
Given Agriculture's expertise and State's backing, it is 
difficult to question Agriculture's view of the risks of not 
proceeding. Certainly, if Treasury is instrixMntal in blocking 
the programing , we could expect to be pressured by exporters 
and the Congress. Agriculture also notes that if there were no 
Iraqi program, at a minimum rice support and marketing loan 
expenditures would be affected. (Treasury has received 
Information from representatives of the rice industry, who have 
pointed out that a loss of 11# Iraqi market for that commodity 
could have adverse ramlf lc^X^pns for other Agriculture programs, 
increasing USG support payments and the likelihood of loan 
defaults by farmers.) 

On the other hand, despite extensive efforts (contscte with 
the 0.8. Attorney in Atlanta, the PRB, and Agriculture and a 
meeting of concerned lawyers last week), we have been unable to 
clear up the uncertainties to anyone's entire satisfaction. 

Under the circumstances, we seem to have no choice but to 
indicate our concerns, encourage USDA to improve program 
controls, and allow the program to go forward. 

Ife have for a number of years been concerned about Iraq's 
creditworthiness and financial practices and would prefer a $800 
million program for PY1990. Ife suggest that this point be made 
but that we not insist. 

■AC FKOCIDUK8 

Decisions of the Rational Advisory Council are taken at 
staff level by majority vote, but at the policy level problems 
are resolved by reaching a consensus agreement. It is also 
noteworthy that the RAC is an advisory bodyi therefore. 
Agriculture and other agencies whose proposed transactions are 
reviewed by the RAC are not legally bound to abide by the RAC's 
decisions. Redo not know of any cases in which an agency has 
acted contrary to the RAC* a advice. 


i s 
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CCC Mechanics 


CCC's credit guarantee programs guarantaa payment to a 
U.8. axportar or exporter assigns# Cor th# pure has# of U.S. 
agricultural commodities under a foreign bank dollar- 
denominated irrevocable letter of credit. 

CCC announces a program. A U.S .exporter registers an 
export sale with CCC by written application and payment of a 
guarantee fee. A foreign bank opens an Irrevocable letter of 
credit covering payment for the commodities in U.S. dollars, 
in favor of the U.S. exporter. A U.S. bank may, at the 
exporter's option, either advise or confirm the foreign letter 
of credit. The exporter usually assigns proceeds which may 
become payable under the guarantee to the U.S. bank. The 
exporter performs under the contract and acquires the 
necessary documents (e.g. bills of lading, invoices, weights 
and grade certificates, etc.). The U.S. bank usually pays the 
exporter upon completion of the export (usually defined as 
issuance of an on-board bill of lading) and presentation of 
the documents. 

The foreign bank then pays the U.S. exporter or exporter 
assignee according to the agreed terms, for example annual 
equal installments of principal and semi-annual installments 
of Interest. If a U.S. bank doesn't receive payment of 
amounts due, it must notify CCC within ten daysv CCC then goes 
off cover immediately in that country — until the 
notification is withdrawn. 
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Chronology 


In August the FBI found that substantial amounts of 
financing nad baan made aval labia to tha Government of Iraq 
by tha Atlanta branch of Italy's state-owned Banca Nationals 
dal Lavoro (BNL) allagadly without authorisation from tha 
bank's central offices and off tha books. Thera ware early 
unconfirmed reports that some of tha credits may have 
supported Illicit arms shipments. USDA's Commodity Credit 
Corporation had guaranteed repayment by Iraq of some 
9700 million of these credits for the purchase of US 
agricultural commodities. 

The normal Interagency process on CCC credit guarantees 
yielded, on October 3 . a 5-2 rote In the MAC Staff Committee 
meeting in favor of USDA offering the Iraqis 9400 million in 
credit guarantees for FT 1990. With the Iraqis pushing for a 
full 91 billion, USDA reserved the right to come back to the 
MAC for additional amounts. Treasury and the FBB opposed 
going forward with a program of any else in light of the BNL 
affair. 

Two weeks ago , after sending two of its own attorneys to 
Atlanta to evaluate the Implications of the BNL affair for 
CCC programming, USDA decided that it was ready to proceed 
with a program in Iraq, and wanted Treasury and the FBB on 
board. Accordingly, attorneys from U8DA met with 
representatives of Treasury, State aod the FBB to discuss the 
legal aspects of the investigation as they affect CCC 
programming in Iraq. 

Last week ONB entered the picture. Based on a 
conversation with USDA's IG, Frank Bodsoll at ONB decided 
that no credit guarantees should be made available to Iraq at 
this time* 

At the MAC staff meeting last Friday . USDA proposed a 
variation oh its earlier 91 billion proposal, namely that 
they would offer the Iraqis only 9500 million now, and would 
make the other 9500 million available if no developments in 
the BNL investigation suggested otherwise. 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET OOC 2 7 J 

wm n i n w w . ox. mm 


Honorable Jack c. Parnell 
Deputy Saoracary e f Agriculture 
14«h and Independence Avanua , N.W. 
Washington, D.C. 20330 

Daar Mr. Fa mall : 


.. WJ *f you *nsw, tha Qovemnant of Iraq la soaking 
$1 billion in additional credits undar tha GSM-102 axport 
credit guarantee pro? -an, for tha purpoaa of purchasing O.s. 
agricultural coaaodities. It haa coma to ay attention? 
hovover, that investigations aro undar way into several 
aspect s oftta operation of tha existing GSH-102 cradit 
prograa with Iraq. 


Savoral of tha allagatiena that haws lad to tha 

ar * ■ •rioum. Tharafora, X ballava that 

it would ha inappropriate for tha unitad Statas Government 
to offar any additional GSM-102 cradita to Iraq until: 


wa hava sufflelant information about tha oparation 
of past and axiating GSM-103 prograaa with Iraq to 
ba assured that thasa cradita haws not baan niauaad; 
and, 


a tinaly ravlaw of tha design of tha GSM-102 prograa 
has baan conducted to anaura that it contains 
adequate safeguards against potential misuse. 

Cordially, 



williaa M. Dlefandarfar 
Deputy Director 


IDENTICAL UTTERS SENT TO KONOXABU RXCBARD T. CROWDER 
AND HONORABLE DAVID MDUtttD 
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EXECUTIVE OFFICE OF THE PR6906NT 

0«« OF MANAOMNT AND BUDGET 


WASNNOTON. O C i 


OOi J 


Hoveab<*r 7 , 1989 


The Honorable John E. Eobean 
Deputy Secretary of the Treasury 
1500 Pennsylvania Avenue, MV 
Washington, D.c. 20220 

Dear Hr. Hobson: 

As you know, the Office Management and Budget has previously 
expressed ooncema about allegations of improprieties related to 
the operation of the CSM-102 export credit guarantee progran with 
Iraq. We have suggested the need both for additional information 
about these specific allegations and for a review of the design 
of the program before extending additional credits to Zraq. 

Zn response to these concerns, the Department of Agriculture 
has compiled a report which outlines the state of information 
available to the Department on allegations related to the GSM-lC' 
program with Zraq. Further, it describes measures the Department 
is taking to Improve the management of the GSM program. The 
Department believes that, on balance, it would be prudent to 
extend at least a limited amount of additional credits to Iraq at 
this time. 

Z am transmitting herewith the Department of Agriculture's 
report, in the belief that it will be helpful to the Mational 
Advisory Council on International Monetary and Financial Policies 
(MAC) ae the MAC considers the Department's pending proposal to 
extend additional oredlts to Iraq. 

cordially. 


william M. Dlefenderfer ZZZ 
Deputy Director 


Enclosure 
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NATIONAL SECURITY COUNCIL 


November 7, 1989 

NOTE FOR NICHOLAS ROSTOW 
SANDY CHARLES 

FROM: ERIC MELBY 

FYI . There is a NAC Deputies' meeting 
tomorrow, chaired by Treasury. 



November 7, 1989 


MEMORANDUM FOR THE NATIONAL ADVISORY COUNCIL ON 
INTERNATIONAL MONETARY 
AND FINANCIAL POLICIES 

FROM: John & Robton 

Deputy Secretary 

SUBJECT. Export Credits to Iraq 


The Department of Agriculture (USDA1 is recommending that additional export 
credit be extended to Iraq in the form of GSM credit* to finance the tale of U.S. 
agricultural commodities. USDA is proposing that Iraq be offered SI billion GSM 
credits in two $500 million tranches. The second tranche would be made available only 
if circumstances warrant. In connection with the National Advisory Council's review of 
USDA’s proposed GSM export credit to Imp I am eadoring copies of the following 
materials: 

L Letter to OMB Deputy Director William M. Diefonderfer III, 
dated November 7, 1989. 

2. Draft Banca Nadonale del Lavoro investigation: status report 
dated November 7, 1989. 

3. Statement issued by the Iraqi embassy in Washington, D.C 
(undated). 

4. Letter to Deputy Treasuiy Secretary John E Robson, dated 
November 7, 1989. 

5. Letter to USDA Deputy Secretary, Jack C Parnell, Facsimile 
lYansmbsioo dated November 3, 1989. 


As you know, certain inepilaritiea have airfaced in connection with lending to 
Iraq by the Atlanta br anch of Italy’s Banca Naafonale del Lavoro (BNL). These 
irrejulariises are under iiPMlgatioo by the Department of Justice. USDA end other 
authorities. 
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November 7, 1989 
Page Two 


The risk to the U.S. Government associated with ex t endi n g GSM credits to Iraq 
rests not with BNL but with the Iraqi bank opening the letters of credit in i favor of U S. 
exporters and, ultimately, with die Iraqi Government The GovernoMt of Iraq has 
apparently indicated It stands by its rawing financial o bli g ation s notwiths t a n d in g the 
irregularities in Atlanta. 


Binding the GSM credits to Iraq is important to p res erve that eormmy ran 
si gnific ant export market far Ui. agricultural c o mm o diti es. It is also Important for ^ 
foreign policy reasora. On the other hand, there ere some uncertainties as to whether 
the ongoing investigation win reveal any compromise* of USDA’s GSM p rogram a nd 
any complicity of Iraq diereiiL Accordingly, the Council udO consider ra ^mefa en d 
risks of going forward with the additional credits to Iraq. TMs mat ter is hig hly time* 
sensitive btcutoc the negotiations wKh Iraq have reached a critical juncture. 


cc; Jack C. Parnell 

William M. Dtefenderfer m 
Stephen L Danxansky 

* A nrlnclpals only deputies nee ting of the HAC trill bn held 
rnmrroM Ncrvaaber 7 19897 *t 9:00 a. a. in the Secretary a 

%£%3327. Depart~nt of Trnaaury to review this 

utter. 
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DEPARTMENT OP AGRICULTURE 
OFFICE OF THE SECRETARY 
WASHINGTON. D.C. 20290 


000259 


November 7, 1989 


Honorable William M. Diefenderfer 111 
Deputy Director 

Office of Management and Budget 
Room 252 OEOB 
Washington, D.C 20503 

Dear Bill: 

Thank you for your letter of November 3, 1989, regarding the Government of 
Iraq's request for SI billion in additional credits under the GSM-102 export credit 
guarantee program. Attached is a draft status report on the on-going investigations 
regarding alleged improprieties in connection with lending to Iraq by the Atlanta branch 
of the Banca Nazionale del Lavoro (BNL)! As we discussed at our meeting yesterday, 
USDA’s General Counsel and Inspector General Offices have been working closely with 
the Justice Department's investigation of the Atlanta Branch's apparently unauthorized 
lending. 

After duly reviewing all of the information available to us at this stage in the 
investigations, we believe that the benefits of providing the additional credit requested 
by Iraq outweigh the potential risks and uncertainties associated with the BNL situation. 
To the best of our current knowledge, the alleged improprieties and disclosures 
regarding the Atlanta situation have not increased the financial risks undertaken by the 
Commodity Credit Corporation (CCC) as guarantor of the agricultural export credits to 
Iraq. CCC would be subject to claims only if the Iraqi bank opening the letters of 
credit to secure payment in connection with these GSM exports failed to comply with its 
obligations. The U.S. Government’s risk is with the foreign bank and the Government 
of Iraq. The United States has assumed no risk associated with BNL which is simply as 
assignee of the credit guarantees. Iraq has repeatedly assured us that they stand by their 
obligations; the Iraqi embapy has issued the attached statement confirming that, 
notwithstanding reports of irregularities concerning letters of credit issued for Iraqi firms 
by BNL’s Atlanta branch, "Iraq firmly abides by these agreements and is desirous to 
honor its part of these agreements in accordance with international laws and 
conventions." At this time, we have no evidence that Iraq's willingness or ability to 
comply with its financial obligations under the letters of credit is impaired as a result of 
the BNL situation. 

Given that the investigations of the Atlanta situation are continuing, there 
inevitably remain open questions and uncertainties. Nonetheless, the risks of not going 
forward with additional credit are tangible and substantial, while the risks of extending 
the additional credit are considerably more speculative. For example, if additional 
export credit is not extended to Iraq, we put at jeopardy one of the most important 
foreign markets for U.S. agricultural exports. Significantly, Iraq has a good track record 
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TfiUr-tm t vl MTS FOB MAC PSPVTU0 MCtTIHC 
Nuvwbof It 1909 


.... Tho CCt: program if crucially important to our bilateral 
relationship with Iraq. State strongly supports immediate 
action by tlio MAC Deputies to approve, the new program proposed 
hy IJftf JA • 

.. fn b8b-2t# tho President mandated that we seek to improve 
and expand our relationship with I ray. At present# trade is 
(•uni ra) to that relationship and credits guaranteed by CCC 
finance a large part jof that trade, i 


(In response to the 
debt and that we are 


point that Iraq cannot service existing 
digging ourselves into a hole by provMino 


n*«w t;rr**li tsit ) 


Iraq's record of .repayment to us 4s good# and the Iraqis 
have told us we -have priority oyer other creditors. Iraq 

has oil reserves second only to Saudi* Arabia. In addition# we 
should not take action that would harm U.S. exporters. 


(In responso to tho (ioint that we should not go forward with a 
now program in light jof the SSI# scandal;) ^ 

On the basis of the evidence we have there is no reason to 

derail future programs. Me have a pledge of Iraqi cooperation 
with an investigation into tho BNL issue# in response to the 
Secretary's requost to the Iraqi Foreign HiAister. bo 
investigating agency ;has put any specific questions to Iraq. 

• 

-- past problems are a reason to make sure there are adequate 
safeguards in a new program — not a reason to stop the program 
In its tracks to the detriment of our foreign policy interests. 


— We support a program of up to one billion# released in 
tranches# with periodic compliance reviews.* These safeguards 
uliould protect us If problems are uncovered* in the future and 
liolp assure Iraqi cooperation in the investigation. 

• urg«- i aimed i at o approval *•! * he full program of 'XC cr^l.* 
•piaranteo?;, with safoquaidn# prnp#.:;o*J liy USDA for I rag. 


• biu . 
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Arthur Pilzer, Vice President, African and Middle 
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Deputy Sacrstsry Robson opsnsd ths masting by stating that 
thars wars two issuas that should ba addrassad with raspact to 
tha proposad axtansion of naw CCC guarantaas to Iraq in FY 1990: 
(1) tha quastion of Iraqi craditworthinass and (2) tha 
implications of tha Banca Nazionala dal Lavoro (BNL) invasti- 
gation and tha uncarta intias it craatad for tha proposad program 
for Iraq. Ha statad that tha proposad FY 1990 program should ba 
avaluatad, first, on tha basis of tha agancias' judgmant that 
tha 1990 program was a rasponsibla action from a programmatic 
standpoint, and, sacond, from tha standpoint of having to dafand 
tha program to a hostila Congrassional committaa or tha madia if 
a worst casa scanario — involving criminal conduct in connaction 
with tha program on tha part of banks, axportars, or tha Iraqis - 
- cams about. Ha indicatad that this possibla yorst casa 
scanario should ba waighad against tha agricultural, trada, and 
foraign policy considarations involvad in a dacision oh whathar 
to procaad with tha program. Ha than rafarrad tha maating 
participants to two background papars praparad by USDA which 
outlinad 1) tha status of tha BNL invastigation and 2) a country 
risk analysis of Iraq, and askad Hr. Famall for his commants. 

Daputy Sacratary Parnall notad that tha BNL invastigation 
had, thus far, rasultad only in allagations of violations and 
that tha Agricultura Dapartmant's Offica of Inspaetor Ganaral had 
advisad tha Dapartmant in writing that thara was not an 
avidantiary basis for withholding approval of a naw CCC 
transaction with Iraq. Furtharmora, ha said, many of thasa 
allagad violations wars intarnal BNL bank mattars not associatad 
with tha managamant of tha GSM program for Iraq. Ha addad that 
vhila avantually it might ba provan that cartain BNL bank 
officars had baan angagad in violations of tha banking lavs, such 
possibla violations would not nacassarily implicata Iraqi 
officials or othars diractly connactad with tha CCC program. 

Thasa possibilitiss had to ba waighad against tha valua of ona 
billion dollars in axport salas — to a country, ha notad, that 
accountad for 20 parcant of all U.S. rica axports and was tha 
tanth largast U.S. agricultural axport markat. Ha said that in 
his viaw tha banafits of approving tha program far axcaadad tha 
risks. 


Daputy Sacratary Parnall continuad by noting that Iraq 
normally antarad tha markat at that tima of tha yaar. Ha addad 
that tha Unitad Statas was alraady fiva waaks lata in its axport 
cradit nagotiations with Iraq, and, accordingly, thaft was a 
risk of our losing tha markat for our axports. ' 





- 2 - 


As to a worst csss scsnsrio, Dsputy Secretary Psmoll said 
that his position would ba that, basad on all availabla evidence, 
the dacision to go ahaad with tha GSM program was appropriata and 
corract. Ha statad that in this country innocanca is assumsd 
until provan otharvisa and it was tharafora impropar to penalize 
tha Iraqis for unprovan allegations. Noting that tha ona billion 
dollar program was to ba of farad in two tranchas, ha suggastad 
that if wrongdoing on tha Iraqis* part wars provan, tha unusad 
portion of tha first trancha could ba withdrawn and tha sacond 
trancha not ralaasad. Ha summarized by noting that Iraq had to 
make immadiata buying dacisions, and that third partias wara 
willing to fill thasa agricultural naads at tha expense of U.S. 
axportars. Ha concludad that thara was a strong naad to mova 
ahaad expeditiously with a FY 1990 GSM program for Iraq. 

Undar Sacratary of Stata Kimmitt statad that his comments 
raflactad tha viaws of Sacratary Bakar, who baliavad that tha GSM 
program in Iraq was crucial to tha U.S. bilataral ralationship 
with Iraq. Ha notad that in **National Sacurity Dacision 26" tha 
Prasidant had callad for improvamant of tha U.S. ralationship 
with Iraq, and bilataral trada axpansion offarad a good maans to 
achiava that and. Ha notad that Iraq was kay to tha achiavamant 
of our objectives in tha Middla East, tha Gulf, and Labanon. To 
abruptly tarminata tha GSM program in Iraq would, ha said, 
claarly run countar to tha Prasidant's intantion and would, 
furthermore, causa a datarioration in our ralationship with tha 
Iraqis. Any such datarioration, ha contandad, would craata 
difficultias in ongoing discussions on othar issues, a.g., tha 
Middla East paaca procass, human rights, and prolifaration of 
missila and chanical weaponry. Ha not.d that Sacratary Dakar 
had calfe/ Sacratary Yauttar to express his support for an 
ongoing GSM program in Iraq. Ha also notad that tha Iraqi 
Foraign Ministar had givan assurances that Iraq would cooparata 
fully with tha investigation. Finally, hs stated that, despite 
possible future revelations, overwhelming foreign policy 
considerations led him to urge support of the proposal, based on 
information available at that time. 

Deputy Director Die fender for said that, while he was aware 
that 0MB was not a voting member of the MAC, his agency's mandate 
to oversee the management of Government programs had led him to 
request an interagency review of the GSM-Iraq program. He 
applauded USDA for bringing a potential problem to the attention 
of OMB, stated that he was satisfied that the allegations had 
been taken seriously, and lndicatod that he did not want to 
express an opinion on the issue. Noting that the decision on 
approval of the program would Involve a balancing of risks, he 
expressed confidence that the eventual outcome would be prudent 



and correct 


Assistant Secretary Skaraynski , noting Iraq's largo external 
dabt and quastions surrounding its creditworthiness, voieod an 
unaasinoss vith tha proposad program. However, noting tha 
foraign policy concarns of Stata and tha largo axport market that 
Iraq raprasantad, ha said that Coaaarca did not want to obstruct 
tha proposal. In rasponsa to a question from Deputy Secretary 
Robson, ha said that his agency was not opposed to tha program 
but fait that tranching and other safeguards vara necessary. 


Cxiabank Vice President Pllser said that ha viewed tha NAC 
as a forua for consideration of political, not country 
creditworthiness, issues. lie noted that Exiabank had supported 
tha CCC on its Iraq proposal in tha past and would do so at this 
aaating. Ha also noted that Exiabank was currently open in Iraq 
vith a short-term $200 Billion revolving line of credit. Tha 
Iraqis, ha said, vara currently delinquent by $12 Billion as of 
September 30, 1999, and Exiabank, therefore, would be reluctant 
to expand its exposure from the short-term facility. 


(AID) stated that since AID was not active 
Iraq, his ageney had no position on the current proposal. 


in 


Governor Kelley stated that, despite assurances on several 
points gained from the Agriculture Department's papers, there 
was still aore about the BNL affair that had yet to be brought 
to light. He said that he was reassured, however, that the 
investigation had not yet revealed culpability on the part of the 
Iraqis, nevertheless, he cautioned, it would be unrealistic to 
think that the entire DHL affair would be settled before the 
second tranche was released sometime in 1990. 


Furthermore, Governor Kelley said, the BNL affair 
notwithstanding, there was still the question of credit risk vith 
respect to Iraq. While he stated that he understood the need to 
sake a sale to a customer. It was just as important that the 
customer pay. He cautioned that extending 20 percent of the 
CCC 'a guarantee authority for a fiscal year to one country was 
not desirable in terms of risk management — especially when that 
country was engaged in unilateral debt reschedulings. Finally, 
noting the foreign policy considerations brought forward by 
State, Governor Kelley said that he, too, did not want to be 
obstructionist, but had reservations about a one billion dollar 
program. 

Deputy U.S. Trade Representative Kata stated that, while 
this transaction was risky from both the creditworthiness and 



domestic and international political angles, he thought it was 
reasonable to proceed, given the safeguards discussed. 

Deputy Secretary Robson, in summarising the sense of the 
meeting, indicated that absent compelling agricultural export and 
foreign policy interests this proposed program probably would not 
go forward. He stated further that the Committee's deliberations 
had been valuable insofar as they facilitated: 1) acknowledgment 
of the risks of proceeding with the proposed program for Iraq in 
the face of uncertainties as to the potential for future 
revelations of wrongdoing; 2) clarification of the point that 
resolution of the issue required a balancing of foreign policy 
and agricultural export interests; and 3) establishment of a 
record that showed that the risks involved in the transaction had 
been recognized and that the strong advice of the Secretaries of 
State and Agriculture had been that we should proceed.' Thus, in 
the worst case scenario, it could be shown that the NAC agencies 
had taken prudent steps to protect the integrity of the program. 

He then offered a number of suggestions as. to actions that might 
be taken. 

Deputy Secretary Parnell responded that he agreed that 
building a record was appropriate and supported the suggestions 
that Deputy Secretary Robson had made. Mr. Crowder indicated 
that it should be recognised that there are significant controls 
in place and that the problems with BNL had been uncovered and 
disclosed to OMB because of them. Mr. Danxansky strongly 
seconded Mr. Crowder's point. 

Under Secretary Kimmitt observed that the Middle East peace 
process was at a vital point and proceeding quickly with the 
proposed program would be helpful in that context. He added that 
he approved of the approach Deputy Secretary Robson had 
suggested. 

Based on the foregoing discussion, including the points 
suggested by Deputy Secretary Robson that were subsequently 
accepted and reduced to writing (see attached), the NAC Deputies 
agreed that USDA should go forward with a FY ItSO GSM program for 
Iraq in up to two tranches of export credit guarantees, with each 
tranche hot to exceed $500 million. 


Declassified 

Authority i 

Dale « LZ/Slfa h. 
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S unary of Agrnd Points in MAC Deputies Hosting 
On Proposod CCC Program For Zraq 
November i, 1919 


1. Tho Department of Agrlculturo vill dooignats sonior officials 
to monitor tho Zraq prograa through oppropriato channels. 

2. Tho Dopartaont of Agrlculturo vill suspond its program undar 
spocifiod conditions and vill onsuro tho full cooperation of tht 
Government of Zraq in uncovering and. dealing vith any 
vrongdoing in connection vith tho program. 

3. Tha Dopartaont of Agriculture has reviewed tho existing gsm 
procedures and is installing additional safeguards or controls 
noadod to tighten tho monitoring and enforcement of its 
guarantee programs and to raise the probability that 
irregular it ias vill be detected at an early stage. 

4. The Secretaries of State and Agriculture vill send/ for the 
record, letters to the Secretary of the Treasury, in his 
capacity as Chairman of the NAC, outlining the agricultural, 
trade, and foreign policy reasons vhich make it important to 
proceed vith the CCC program for Zraq. 

5. Prior to commitment of a second tranche under the Zraq 
program, the Department of Agriculture vill submit a written 
report to the NAC detailing: 

(a) the nature and operation of the safeguards and 
controls established in connection vith the Zraq 
program in particular; 

(b) the steps taken to tighten the monitoring and 
enforcement of its export credit guarantee programs; and 

(c) developments in the Investigations of the BML scandal. 

Any significant developments vith respect to the BNL 
investigations that may have ramifications for the Zraq program 
vill be reported to the NAC as soon as they become knovn. 
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O.C. 

’ 20260-1400 


DATE: 

ATTO: 


FAX NO: 
FROM: 


PAX NO: 
TELEPHONE NO: 


November 8, 1969 

Honorable John P. Schmitz 
Deputy Counsel to the President 

456-6279 

Alan Charles Raul 
General Counsel 
USDA 

447-8666 

447-3351 


There are 3 1 petes so this doc u men t , including the cover sheet Please call the 
above telephone number If any of these pages is not received or is illegible. 


Thank you. 


S<6 , 


S' - 1 ; 
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Vtoillun 


ONeesfSw WMHnglon. 

OeunS 10280-1400 


Novembers, 1989 


MEMORANDUM FOR JOHN P. SCHMITZ 

DEPUTY COUNSEL TO THE PRESIDENT 

FROM: Alan diaries Raul 

General Counsel, USDA 

SUBJECT: Iraq 


Today, the NAC approved USDA** proposal far catending credit to Iraq. As we 
discussed, our Inspector General bas provided a written assurance that Ithey] have no 
evidence to date that would lead as to recommend that the Department should not 
emend the guarantees [to Iraqi* A copy of Leon Snead’s November 8, 1989 
memo ran dum for the Deputy Secretary is attached. 

On the hash of our discussions, the NAC approval and the written assurance of 
our Inspector General, we would propose to dispatch a negot i ator to Baghdad tomorrow 
to communicate the U.S. Government’s offer. 


cc Stephen l Danxansky 
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lornUr l| UM 


ictouutioiul noatum ra m niron iionui 
noHt ‘^fiTtosSr* u / 

taputjf iMfMtir Omni 
•DBJICTi OCM Credit Onnitm to Iraq 


IttOBi 

Oo frldey we onto contacted Vjr 0MB coacorala$ oor loveetlgatloo of the Bom 
B aaloaala Del Urn «od thn Depertmat'a ponding decleioo to oxtaad OSM credit 
guaranteed to Iraq. OKI exp reared ceoeoto oeor giving credit puranteaa to 
Iraq while thin loveetlgatioe la la procaae. Bn laforand than that oo haoo 
ao evidence to data that would load ua to roeoaaend that the Depart oeat abould 
not extend the gaaraatae*. Ba earn laforand that tha Deputy Director of 0KB 
would tend poo a mao exp re aeia$ hi* coacema. Be adviced MB on frldey of 
Ihit eMTtn«tl«i 

AUo» m hooo dlicMMd vi tli FAS tttt Iium of "of tor mIm •orricoo." Vo 
rico—onfod that FAS ooko it door to Iraq that this la aot alUoiblo* FAS 
ogrooA to Ao this* 
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COHMBPITIM. 

ACTION MMOMNOW 

TO: TtM Acting 8«c(«t«rr 

MOM: 


United Stole* Department of Suty* 
r-kmgm, DC 20520 V 


8925977A 

§* W-M 12:00 « 



SUBJECT: Lfttir to Tmiurr Deputy Secretary Dobson 

on • CCC Program Cor Iraq 


Xa your conmntloa oorlior today, Oifactant of tho 
Troaaury Deputy Secretary John Bobsoo at tad that you send hia • 
lottor outlining tho policy roaaons Cor which Stato strongly 
backed USDA's proposal Cor a full, bill ion-doll ar program of 
Commodity Credit Corporation (CCC) credit guarantees, with 
safeguards* for Iraq. Attached is a letter for your signature 
that outlines those policy considerations* tt essentially 
follows the talking points orovided Cor your telephone 
conversation with Hr. ftobsv*. 


That you sign the attached letter to Deputy Secretary 
Dobson. 


Proposed letter to Deputy Secretary Dobson 
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*09 NOV -6 P354 


DCPABTMSNT Of StATt 
WASHINGTON 

VovMbtr St ltlf 

CONFIDENTIAL 
Dear John: 

Further to our discussion, on forol«n policy grounds we 
support tho DopsrtMnt of Aprleulturo’s sropossl for s fwll. 
btllion-doJJor proprs* of C o— ofllty CroCit CorpprotiM Ctft-102 
•sport erodit puarantoos Is n •«. with odopusto ssfopuords. 
for In*. 

In addition to tho near-term bonofita for ofrlcultural 
tales, tho CCC program So laportont to our efforts to improve 
and expand our rolotionthip with Imp. oo or da rod by tho 
Prosidont in N5D-2S. Iraq it a major power in a part of tho 
world which la of vital importance to tho United States. Our 
ability to influence Iraqi behavior in treat froa Lebanon to 
the Middle Seat peace process to missile proliferation it 
enhanced by expanded trade. Also* to realixe Iraq's enormous 
potential at a market for U.S. poods and services, we must not 
permit our displacement as a aajor tradlnq partner. 

with reqard to the real concerns which arise from the 
investigation into the operations of the Atlanta branch of the 
Banco Nationals do Lavoro. me have received from the Government 
of Iraq a pledge of cooperation. Our Intention is to hold Iraq 
to this commitment and to work with the OaP**^™* •* 
Agriculture to ensure that the problems with the program in the 
past are fully resolved in a new program. The safeguards 
proposed by USDA, including disbursement of the Ctt Guarantees 
in tranches* buttress the program and merit our backing. 

1 appreciate your support in this connection. 

Sincerdiy. 



wrdnee S. mk% 


Lawrdnde S. Bglebvrger 
Acting Secretary 


The Honorable 

John B. Hobson* 

Deputy Secretary of the Treasury. 


DGCLt OADfk 
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DATE: 

ATTN; 

FAX NO: 

FROM: 

FAX NO: 
TELEPHONE NO: 


November 9, 1989 

Honorable John P. Schmitz 
Deputy Counsel to the President 

456-6279 

Alan Charles Raul 
General Counsel 
USDA 

447-8666 

447-3351 


. 2*"“®’ ^.£*2 *° * Kumenl > “ >du<Jin * the cover sheet Please call the 

above telephone number if any of these pages is not received or is illegible. 


Thank you. 
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DCPAftTMKNT OP AOmOKUTUftS 

OWC* OP THt MCMTMY 
WASHINGTON, D.O. 0 0—0 

November‘s 1989 

Honorable Nkholu F. Brady 
Secretary of the Treasury 
U.S. Department of the Treasury 
Washington, D.C 20220 

Dear Mr. Secretary: 

Today, the National Advisory Council on International Monetary and Financial Bolides 
(NAC), chaired by Deputy Treasury Secretary John B. Robson, approved the U.S. 
Department of Agriculture's (USDA) proposal to reauthorize its guaranteed export 
credit program (GSM- 102) to Iraq for FY 1990. We proposed to offer a program to 
Iraq in two stages — an immediate tranche of $500 million in export credit guarantees, 
with a later and equivalent second tranche contingent on the results of the continued 
investigation in the Banca Naxlonale del Lavoro- Atlanta (BNL) affair. 

Following the NACs decision, I wanted you to be aware of the careful scnillqy accorded 
by the NAC and the positive factors that strongly counterbalance the uncertainties that 
cannot be fully resolved until the conclusion of all the ongoing investigations of BNL. 

As you know, the Office of the United States Attorney in Atlanta Is currently 
investigating what appears to be a major case of bank fraud at BNL in connection with 
unauthorized loans by that brand) bank to Iraa A significant portion of those loans was 
made in connection with assignments taken by BNL of CCC-guaranteed credits under 
the GSM- 102 program. USDA has been very active in monitoring this Investigation, and 
we have been assured by our Inspector General, who is working closely with the U.S. 
Attorney’s investigation, that he nas no evidence that would lead him to recommend that 
the Department not extend the additional guarantees to Iraq. 

As acknowledged by USDA and all the agendas represented at today’s NAC meeting, 
there are certain risks in going forward but, after careful deliberation, we believe those 
risks to be outweighed by compelling foreign policy and commercial considerations. 
Secretary Baker has personally informed Secretary Yeutter that significant foreign policy 
initiatives of the United Slates In Iraq and the Middle East could be Jeopardized by our 
failure to renew the Iraq GSM program promptly. In addition, Iraq represents a 
carefully nurtured $1 billion annual market for U.S. agricultural goods (representing 3% 
of our total agricultural exports and about 20% of all rice exports). Tlus market has 
been developed under the GSM program, and the Iraqis have a solid record of repaying 
their GSM guaranteed loans. 

Several important agricultural sectors, most notably rice and wood products, are heavily 
invested In the continued export of products to Iraq. The failure of the United States to 
extend the program Is already having an adverse imped on our ability to export 
agricultural products to Iraq. Iraq is making its purchasing decisions now. We already 
have information that it has made purchases on the not markets from other countries of 
commodities that It has traditionally purchased from U.S. exporters under the GSM 
program. 
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Hon. Nicholas P. Brady 
November 8, 1969' 

Page Two 


Because the Investigations of BNL are ongoing, we will continue to monitor the situation 
carefully. If new evidence surfaces that suggests the integrity of our program has been 
or could be compromised and the Government of Iraq or its officials are Involved, we 
will take appropriate action, including, if necessary, the withholding of the second 
tranche of credit and any unused portions of the first $500 million. 

It is also our intention, in negotiating the FY 1990 program with Iraq, to require certain 
additional safeguards. Specifically, we will require a dear commitment from Iraq that it 
will not request from U.S. exporters free goods as ‘alter sales service* in connection with 
GSM sales, fat addition, we will place Increased requirements on Iraq to document 
overland shipments made from ports in other countries so that we may obtain greater 
assurance that there is no improper diversion of goods. 

USDA continues to strengthen management of the GSM and other programs h 
administers. These efforts indude management practices, program eligibility, required 
documentation, certification of U.S. content, price review and compliance. 

These measures and proposals, as related to the additional GSM credit for Iraq, have 
been communicated to the Office of Management and Budget in response to their initial 
concerns regarding these matters. 



JadrC. Parnell 
'Acting Secretary 
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Memorandum 



CCC Payments to Iraqi Owned Banka 
Resulting Pros Iraq's Repudiation 
of its Dabt to tha U.8. Under tha GSM 
Agricultural Cradit Guarantee Program 


* Garrilyn G. Brill 
Acting U.S. Attomay 


April 9, 1902 




Attachad is a March 30, 1992 lottar from Chairman Leahy of tha 
Banata Agricultura Cn— lttaa to tha Baoratary of Agriculture 
questioning tha above-re f er enced payments in light of tha August, 
1990 Executive Order prohibiting transfer of funds to tha 
government of Iraq. These payments to banks both owned and 
administered in part by Iraq occurred long after we warned CCC of 
the Iraqi ownership position in banks holding assignment of GSK 
agricultural credit guarantee program for Iraq. Me raised tha 
issue of how CCC could possibly consider, in effect, paying Iraq 
again for the very U.S. debt on which Iraq had defaulted. 

Specifically, USDA-OIG Special Agent Art Made consulted with 
Bob Kennedy of the Federal Reserve immediately upon Iraqi default 
after their August 2, 1990 invasion of Kuwait to determine tha 
percentage of Iraqi ownership in banks holding assignment of CCC 
guarantees. This Information was conveyed to the CCC Assistant 
Treasurer in Mashington within days of invasion and months before 
USDA decided to make payment to banks partially owned by Iraq due 
to Iraq's repudiation of its debt to the U.S. The CCC Assistant 
Treasurer assured us that she had written up our concerns, added 
her concurrence with our position and referred the matter to those 
responsible for such payment decisions. 

■ 

Information developed by the northern District of Georgia was 
apparently discounted in reaching this policy decision, just as it 
was when the $500 million in additional CCC guarantees for Iraq was 
approved in Movember 19S9 after we disclosed the sultibillion 
dollar scheme to defraud BML for the benefit of Iraq. 

cc: Rick Deane 

Bill McKinnon 
Art Made 
Bob Kennedy 
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PRINCIPALS CHANNEL 192(041 


Uniicd Suict Department of Suit 



IIOTC FOR THE. SECRETARY 

SUBJECT: Hcifift to Iraqi Foreign Minister on CCC Credits* 


Z attended a meeting Wednesday of tho Rational Advisory 
Council (HAC) Deputies which approved USDA*s proposal for a 
full, billion dollar CCC program, for Iraq. (Your call to 
Yeytter and our subsequent efforts with OHS and Treasury paid 
off.) The understanding was that the program for H 90 would 
be in two tranches of SS00 million each, with the second 
tranche being offered later in the fiscal year, assumlng.no 
further problems arise from the BKL Investigation. USDA'haa 
promised to move promptly to start negotlatlnns with Iraq on 
the rr 90 program. 

Z suggest that you break the good news to Foreign Miniate: 
Tarlq Axis, since he raised this issue with you, and you 
promised to take a personal Interest in it. I have attached i 
proposed letter to Axis which has inter-agency clearance. 






DECL : OAOS 
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original 



Tifil: C*M. MCI. IZ 

XURJCCT: nCXXACC FROn XCCRCTart TO IRaoi FONniN ON CCC 


• X. CONFXRCNTIAt, — CNTIRC TCXT. 

i. ■ ahraxiaror u jmxtructcr at tnc carIxcxt poxxiric 

ORRORTUNITT TO RCIJVCR TNC nCXXACC AT RARAMARH 3 FROH THC 
SCCRCTART TO XRARX FORCIM nlNXSTCR TARIR AZIZ. 

3. .RC6ZR TCXT: 

RCAR HR. niNXXTCR: 

RURXNC OUR nCCTXRC ON OCTOICR W TOU AXKCR nC TO 
' UOOC INTO OUR RROMAfl OP AMXCUITURAL CRC3XT CUAIANTCCX 
..FOR XRAO. I.NAVC »ONC JO. -ANR . AN ,RIC<XCR TO RC ARCC TO' 
'INPORn TOU THAT A'TCAIt PRon THC RCRARTIICNT OP AMICUCTWRI 
XX TRAVCLIINC TO XRAO TO RCCIN NCCOTIATIONX WITH TOUR 
COVCRNHCNT ON A NCV RROCRAH FOR THC CURRCHT PIJCAL TCAR 
THAT VC Relieve UIU RC ACCCRTaRlC TO TOU. 







THIS DECISION IT TMC ASMN1STRATXON RCFLCCTS TNC 
IMPORTANCE wc ATTACH TO OUR RELATIONSHIP WITH IRAO.* X 

appreciate thc ASXURANCCX Y have provides to AHRASSASOR 

CLASPIC «r FULL COOPERATION RY IRAN WITH AN INVESTIGATION 
OP PAST XRRCGULARXTXCS IN THE PR OCR AN* X KNOW TOU SNARE 
HT VIEW THE PROGRAM HOST RE FREE FROH ANT TAINT OF 
ILLEGALITY. 

Z AH ALSO SENSING YOU A SEPARATE nESSAGC ON THC 
ARAR-1SRACLX PCACC PROCESS. HE ARC AT A CRITICAL POINT XN 
OUR SXPLOHACY. THC COVCRHHCNT OF CGYPT XS WORKING CLOSCLY 
WITH PALESTINIANS TO RCSPONO POSITIVELY TO OUR FXVC-POXNT 
FRAMEWORK. CNARLIN6 US TO 6CT AN XSRACLX>PALCXTXNXAN 
OIALOCUC LAUNCHCO. AS THC PLO APPROACHES THIS PROCESS. XT 
WOULD RE USCFUL IF YOU COULD HEIGH IN WITH THCn AMD URGC 
THClt TO GIVE A POSITIVE RESPONSE TO CCTPT'X SUGGESTIONS. 

I AH PCRSUASO THCRC ARC RCAl OPPORfUNXTICS HCRC FOR 
PALESTINIANS. X An ALSO CONVINCE) THAT THCRC ARC NO 
ALTCRNATXVCS TO THIS APPROACH. 

Z HOPC HE CAN CONTINUE TO ARRRCSS THC PRORLCnS 
WHICH HILL INCVITARLY ARISC RCTHCCN US IN THIS MANNER. RY 
THC FRANK CXCNANGC OF VICHS IN A SPIRIT OP FRICNSSNZP. I 
LOOK FORWARD TO CONTINUES COOPERATION WITH YOU AS WC' SO SO. 

SINCCRCLY. 

/S/JAMCS A. RAKCX III 


* * 
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DEPARTMENT OF AGRICULTURE 

0**»C! O* ThK SeCMCTAAV 
WASHINGTON. O-C. 20 2 SO 


000133 


November 14, 1989 


Honorable John E. Robson 
Deputy Secretary of the Treasury 
U.S. Department of the Treasury 
1500 Pennsylvania Avenue, N.W. 

Washington, D.C. 20220 

Dear John: 

Following last week's NAC meeting, one of our Foreign Agricultural Service 
officials was dispatched to Baghdad to negotiate the additional GSM export credit 
approved for the Government of Iraq. This note is just to let you know how it worked 
out: Iraq accepted our offer to extend $500’ million in new GSM-102 guarantees. Iraq 
did not request a commitment at this time for a second tranche of credit. Accordingly, 
we agreed to only a S500 million line for Iraq, rather than the full $1 billion 
commitment (in two tranches) as approved before the NAG 

This arrangement with the Iraqis will give us additional time and flexibility in 
reviewing any new facts surfacing as a result of the Atlanta investigations. 

Thanks for your help in moving this issue along towards a reasonable and 
responsible disposition. 


Sincerely, 


Jack G Parnell 
Deputy Secretary 
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out 

Response to your Novem 
BML Memo 

b.r 3, 1989 

11/32/83 


ttob«rt L. Barr, Jr. n. Quit McXensie/l/?1 

United SUUI Attorney Afilitint 0.^7 Attorney 


Tht BML invtitlfition Has continued to proceed "full -speed 
ahead* to tho point of most agentg cancelling Ioavo during 
Thanksgiving week. In fAct we were in tho of fie# of tor hours 
yesterday obtaining dotAilod information rogording personal gAin 
from PauI VonWedel's Attomoy And discussing a Vontfedel ploA. 

Z hAvo attempted to koop you Adviood of doily Activity in tho 
BML invostigotion by typing And distributing a doily log. 

Since your Movember 3 memo wo hovo received a dotominotlon 
from Moshington thot wo do hovo a * Trading with tho Enemy Act* 
viol At ion ond it will bo ir winded in tho Initial indictment. 

To doto wo hovo rocoivod dotominotions on only ho If of tho 
ouspoct transactions rogording possiblo violotions of tho "Arno 
Export Control Act*. Thoso dotorminotions hovo boon nogotivo. 
Tho products, such os tho nucloor fuol compressor, hovo duol uso 
capacity ond oro thoroforo not liconsoblo. Although Customs hos 
boon diligent in requesting prompt dotominotions. such review is 
tins consuming end the collection of documents from monufocturors, 
freight forwordors, customs brokers, os well os exporters is 
sometimes slow duo to rotriovol from oversees sources end from o 
multitude of different componios. Zt moy toko six months to 
complete ell determinations . However, we think there moy be no 
prosecutions in this oreo since initiol dotorminotions show thot 
the Zreqis wore cereful to purchase duel usoge equipment which, of 
'course, con be end probably was used on the Condor ZZ project. 
Such pure hoses end funding ore not in violotion of Of low. 

The USOA 0Z0 yesterday found a folse stotement submitted to 
U3DA by Drogoul to in connection with obtAining CCC guar ontees . 
Therefore, there will be At least one CCC count in the initial 
indictment. As for the overall Investigation, OSDA does not feel 
that they can move any foster for the reasons stated in ay memo of 
October 31. They hove assigned three full time people to the case 
- two Special Agents and one Auditor. Since there is a possibility 
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that information developed during thn USDA investigation can void 
CCC guarantaas and perhaps aava US taxpayers ovar $1 billion, that 
investigation must be conplata and thorough. 

1 hava baan in contact with DOJ from tha baginning regarding 
Foreign Corrupt Frocticoi Act and Anti-lleckliit coordination. The 
crucial quaatlon which has not yat baan answe red 1*_ whether 
paymanta ware made to individuala or to the }!"??}* : 

I still don’t foraaaa auch violations being Included in tha initial 
indictment. 

Tha October 3 1st mono discussed the *** ^‘ " "" 
investigating whether or not Orogoul had operated as •»*•*«" 
agent without registering as such. The Iraqi .ties ware with 
Orogoul, not VonWedel. It still does not 

sufficient evidence in this area for inclusion in tha initial 
indictment. 

The FBI aaeuraa mo that they continue to hasp the 
Counter Intelligence desk in Washington promptly advised of all 
davelopattnts. 

Sntrade may be a corporate defendant In .certain *®bsmeto 
defraud BUI. counts of the initial indictment. *bew is no evidence 
that any BML empl o ye e or officer outside Atlanta had 
ant portion of tST schemes under investigation suf ficient y 
warrant criminal prosecution. Should export of f eases be 
non-BM, corporate and individual subjects would, of course, be 
identified and prosecuted. 

I do not believe that any Judge in the Worthern JJ****®* •* 
Georgia would order pretrial detention f or tie five B WL At lanta 
subjects due to the facta set forth in my October 31st nsno. 


GKsalw 

cci Ray Buka tela 
Oerrilym Brill 


3 
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l~1 CLASSIFIED (w/ ClM.ifl.d Ate.chia.nc) 

DEPARTMENT OP THE TREASURY 

WASHINGTON 

• •KOv bt)3 ACTIOII 


MEMORANDUM FOR DEPUTY SECRETARY ROBSON 

/* ... 

FRO N: 


SUBJECTS Requast That You Sign a Memorandum Transmitting 

Draft Minutas of tha November S, 19S9, NAC 
Daputias Maating on CCC Guarantaas for Iraq 


ACTION FORCING EVENT: 

At your suggastlon tha NAC Daputias agraad that it would ba 
advisabla to astablish a racord of tha National Advisory 
Council's considaration of tha Dapartmant of Agricultural 
proposal to make aval lab la to Iraq ona billion dollars in cradit 
guarantaas in FY 1990. 


That you sign tha attachad transmittal mamorandum to tha 
principal participants in tha Novaabar Sth NAC Daputias Hasting. 


Disagraa _____ Lot's Discuss 


Tha at t a ch ad draft minutas incorporats tha ehangas you mada in an 
aarliar draft. Tha only axcaption is your proposed rav is ion of 
tha first of tha * Agraad Points” to road ". . .dasignata senior 
officials to aoaciallv monitor tha Iraq program... " Tha 
formulation of this point thpt vp arm offering resulted from 
difficult negotiations with 9 ^ and we are concerned that other 
agreements would be jeopardised if we tried to reopen it. 


ATTACSMENTSs Memorandum for Signature ^ 
Draft Mlantra 


twcussimo 
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TO i Virgil Mattingly 
Fftoact John L. Kuray^* 


l, lfif 


SUBJBCTs Banca Masionala dal 
La voro/ Iraqi Xnvolvansnt 


On Dacaabar 5, 1989, I racaivad a talaphona call froa 
Susan Boy, who is an attornay with tha lagal dapartaant of tha 
Padaral Rasarva Bank of Atlanta, concarning tha ongoing 

invast igation of tha activitias of tha Atlanta branch of Banca 
Nazionala dal Lavoro (-BKL-) . Ms. Hoy confiraad that 


as this nattar is st 




At your direction, Z nt with Char loo f logman, Tom 
Connors and Valoris Chang of Informational Finance and rolatod to 
thorn tho information X had received from Ns. Roy. Thoir 
particular interest relates to the Department of Agriculture *s 
decision grant to Iraq $1 billion in CCC credits for fiscal 1900. 
As you are aware, Board staff has serious reservations about 
Agricultural decision based upon concerns about the 
creditworthiness of Iraq and the situation at BML Atlanta. Those 
concerns were expressed to other interested agencies at s series 
of meetings by Governor Kelley, Nr. * legman, Ms. Chang and 
myself. 

During my meeting with Messrs. S legman and Connors and 
Ms. Chang, it was decided that both Agriculture and the Treasury 
Department should be notified about the developments in Atlanta. 
To that end, on the evening of December S, ItM, X called Ed 
Willingham at the Atlanta Reserve Bank and asked him to present 
to the Assistant United States Attorney our request that she 
notify Marilyn Neunch at Treasury and Kevin Broach at^Agricultur* 
of the recent developments in her investigation. Mr. WillinghJ- 
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indicated that ha mould call the Assistant United States Attorney 
that evening. 

Z again spoke with Bd willinghae on the noming of 
December 6, 1989 , at which time he told me that he had talked to 
the Assistant United States Attorney the night before and relayed 
our request that she contact Ms. Haunch and Mr. Broach. The 
Assistant United States Attorney Informed Hr. Willingham that she 
had already spoken with He. Haunch and would call Hr. Broach the 
following day (December 6, 1989). 

After speaking with Hr. Willingham, I then placed a 
call to Ks. Haunch to confirm that she had spoken with the 
Assistant United States Attorney. Z had spoken to Ks. Haunch on 
Konday, December 4, 19S9, when she called me to express her 
concern about an essay by William Saf ire co n c ern i n g the "Lavoro 
Scandal” which had appeared in the Thursday, Wovmmber 30, 1999, 
edition of the Hew York Tines. During that conversation, 

Ks. Haunch had expressed her continuing concern about 
Agriculture's decision to extend the CCC credits to Zraqi and had 
inquired if we had any new information about the BHL 


Investigation in general and specifically potential Zraqi 
involvement. 

Zn our December 6, 1989 conversation, Hs. Haunch 
confirmed that she had spoken with the Assistant United States 


Attorney in Atlanta and was aware of the Information ^oncerning 
potential Zraqi involvement in the. issuance of unauthorised 
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lcturs of orodlt by MIL Atlanta. She informed no that, aba had 
spoken with tha Oanaral Coonaal at Agriculture to inf on bin of 
what aba bad laaroad during bar conversation with tha Asaiatant 
Onitad Stataa Attornay. Ha. Haunch told aa that bacauaa both 
Traaaury and tha Fad had expressed raaarvationa about tba CCC 
cradita to Iraq that aha and X ahould atay in cloaa contact to 
monitor tha aituation in Atlanta, to which Z agraad. 

tinea ny convaraation with Ha. Haunch I hava apokan 
with Ha. Chang to kaap har advisad aa to vhat la occurring and 
alao at your direction called Aasociate General Counsel Too 
Baxter at the New York Reserve Bank to advise bin of the recant 
evants. 


Z will continue to keep In contact with Hr. Millinghan 
and Ha. Roy in Atlanta and infora you of dovolopas n ta aa they are 
aade known to aa. 

During the preparation of this aeaorandua, X received 
another telephone call froo Ed Nillinghaa who advised ae that 




[ talking to investigators on| 

f named a fourth Iraqi who had 
participated In concealing the existence of the unauthorised 
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letters of credit. MWlduii ee the 

Minister of Industry end Trade, she is else the son-in-lev of the 
President of Iroq. ) 


cc: hoard 

Governor Kelley 
Mich Ashton 
Kathleen 0*0ey 
Ted Trunan 
Charles Siegnan 
Ton Connors 
Valerie Cheng 

Atlanta Beserve Meek 
Bd Willinghen 
Susan Hoy 
Mobert Kennedy 


Mss Tort Keser r e seek 
Ton Baxter 
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DATE: 

ATTN: 


FAX NO: 
FROM: 


FAX NO: 
TELEPHONE NO: 


December IS, 1989 

Honorable Stephen L Danzansty 
Deputy Assistant m the President 
and Director, Office of Cabinet Affairs 

496-7739 


Alan Charles Raul 
General Counsel 
USDA 


447-8666 

447-3351 


U 

There arc w 'pages to this document, including the cower sheet Please call the 
above telephone number if any of these pages is not received or Is illegible. 

Thank yon. 
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The Lavoro Scandal 
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SAMOA NATIONALS DSL LAVOSO (SML) 


Itecently, articles In the press have discussed aspects of the so- 
called *bavoro Affair* — tha lnvastlgatlon of alleged Sank fraud 
at Banco Nazlonala dal Lavoro-Atlanta (BML) involving off-the- 
book loana made to Iraq. Borne quaationa have been saiaed 
regarding credit facilities provided to Iraq including export 
credit guarantees extended under the GSM-102/103 programs 
administered by the Commodity Credit Corporation (CCC), an 
instrumentality of tha U.S. Department of Agriculture. A number 
of facts about tha OSM-102/103 programs may be helpful In 
understanding the situation In tha BML matter, and tha status of 
the programs with respect to Iraq. 

o The OSM-102/103 programs are not foreign aid or 
foreign assistance programs, aether, those programs 
were instituted to assist the U.S. agricultural sector 
to develop and maintain commercial export markets for 
U.S. agricultural products. GSM export credit 
guarantee programs provide short term or intermediate 
term credit facilities to allow U.S. agricultural 
exporters to sell their products to countries that are 
unable to participate at tha current time in the cash 
markets, but who are able to repay on a commercial 
basis over a more extended term. Iraq Is only one of 
more than forty countries currently participating In 
these programs; more than eighty different types of 
U.S. agricultural commodities have benefit ted from 
these programs since their inception. 

o The decision to extend lines of credit guarantees to 
foreign countries is made by USDA/CCC only after 
consultation with other federal departments and 
agencies through an interagency consultation process. 

Through tha Motional Advisory Committee on 
International Monetary and Financial Policy, USDA/CCC 
consulta with the major federal agencies concerned with 
international credit policy, including tha Departments 
of the Treasury, Commerce and State, the Federal 
taserva, the Office of the U.S. Trade Mepresentatlve, 
the.Sx-Im Sank and others. The decision whether to 
extend credit guarantees, and for how much, is the 
result of very thorough review of many factors, 
including considerations of creditworthiness, past 
performance In the program by the foreign country, 
benefits to U.S. agricultural sectors, and long term 
market opportunities. 
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o The dtelilon to ixtind th« current lint for FY 90 of 
0500 Million In export credit guarantees rtpreatntt tho 
rooult of elooo interagency scrutiny of tho Iraqi 
situation. Including consldorotlon of factors arising 
from tho BML natter. Tho currant lino represents a 
doczoaso of approximately 50% from tho lint of crodit 
guarantoos oxtondod during oach of tho past two years. 

o Undor tho GSM crodit guarantoo programs, tho CCC 
losuos guarantoos to U.f. exporters, Tho CCC guarantoo 
covors tho risk of non-payment by a forolgn bank undor 
a lottor of crodit oponod to flnanco'tho purchaso of 
U.f. agricultural exports. Tho CCC qualifies forolgn 
banks for participation. In Iraq, tho CCC has 
qualified Bank Bafldaln, which has had a superior 
record of repaying all loans which wore mode subject to 
tho GSM programs. Thus, tho CCC's risk with respect to 
GSM loans to Iraq booked* by BNL Is tho risk of non- 
payment by Iraqi banks and Is unrelated to the 
financial position of BNL. 

o Bines 1915, CCC has approvad crodit guarantoos for 
approximately 94. < billion in connection with oxport 
sales of U.B. commodities to Iraq. To date, no claims 
have over boon made on tho CCC as a result of any Iraqi 
default. CCC's records indicate that Iraqi banks have 
consistently and fully mot their obligations under 
those sale and loan agreements. 

o fines early feptember, when tho Lavoro affair first 
became public, representatives of the USDA Office of 
Inspector General, of the US DA Office of the General 
Counsel and of the CCC have been involved In 
investigating possible impropriety at BML with respect 
to CCC programs. Those investigations are on-going, 
and US DA is cooperating fully with the investigation 
being conducted by the Office of the United States 
Attorney in Atlanta. 

o CCC guarantees are extended only for credit sales of 
U.f. agricultural exports, and only to oxport companies 
operating in the United States. BML may have lent 
money to Iraq for hon-agricultural products, but none 
of those sales would have been eligible for CCC 
guarantees. According to press reports, BNL had 
current loans to Iraq booked at approximately 93 
billion. The amount of CCC guaranteed loans in that 
portfolio was approximately 9700 million for all 
shipments of agricultural commodities. The remainder 
of the portfolio did not involve CCC guarantees. 



o CCC ixtfndi cKidlt fu«c«ntm to ixpostui of U.l. 
agricultural goods who say f ot their option, assign 
thsir rights to sals procssds (and ths rslatsd 
guarantee) to a bant or othsr financial Inst 1 tot ion. 
ths CCC did not lssus guarantsss to IMLj rathsr, MIL 
rscslvsd assignments of thoss goarantsss Iron various 
exporters. 

o Iraq has conalstsntly not its financial obligations 
in connsction with this program, and, in cacsnt days, 
has publicly sxprssssd its intentions to continue to do 
so. In addition, Iraq Is ths tenth largest foreign 
Mrlet for U.s. agricultural exports (la particular, 
purchasing approximately 20% of U.S. rice exports) • 

o CCC has safeguards to ensure the integrity of the 
GSM programs, and is monitoring the situation arising 
out of the Lavoro matter* vary carefully. CCC is ia a 
position to take whatever action Is necessary should 
the situation change. 
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Decoder 22, 1989 


MEMORANDUM FOR THE FILE 

JAY S. BYBEE W 

ASSOCIATE COUNSEL TO THE PRESIDENT 


FROM: 

SUBJECT: 


The CCC and the Banca Naaionale de Lavoro Scandal 


JPS requested that I review these water ials and contact Alan 
Raul. Alan indicated that the summary was prepared for the Chief 
Counsel of the (Senate?) Agriculture Committee and that the 
Department of Agriculture would ask that the document be treated 
as confidential. Alan gave me an update on the situation. 

I stated that we had no legal objections to the paper. 
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OePARTMCMT OP A6#»C Uu.w 

OFF*** OF TMS MCMTAFV 


i: 


‘Jmm A^ ux A 
tOJUMr** 


Otb 




TOs 


FROM s 


Janes Cubit 
Chief Counsel 

Senate Committee on Agriculture, Nutrition 
and Forestry 


fa 


Paul Dickerson 
General Sales Manager 
Administrator 


and Associate 


SUBJECTS GSM 102/103 Programs involving Iraq 


As we discussed in the briefing on Monday, December 4, 1 
agreed to provide your staff with an update and comments on 
the Iraq situation in connection with the GSM 102/103 
programs and the investigation of the alleged bank fraud at 
Banca Nasionale del Lavoro in Atlanta. 

Enclosed is an informal response to ycur request. Ne would 
request that you keep this information confidential. 


Enclosure 
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BANC* T7AZIOMALX DSL LAVOBO (BUM 


Decently, articles in the press have discussed aspects of the 
io-calltd H Uvoro Affair** — the intastigation of alleged 
bank fraud at Banca Ifasionalo dal Lavoro-Atlanta (BUI*) 
involving off-the-book loan* made to Iraq. Bono quaationa 
havi boon raiaod r awarding crodit facilitiaa providod to Iraq 
including export crodit guarantees extended under the OBN- 
102/103 programs administered by the Commodity Credit 
Corporation (CCC) , an instrumentality of the U.S. Department 
of Agriculture. A number of facts about the CSM-102/103 
programs may be helpful in understanding the situation in the 
BMb matter, and the status of the programs with respect to 
Iraq. 


o Tbs OB M-102/103 programs are not foreign aid or 
foreign assistance programs. Bather, those 
programs were Instituted to assist the U.B. 
agricultural sector to develop and maintain 
coamerclal export markets for U.B. agricultural 
products. GSM export credit guarantee programs 
provide short term or intermediate term credit 
facilities to allow O.B. agricultural exporters to 
sell their products to countries that are unable to 
participate at the current tine In the cash 
markets, but who are able to repay on a c ommercial 
basis over a more extended term. Iraq is only one 
of more than forty countries currently participating in 
these programs} more than eighty different types of U.B. 
agricultural commodities have benefitted from these 
programs since their inception. 

o the decision to extend lines of credit guarantees 
to foreign countries is made by UBDA/CCC only after 
consultation with other federal departments and 
agencies through an interagency consultation process. 
Through the National Advisory Committee on 
International Monetary and Financial Policies, 

UBDA/CCC consults with the major federal agencies 
concerned with international credit policy. Including 
the Departments of the Treasury, Commerce and State, 
the Federal Deserve, the Office of the U.B. Trade 
Bepresentatlve, the Bx-Xn Bank and others. The 
decision whether to extend credit guarantees, and for 
how much, is the result of very thorough review of 
many factors, including considerations of credit- 
worthiness, pest performance in the program by the 
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foreign country, benefit* to U.8. agricultural . 
sectors, end long tern market opportunities. 

o The current decision to connit to an initial 
tranche of $500 million during FY 90 represents the 
result of close interagency scrutiny. of the Iraqi 
situation, including consideration of factors arising 
fron the BNb matter. 

~ Under the GSM credit guarantee programs, CCC 
issues guarantees to O.S. exporters. The CCC 
guarantee covers the risk of non-payment by a foreign 
bank under a letter of credit opened to finance the 
purchase of U.8. agricultural exports. CCC qualifies 
foreign banks for participation. CCC has safeguards 
to insure the Integrity of the GSM programs. In Iraq, 
CCC has qualified Bank Jtafidain, which has had a 
superior record of repaying all loans which were made 
subject to the GSM programs. Thus, CCC's risk with 
respect to GSM loans to Iraq booked by BNL is the 
risk of non-payment by Iraqi banks and is unrelated 
to the financial position of BNL. 

o Since 1983, CCC has approved credit guarantees for 
approximately $4.8 billion in connection with export 
sales of U.8. commodities to Iraq. To date, no 
claims have ever been made on CCC as a result of any 
Iraqi default. CCC's records indicate that Iraqi 
banks have consistently and fully met their 
obligations under these sale and loan agreements. 

o Since early September, when the Lavoro affair 
first became public, USDA's Office of Inspector 
General has been conducting an investigation with the 
Office of the United States Attorney in Atlanta 
regarding possible improprieties with respect to CCC 
programs. USDA's Office of the General Counsel and 
CCC have also been conducting an administrative 
inquiry. Those investigations are on-going. 

o CCC guarantees are extended only for credit sales 
of U.S. agricultural exports, and only to eiq>ort 
companies operating in the United States. BML may 
have lent money to Iraq for non-agricultural 
products, but none of those sales would have been 
eligible for CCC guarantees. According to press 
reports, BML had current loans to Iraq booked at 
approximately $3 billion. The amount of CCC 
guaranteed loans in that portfolio was approximately 
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$700 Million in principal for all shipments of 
agricultural commodities. Tha remainder of tha 
portfolio not involva CCC guarantaaa. 

o CCC axtands cradit guarantaaa to axportara of U.S. 
agricultural gooda nay. at thair option, aaaign 
thair righta to aala procaada land tha ralatad 
guarantaa) to a bank or othar financial institution. 
CCC did not iaaua guarantaaa to BML; rathar. Bn 
received assignments of thoaa guarantaaa fron various 
axportara. 

o Iraq haa conaiatantly nat ita financial 
obligationa in connection with thia program, and, in 
racant daya, haa publicly axpraaaad ita intentions to 
continue to do so. Zn addition, Iraq ia tha tenth 
largest foreign market for U.f. agricultural exporte 
(in particular, pu* phasing approximately 20% of U.f. 
rice axporta) • 

a Otm ia continuing to investigate tha aituatiam 
arising out af tha bavoro matter and is prepared ta 
taka whatever action is necessary as a result af 
these ongoing invest! cat ions. 
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January 6, 1990 

Is 


To: 

NSC - 

Dan Levin 

From: 

State 

L/ 

Dan, 




Attached please find the docunents needed now to move 
forward with the Iraq/Exim Determination: (1) the 

Determination itself, and (2) the Justification. 

Please call if you have any questions. 



409 


Presidential Determination 
No. 


MEMORANDUM FOR THE SECRETARY OF STATE 

SUBJECT: Application of Export-Import Bank restrictions 

in connection with Iraq 

By virtue of the authority vested in me by Section 512 of the 
Foreign Operations, Export Financing, and Related Programs 
Appropriations Act, 1990 (P.L. 101-167), I hereby determine that, 
with respect to Iraq, application of the prohibition contained in 
that section to the Export-Import Bank or its agents is not in 
the national interest of the United States. 

This memorandum shall be published in the Federal Register . 
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MEMORANDUM OF JUSTIFICATION 
FOR WAIVER OF EXPORT-IMPORT BANK RESTRICTIONS 
x WITH RESPECT TO IRAQ 


Section 512 of the Foreign Operations, Export Financing, and 
Related Programs Appropriations Act, 1990 (P.L. 101-167), 
provides that the prohibition on obligations and expenditures 
contained in that section, which applies to nine specified 
countries (including Iraq), shall Include direct loans, credits, 
insurance and guarantees of the Export-Import Bank (Exim) or its 
agents. The legislation provides, however, that the prohibition 
shall not apply to Exim or its agents if "in the judgment of the 
President its application is not in the national interest of the 
United States" and this determination is reported to Congress. 

The legislative history makes clear that the Presidential waiver 
authority was added to section 512 during Senate floor debate on 
P.L. 101-167 with Iraq specifically in mind. 

Since 1985, Exim has made short-term credit insurance 
available to Iraq on a rotating basis with a $200 million 
ceiling. Due to arrearages in Iraqi servicing of some loans, 

Exim temporarily suspended this facility. As soon as Iraq pays 
these arrearages, it again would be eligible for Exim coverage. 
However, without a waiver of section 512, the credit insurance 
facility for Iraq is now prohibited. The continuation of this 
prohibition would have a damaging effect on our bilateral 
relationship, and would not be in the national interest of the 
United States. 

Iraq is a major military power in the Persian Gulf and 
increasingly influential in the Arab World. It is also an 
important supplier or petroleum for the U.S. market. It is in 
the national interest of the United States to maintain existing 
economic and political incentives, such as the short-term Exim 
credit insurance, to encourage Iraq to moderate its behavior and 
increase our ability to deal effectively with Iraq on issues of 
importance to the United States. We also wish to pursue and seek 
to facilitate opportunities for U.S. firms to participate in the 
post-war reconstruction of the Iraqi economy. Although we 
continue to have problems in a number of areas with Iraq, 
including human rights, there have been no recent events that 
would justify a total prohibition of Exim financing at this time. 
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ntON: 


SflWf/ 

Associate General Counsels 


Kevin J. Broad 
Attorney, Forell 

and Comodi ty I tab: 




lot ion Dtf 


SUBJECT: Current Status inf Banco Naslonale dal Lavoro 


(BNL) Investigate 


Z apoka this morning with Assistant U.8. Attornay Oala 
NcKensle who is dlraeting tha investigation of tha BNL affair 
in Atlanta. Ns. NcXensle cautlonad that aha is unabla to 
dlscloss much detail about tha status of tha investigation 
because they are at a vary critical stage in dealing with 
various targets of tha investigation, and that disclosure of 
information about either investigation, could be harmful to 
the case. 

Ms. MeXensle did disclose the following, and asked that this 
information be discussed on a need-to-know basis onlyt 

o The U.8. Attorney will seek indictments from the 
grand jury possibly by the middle of February. 
Indictments may Include officers or former employees of 
BNL, and could Include at least one other entity. 

o The U.8. Attorney expects that there may be plea 
agreements entered in the case prior to indictment, 
including some plea agreements that may involve alleged 
wrongdoing with respect to Commodity Credit Corporation 
programs . 

o The indictments in February will not end the BNL 
investigation. At the current tine, the U.8. Attorney's 
office will continue to pursue information with respect 
to other aspects of the BNL loan transactions. 
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90-84696 


DEPARTMENT OF THE TREASURY 

WASHINGTON 

January 16, 1990 


» ;c °t 


MEMORANDUM FOR DEPUTY SECRETARY ROBSON 
THROUGH: Under SiicrejJry Mu l ford 

FROM: AssistWd^^ecretary Dallara 

SUBJECT: IRAQ and CCC 


USDA Under Secretary Crowder provided the following status 
repcrt to Bill Barreda on CCC activity with Iraq. 


* 


The Iraqis have used 5170 million ,T th» .*irst " -anche 
of the 5S00 million. 


USDA ha:; found unusually large profit margins on the 
sale of wheat to Iraq last year by Entrade, the firm 
most suspect in the Atlanta case. 

These large margins raised the possibility of kickbacks. 

USDA has subsequently found equally large margins by 
other grain sellers to Iraq. 

Now it is not clear whether there is Illegal activity by 
many or simply that Iraq is a bad buyer. 

He will not approve the second tranche of $500 million 
until he is satisfied with the results of the investi- 
gation (although State is encouraging him to issue the 
second tranche). 

He does not now think it appropriate to suspend the 
first authorization based on the inconclusive evidence 
available. 

He will be careful. He knows the risks. 






Declassify: OADR 
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Memorandum for Deputy Secretary Robson re Iraq and CCC 


Initated by: WEBarreda 




j/jy-v 
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TREASURY CLEARANCE SHEET 


MEMORANDUM FOR: □ SECRETARY □ DEPUTY SECRETARY □ EXECUTIVE SECRETARY 

□ ACTION □ BRIEFING C INFORMATION □LEGISLATION 

□ PRESSRELEASE □ PUBLICATION □ REGULATION □SPEECH 

□ TESTIMONY □ OTHER 

FROM: Civ,, k-1 VVvAW.-. ‘ 

THROUGH: VViai. (S 

SUBJECT: ~HT> a R ft .. rt C 0 C 

REVIEW OFFICES (Chick w h— office dun) 


; oZT" 

□ FLTTC 


C Impoom 1 Omani 

□ IRS 

□ UgHiMto Attain 

□ OCC 


□ StkaimUa 

□ PvMk Altai 

□ Taa PaMey 

CC«P 

□ Miat 



SPECIAL INSTRUCTIONS 


//**„ l *• ) 

Cr. Meu.5 Hebuj**' 


("He 









V«L to Ma. » 


TUI* S— 

Tho PraoUaot 



huM-M DitirariaaSin Nto M-P ef fmary 17, UN 

Application of Export-hnpovt Bank Restrictions in ComMction 
With Iraq 


«rtM» 


By virtu* of tin authority mhl hMbjr Suction 512 of th* Foreign Oper- 
ation*. Export Financing, and Rattled Programs Appropriation Act 1980 (Pi. 
101-107). I hereby determine that with reaped to Iraq, application of th* 
prohibition contained in that au ct ion to the Export-Import Bank or its agents I* 
not In the national interest of the UWIud Stole*. 

Ten are dlmd^to to the Confess and to have it 


THRWHDI HOUSE. (T 

Mbs*** ton Jbmmary if. am * 
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United State 

^ » - -a 
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*** — *-• — * — 
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oc. 

20250*1400 


TO: 

Alan Charles Raul 


General Counsel 

THROUGH: 

Thomas I. Conwayac^ .. 
Associate General Counsel 

FROM: 

Kevin J. Brosch 

Attorney, Foreign (Agriculture 

and Commodity Stabilization Division 

SUBJECT : 

Current Status in Banca Mazlonale del Lavoro 
(BML) Investigation 


Z spoke this sorning with Assistant U.S. Attorney Gale 
McKenzie who is directing the investigation of the INI affair 
in Atlanta. Ms. McKenzie cautioned that she is unable to 
disclose such detail about the status of the investigation 
because they are at a very critical stage in dealing with 
various targets of the investigation, and that disclosure of 
information about either investigation, could be harmful to 
the case. 

Ms. McKenzie did disclose the following, and asked that this 
information be discussed on a need-to-know basis only: 

o The U.8. Attorney will seek indictments from the 
grand jury possibly by the middle of February. 
Indictments may include officers or former employees of 
BVL, and could include at least one other entity. 

o The U.S. Attorney expects that there may be plea 
agreements entered in the case prior to indictment, 
including some plea agreements that may involve alleged 
wrongdoing with respect to Commodity Credit Corporation 
programs. 

o The indictments in February will not end the BML 
investigation. At the current time, the v U.S. Attorney's 
office will continue to pursue information with respect 
to other aspects of the BML loan transactions. 


cc: iVOomey 

RBullington 

00C: FACSD: KBrc«ch: 1/23/90 FACS diak undar Bane. 
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1 1 JAN iWO 


REPLY TO 

Ann OF: At-720-2 

SUBJECT: Banco Naztonale 0*1 Lavcro, Atlanta, GA 
a ml Entrade, Raw York City, NY 

TO: Richard T. Crowder 

Under Secretary, International Affairs 
and Commodity Program 


My Southeast Regional Office has been working closely with the United. States 
Attorney for the Northern District of Georgia, Atlanta, GA in an investigation 
of the subject bank and comodlty broker/exporter. 

Our investigation and a related grand jury Investigation Is likely to result > 
in criminal indictments In the near future. However, the United States 
Attorney's Office, In coordination with ay staff and the Office of General 
Counsel, Is negotiating a plea agreement with Entrade's counsel. That 
agreement Is likely to be reached soon. 

Entrade officials are willing to cooperate with the government In Its ongoing 
criminal investigation. Therefore, I recommend that you do not take action 
to suspend and/or debar Entrade at this time. The firm is no longer 
participating In the Department's export program, and any such action could 
jeopardize the plea -agreement and related investigations. 


LEON SNEAD 

Deputy Inspector General 


cc: General Counsel 
RIG/I. X* 
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DEPARTMENT OF 'ME to EASUPY 



January 26, 1990 


MEMORANDUM FOR THE FILES 


FROM: 

SUBJECT: 


Iraq and CCC 


On January 24 USDA Genera l Counsel Alan Raul briefed 
Treasury and State on the status of his investigations 
related t r» t K "» Ir^q/BNL affair and the investigations by the 
Assistant US Attorney in Atlanta, and discussed their current 
thinking on the implications for the FY 199C credit guarantee 
program in Iraq. Ede Holiday and :ohn Niehuss represented 
Treasury. Mr. Raul was accompanied by Kevin Brosch, USDA's 
attorney most involved in the ongoing in/estigat ions. 

USDA's investigation of Entrade focused on some S2 sales 
of US agricultural commodities to Iraq under a CCC guarantee 
between 198S and 1989. Transaction documentation is very 
complete, and indicates that Entrade bought and sold US 
agricultural commodities on a matched trade basis. 

USDA's investigation has focused on commodity pricing 
patterns, because other aspects of Entrade 's transactions 
seem to be in order. (The one request for after sales 
service, for example, had been flatly refused.) USDA found 
unusually large profit margin* on tho sale of sugar, rice and 
corn to Iraq; the profit margin on wheat was normal, other 
commodities (e.g, lentils) were too thinly traded to be 
evaluated. Further investigation yielded that higher profit 
margins on sales to Iraq were not unique to Entrade but seem 
to be partially replicated by other GSM exporters. USDA 
believes that in the case of sugar and possibly in the case 
of rice, market distortions specific to Iraq's need to buy on 
credit (therefore from the US) may have contributed to ►he 
unusually high profit margins. USDA remains particularly 
concerned, however, about the pricing patterns in corn. 

Over the ten-month period April 1986 to February 1987 
USDA found profit margins on sugar of S20-40 per ton on sales 
of 125,000 tons of sugar, to yield a profit of about $3-1/4 
million dollars at a weighted average margin of $27/ton. 

While Entrade sold sugar to Iraq at substantially above the 
world market price, their profit margin seemed to be only 
about $10 above that of other sugar exporters. For rice. 
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USDA found Entrade profit margins of S10-20 per ton, with 
Entrade's profit margins being only "a couple of bucks" 
higher than other exporters, who were also taking significant 
profits. For corn, Entrade undertook only two transact ions , 
but the profits here were "way out of line" at $16-20 per 
ton. On tot'l corn trade of 175,000 tons, this yielded a 
profit to Entrade of up to about $3-1/2 million. 

USDA also looked at wheat. Unlike rice, sugar and corn, 
wheat was in general traded e* comp.^titi elv hid prices 
^e- \ use all but two wheat sales were comr^L v>* with nSDA's 
Export Enhancement Program (EEP). (Under t.EP, USDA 

awards a sale to the exporter that offers the best price and 
bonus bid.) USDA found Entrade’s profit margins on wheat to 
average $2.11 per ton, i.e., at about tie level one would 
expect • 

USDA's findings of course raise the possibility of 
kickbacks and complicity by Iraqi officials. Hr. Raul 
mentioned that the AUSA had indicated some evidence of 
payments to Iraqis, with preliminary indications pointing to 
relatively lower-rank officials. Apparently the Assistant US 
Attorney conducting the BNL investigation in Atlanta needs 
approval of DOJ/Washington to extend her investigation to 
Iraq; USDA believes that such approval has been sought but 
not (yet) gained. Currently indictments are expected in 
February, with plea bargaining expected and probably 
additional investigations to follow. Ub DA believes it is in 
their best interest to cooperate with the AUSA, to see what 
comes from the plea bargaining, and to follow her lead on 
approaching the Iraqis. 

USDA further indicated that, in light of the AUSA's 
findings, if she did not extend her investigation to Iraq, 
USDA would feel it incumbent upon them to make some sort of 
approach to the Iraqis. State stressed tha_ last fall the 
Foreign Minister of Iraq had personnally stated to Secretary 
Baker that the GOI would cooperate. Mr. Raul further said 
that if it turned out to be "one payment, to one official," 
then closing the program would be "irresponsible." 

In discussing the continuation of the program, USDA 
emphasized that they have not found anything to warrant 
closing down the program at this time, they are implementing 
changes, and they are continuing to monitor carefully the 
situation. On the issue of after sales service, a notice has 
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boon sent to exporters and regulations are being amended 
appropriately. US DA has also instituted a price check when j 
sale is registered; aberrant prices are looked into. 

At this point, S150-200 million of the first tranche of 
guarantees have been used, and another roughly $200 million 
in sales are in the pipeline for export over the next two 
months. State expects to see a reguest for the second 
tranche coming in soon. USDA seems to think that a decision 
to release the second tranche may be still a couple of months 
down the line (and does expect, as agreed, to brief the NAC 
at that t ime ) . 

^ssrs. Raul and Rrosch didn't know which l.anks have 
picked up financing agricultural exports to Iraq, but 
ind icated that the Hank for Cooperatives in Denver is 
nvrlved and that offshore banks (e.g., the nan k of Kuwait) 

-e „ ;ckihg up . > ie of the business. (Our i In cesk 
relieves trie Bank for Cooperatives is trying to reduce its 
exposure to Iraq and that Morgan is getting involved.) 

ALSO: The January 25 WSJ has a story indicating that BNL 
will honor its outstanding credits to Iraq which Iraq will 
use to buy from Italy. SACS is guaranteeing BNL' s exposure. 
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Department 

t0; of the Treasury 

Departmental 

room: date: T.?a_ 3 .- : Q^' ce 

" Office of the 
General Counsel 

I thought the attached summary on might 
be helpful for tomorrow's 9 a.m. briefing of John 
Robson, as we did not get a chance to provide 
comments on more comprehensive memo cf 

last Friday. 


cc : 
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U<>OK 

Belo w is a brief/outllne of najor points from tho January 24 
briefin g i by on tho Iraq CCC 

credlts/BPL investigations. 


SUHNABY 

ywe 

In a January 24 update ooJ&he Jraq-ML natter, D8DA 
roportod to Treasury and 'that its own investigation of 

Bntrado had discovered soae unusually large profit aargins on 
the sale of coaaodities to Iraq financed under CCC credit 
guarantee progress. The ongoing investigation of ML by the 
United States Attorney's Office in Atlanta is expected to 
yield first lndictaents in February. USDA is continuing to 
provide guarantees for Iraq under the first $500 Billion 
tranche of its FT 1990 prog ran. It is believed that about 
$403 Billion has been conBitted by Iraq and that a request 
for the second tranche is likely to be Bade quickly. 

EUTBADE IBVESTIGATIOM 


A. USDA found unusually large profit Barg ins on sales by 
Entrade to Iraq of sugar ($20-40/ton) , rice ($10-20/ton) , and 
corn ($16-20/ton) • The profit nargln on wheat ($2/ ton) was 
noraal, but the wheat was sold under not only the CCC 
guarantee prograa but also under USDA's Export Enhanceaent 
Prog ran, which aeant there was bidding asong exporters. 


B. The coaparlson of profit aargins was Bade by using prices 
of other CCC-aided exporters! coapar Isons for the exact tiae 
period often could not be Bade. It appeared that other 
CCC-aided exporters also were receiving higher than world 
average prices. 

C. Both ‘ were inclined to think there had 

been soae payaents to Irhqls, and said he was 

skeptical that the kickback scheae would have involved only 
one supplier. 

— f •scMa^Sid not want USDA to Investigate possible payaents 
to the Ooeernaent of Iraqi he also felt it would be 
"Irresponsible" to shut down the prograa if there had been 
just one payaent to one Iraqi official^. 

said that USDA was now 


D. Beaedlal 


ares i 


endeavoring to aake quick price checks as now registrations 
under the CCC prograa are received. In addition, USDA is 


planning to issue new regulations that will aake clear that 
"after-sales services" are prohibited. There have been no 
recent additional coaplalnts about each service requests fre 
Iraq. 




and USDA now appear to feel a request for the 
second tranche of CCC guarantees will be aada by Iraq within 
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ATLANTA ISVESTICATIOS OF ML 

A. AOS A ~~ . now expects to bring initial 

lndlctaents in tbo case in February. It is 1 Italy tbaaa trill 
focus on MIL officials. Bowever, tha A09A has told USD* 
tbara will ba banaflts for OSOA froa bar investigation. 

B. Aftar tha initial lndlctaents, thara could wall ba plaa 
bargaining and additional lndlctaents. 

C. OSOA undar stands that tha 08A in Atlanta has raquastad 
but not yat received para iss ion from tha Justice D*?*rtaent- 
to ask Iraqi officials for inforaation. 

POSSIBLE IBTEBIM BE POST FBOM 080A TO MAC 

A. You had baan considarlng whether it aight ba approprlata 
to ask OSOA to coaplata an intaria raport for tha SAC on its 
invast lgat ion of Bntrada ( l.e. , in advanca of an antlclpatad 
raport froa OSOA in conjunction *lthj«ha second tranche 
request). Based on tha lnforaatlon^^p^/ge^;^ gave aa 
January 26, it now appears that the~?eqiiest for ’a second 
tranche aight coaa earlier than U8DA had Indicated at tha 
January 24 seating. 

B. In response to ay quest ion advised aa on January 

26 that OSOA does not want to release its raport on tha 
Bntrada investigation for fear of prejudicing tha AOSA's 
investigation in-Atlanta. (1 Jiave not discussed this 
possibility withT but could If you believe it 

appropriate.) ^ 

l/.S. ,m Atlanta 

ir / 
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NOKft SECRETARY 


Aw 3 

DEPARTMENT OF THE TREASURY 

VAIHINtTON 


January 30, 1990 


MEMORANDUM FOR THE FILE 

FROM: DAVID C. MULFO^^L 

SUBJECT: CREDIT GUARANTEES FOR IRAQ IN FY 1990 


I would lika to rocord for tho rocord that in Novabtr, 19S9 
vhan this issua was brought to ay attantion that I axprssssd 
strong viavs in opposition to rastoring tha CCC program for Iraq 
in FY 1990. I raflactad my concami to Daputy Sac ratary Robson 
and to Assistant Sacratary Dallara, as vail as to mamba rs of ay 
staff. My raason for opposition was that it saaaad probabla to 
ma that tha fraud casa undar invastigation in tha Unltad Statas 
concaming Banca Nazionala dal Lavoro would in dua coursa turn up 
cooparation and aisbahavior on tha part of officials in Iraq. I 
saw no point in raopaning tha program until aithar it was claarly 
astablishad that Iraqi officials had not baan involvad in tha 
fraud or that nav arrangaaants had baan sat up that would insura 
that officials in Iraq would not ba abla to taka financial 
advantaga of tha raopaning of CCC cradits. 

I did not attand maa tings with tha Dapartmant of Agricultura 
but I was undar tha imprasslon that Traasury officials vara 
willing to raopan tha program on tha sama basis as bsfora. I 
tharafora rafusad to sign or procsss documants on this issua and 
withdraw from participating in tha dac is ionmaking procass. 


cc: 
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DATE: 

ATTN: 


FAX NO: 
FROM: 


FAX NO: 
TELEPHONE NO: 


February 2, 1990 

Robert 1 Ron 

Bsecudve Assistant 

Office of the Attorney General 

Department of Justice 

633-4499 

Alan Charles Raul 
General Counsel 
USDA 

447-0666 

447-3351 


There art T pates to this document, Including the cover sheet Please call the 
above telephone number If angr of these pages Is not received or is illegible. 

Thank you. 
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iOiSO-1400 


February 2, 1990 


HI 7-3 


BY FAX 

MEMORANDUM FOR ABRAHAM D. SOFAER 
LEGAL ADVISOR 
DEPARTMENT OF STATE 


FROM: 


SUBJECT: 


ROBERT S. ROSS 

EXECUTIVE ASSISTANT 

OFFICE OF TOE ATTORNBY GENERAL 

DEPARTMENT OF JUSTICE 

Alan Charles Raul 
General Cornual 


Attached for your suggestions <* a possible memorandum i regarding dfam to seek 
the cooperation of theOovernment of Iraq In connection with the ongoing tocsdgatiom 
into the Banco Naalonale del Lavoro matter. 

Please let me know what you think about thb approach as soon as you can 
(preferaWyhj Monday). I would like to finalize the memorandum after receiving your 
comments and advice. 


Thanks. 
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DRAFT: February f 


MEMORANDUM FOR 


LEGAL ADVISOR 
DEPARTMENT OF STATE 


FROM: 


EXECUTIVE ASSISTANT 

OFFICB OF THE ATTORNEY GENERAL 

DEPARTMENT OF JUSTTCB 


Alan Charles Rtul 
Oeneral Counsel 


SUBJECT: . Seeking Iraq's Cooperation 

Retarding Certain Allegations 


111 


^ you know, allegations have been raised in connection with certain loans 
extended by the Atlanta Branch of the Banca Nazlonale del Lavoro in connection with 
exports to Iraq. Some of those exports involved agricultural commodities purchased bv 
instrumentalities of the Government of Iraq with the benefit of export credit guarantees 
made available by the Department of Agriculture's Commodity Credit Corporation. We 
understand that these allegations are currently under investigation by the OS. Attorney's 
office in Atlanta and by other agencies of the U.S. Government as well. The * 
Department of Apiculture has been cooperating with the ongoing investigations and 
favMtlga*ilon. OUr I“P eclof General are participating directly in we c riminal 

In addition to cooperating In the pending Investigations, we believe we have a 
responsibility to monitor the situation carefully to ensure that our GSM program for 
Iraq is not compromised. This is consistent with the decision of the National Advisory 
Council on International Monetary and Financial Policies to approve the extension of 
additional export credits to Iraq by the Commodity Credit Corporation for fiscal year 
199ft provided diet additional program safeguards were put I" 1 " place and the 
circumstances surrounding the Iraq program continued to be reviewed and evaluated 
The Department of Agriculture has implemented additional safeguards and as stated 
previously, has been assiduously monitoring the Iraq program. 
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February 2, 1990 
Page Two 


We believe our due diligence In this case requires us to consult and coordinate 
closely with other relevant agencies. In particular, we believe that it could be useful for 
the appropriate U.S. Government officials to approach the Government of Iraa directly 
to seek their coooeration and any Information that would assist us ln_dctermmmg 

fn Iran related to the exports covered bv the 


Accordingly, wc would request that, consistent with the needs of the ongoing 
criminal investigation, the Department of State soorosch appropriate officials of the 
Qovenunc nt of Iraq toTiTrequcst tneir c o otxradoQ with the Uni'ed Statfc iandM 
A,»;« I ran ’ s a^.nVcs wd l provide ffirUn i tcd States with any uxformat.on it 
learns reoarHIno anv Dossiblc wrpnjKlfliD R i n CQ UI lgClIO^ With C^pon Cred it 

guarantee progr am and that, should there be any evidence of wrongdoing by Iraqitj t 
S n Tl .«i,re t Ka t anv ' iu W tfld i VidUaU Vi. >1 a nim.muin, immediately ano entire ty 
disassociated from the "63 M Program in Iraq. The Ciovernment ot Iraq sftodd also be 
ask ed to repeat its prior As surances that it <»ntinues to stand by its financial obligations 
under the GSM export credit guarantee program. 

If either of the Departments of State or Justice believe that ■ demarche to the 
Government of Iraq along the lines proposed in this memorandum is not appropriate at 
this time, please let me know. Under those circumstances, I would recommend that we 
develop an alternative course es soon as possible that would allow us toaseertam Iraqi 
position with regard to the various allegations and investigations. The Department of 
Agriculture is prepared to continue to work closely with you on this. 


cc C Boyden Gray 
Edith E Holiday 
Robert G. Damns 
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Offirr of tiff Altumrit Srnrral 

Sutyaftn,! . 4 20530 


February 6, 1990 


MEMORANDUM FOR MARK M RICHARD 

DEPUTY ASSISTANT ATTORNEY GENERAL 
CRIMINAL DIVISION 

FROM: Q0KOBERT S. MUELLER, III 

ASSISTANT TO THE ATTORNEY GENERAL 

SUBJECT: MEMORANDUM FROM ALAN RAUL, GENERAL COUNSEL, USDA. 


This is to bring you up-to-date on ths attached. I talked 
to Raul yesterday and said that I saw nothing wrong with him 
sending the memorandum to Sofaer and to us. Z saw no problem 
with asking for Iraqi cooperation, but since you were out of town 
and Gail McKenzie was unavailable, I told hia we sight have 
further consents later. 

Today I talked to Gall McKenzie. She said that the Iraqis 
had offered cooperation previously, but until recently she did 
not have enouah information to be able to intelligently evaluate 
that cooperation. She now is in a position to talk to the 
Iraqis. She said that you and she were concerned that the 
cooperation from the Iraqis be provided directly to the 
Department of Justice, rather than to the USDA or to State. 

I thereafter called Drew Arena and requested that he or 
Molly Harlow coordinate with USDA, State, and Gall McKenzie to 
assure that DOJ is the recipient of any cooperation resulting 
from the demarche to Iraq. 

Finally, Z again talked to Alan Raul and obtained his 
concurrence that any cooperation resulting from this demarche 
would be provided to the Department of Justice. He requested 
that USDA also have access to the information provided by the 
Iraqis so that the proaram could be evaluated in light of that 
information. I told him that this would be arranged. 

Attachment 

ccs Robin Ross 

Drew Arena (Ay fas) 


FEB - 6 ego 
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OFFICE MEMORANDUM 

to mu nm 

TWO* trnMt f. Htflkll 


rwxm. «km imk 
o* mu vow 


pats tthrara i« iito 


Mgirdinf lanea National* 
dsl Uvoro 


On February I, Z spoke with Id Nilllnghas, Oanaral 
Counsel of tha Atlanta Naaarva Bank, and asong tba topics wa 
discus tad was currant devel o p s a nt a regarding BNL. Obviously, 

A the indictsanta that vara expected to o o sa down in January V 
did not saterlallse. A plannad trip to Italy by crisinal f 

irvaatigators was put off bacausa of BNL assarted concerns 
rtgardlng tha Italian press. ; 

A trip to Istanbul was put off at tbs request*"' 
of Attorney General Thornburg Tha criticise of tha BCCI 
crisinal sattlaaant has notivated tha Attorney General to 
have tha BNL natter reviewed by sain Justice in Washington 
before any settlesent is agreed to by tha United States 
Attorney. 


Id reported that Sntrade is willing to pay a 
$: aillion penalty provided no individual fres that firs 
is convicted. The Iraqis are willing to sacrifioe one 
individual to the vagaries of tha United States crisinal 
judicial systea. Nr. Dragoul has retained high-powered 
defense counsel. All in all, Sd believes that we will 
hear little about this satter until sons tlae late in 
March. 

nr/mc fy 

cct Messrs. Corrigan 
Oltsan 
Schadreok 
Baxter 
O'Sullivan 
Sunle 
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WU INFOMASTER 4-0045 13AO40 02/09/90 

ICS DODCRSE ABN 
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h LX 62959214 629592 14ESL UD 

4jsdm/fas 

WASHINGTON DC 


BT 


1 P RUCLRFA6036 0401601 AG-VPAA 
P 091601 Z FEB 90 

FM USD A WASHINGTON DC//DICKERSON/FAS/W// 

TO RUESST/AHENBASSY BAGHDAD/ /AG TRADE OFFICER// 

INFO RUCLRFA/USDA FAS WASHINGTON DC 

AG-VPAA 

UNCLAS 

FASTO 08 

SUBJECT i GSM i 102 - FY90 PROGRAM CONCERNS 
1) BACKGROUNDS 

A US EXPORTER HAS RAISED QUESTIONS WITH REGARD TO A CLAUSE IN THEIR 
SALES CONTRACT, EXCERPTED AS FOLLOWS QUOTES 

SELLERS AGREE TO PAY STAMP DUTIES OF UPON RECEIPT OF ACCEPTABLE 
LETTER OF CREDIT, 100FILS PER SO ID I.E. US. 912600 ID. 3927. END QUOTE 
EXPORTER SOUGHT CCC VIEW INSOFAR AS WHETHER STAMP DUTY IS DEEMED 
QUOTE AFTER SALES SERVICE UNQUOTE. 

EXPORTER HAS BEEN ADVISED ALONG FOLLOWING LINESs 

A* CCC DOES NOT/NOT VIEW INCLUSION OF COST OF STAMP DUTY IN *PORT 
VALUE* FOR GSM-102 GUARANTEE PURPOSES TO BE IN KEEPING WITH PORT VALUE 
DEFINITION SET FORTH IN PROGRAM REGULATIONS. CLEARLY, FOREIGN 
STAMP DUTY IS NOT/NOT A COST ORDINARILY ASSOCIATED WITH MOVING 
US AGRICULTURAL COMMODITIES TO A US POINT OF EXPORT — NOR IS 
SUCH STAMP DUTY TO BE REGARDED AS EITHER FREIGHT OR INSURANCE AS 
CONTEMPLATED BY THE CITED DEFINITION. 

B> THE REQUIREMENT THAT THE SELLER PAY STAMP DUTIES IS A 
CONTRACTUAL REQUIREMENT, NOT AN OBLIGATION THAT COULD BE IMPOSED ~ 

ON SELLER BY ORDINARY OPERATION OF LAW. IN OTHER WORDS, THE OBLIGATION, 
IF IT EXISTS, TO PAY A STAMP DUTY IS AN OBLIGATION OF THE PURCHASER 
WHO HAS CONTRACTED WITH THE FOREIGN BANK TO ISSUE A LETTER OF CREDIT. 

A SELLER’S CONTRACTUAL ASSUMPTION OF THE OBLIGATION TO PAY SUCH A STAMP 
DUTY CONSITUTES AN ♦ALLOWANCE ♦ WITHIN THE MEANING OF 7 CFR 1493.2(0), 
THE GSM REGULATION WHICH DEFINES *POHT VALUE.* U. S. EXPORTERS ARE 
REQUIRED BY THAT REGULATION TO SUBTRACT THE VALUE OF SUCH AN ALLOWANCE 
(IN THIS CASE 912,600) FROM THE SALE PRICE TO ARRIVE AT A PORT VALUE 
FOR PURPOSES OF REQUESTING A GSM GUARANTEE. THIS IS BECAUSE THE CCC 


REGULATIONS 1R RE BUTT ABLY PRESUME THAT THE COST OF ANY SUCH CONTRACTUALLY 
REQUIRED ALLOWANCE IS BUILT BACK INTO THE SALE PRICE BY THE SELLER 

IUIIIMV “I •" 


FAS/EC/CCCOO/RGodsey DICKERSOM fy^GOCDTHM AIT 
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C) BEYOND THE REGULATORY PROHIBITION DESCRIBED ABOVE, 

^SERIOUS RESERVATIONS ABOUT THE PRACTICE OF IRAQI PURCHASERS ATTEMPT fNS 
TO SHIFT THIS ♦STAMP DUTY^ TO U. S. SELLERS UNDER THE OSM PROGRAM. 

BECAUSE IRAQI OSM PURCHASERS ARE VARIOUS MINISTRIES AND COMPONENTS 
OF THE GOVERNMENT, AND THE TAXING AGENT REQUIRING THE DUTY IS 
ALSO A GOVERNMENT AGENCY, THE IMPOSITION OF A STAMP DUTY IS, IN 
EFFECT, THE IRAQI GOVERNMENT TAXING ITSELF. A TRANSACTION THAT, IN 
REALITY, HAS NO REAL ECONOMIC PURPOSE OR EFFECT. HOWEVER, BY 
ATTEMPTING TO SHIFT THE OBLIGATION FOR PAYING SUCH A TAX TO OSM 
EXPORTERS, THE GOVERNMENT OF IRAQ HAS DEVISED A SYSTEM WHEREBY IT IS 
POTENTIALLY GENERATING MILLIONS OF DOLLARS IN CASH THROUGH A U. S. 
GOVERNMENT PROGRAM THAT 18 INTENDED TO EXTEND IT CREDIT TO PURCHASE 
AGRICULTURAL CO HM ODI VIES AND PRODUCTS. -CCC VIEWS THIS AS AN ABUSE OF 
ITS PROGRAM, SIMILAR TO THE PRACTICE (WHICH THE U. 8. GOVERNMENT 
PREVIOUSLY COMLAINED ABOUT, AND WHICH 1RAO AGREED TO CEASE) OF REQUIRING 
♦AFTER SALES SERVICE. ♦ 

2) ACTION REQUESTED 

PLEASE OBTAIN AND PROVIDE TO CCC EXPORT CREDITS A COPY OF THE LAW AND/OR 
REGULATIONS (IN ENGLISH TRANSLATION IF POSSIBLE) WHICH AUTHORIZES THE 
IMPOSITION OF THIS ♦STAMP DUTY. ♦ CONVEY CONCERNS OUTLINED ABOVE TO 
APPROPRIATE IRAQI AUTHORITIES. REQUEST THAT STEPS BE TAKEN ASAP TO INSURE 
THAT THE PRACTICE CEASE, CONSISTENT WITH UNDERSTANDING AGREED TO AT 
TIME OF FV90 PROGRAM NEGOTIATIONS THAT IRAQI BUYERS WILL NO/NO 
LONGER REQUIRE US EXPORTERS UNDER CCC PROGRAMS TO PROVIDE ADDITIONAL 
SERVICES OR ALLOWANCES IN CONJUNCTION WITH OSM GUARANTEED SALES. 

PLEASE ADVISE OF ACTION TAKEN. YOUR COMMENTS/ INSIGHTS ARE BOUGHT. 


1130 EST 
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Dm 

Entrada Plea/Cooperation 

2/9/50 

(BNL Investigation) 

J-> 


U.S. ‘Attorney 


FfM 


Rimantas Rukstele 
United States Attorney 


Gala Helens ie' 
Assistant 


As X advlsad you aarllar this Morning, Peter Clark has made 
no prssantation to Nark Richard ragarding his 1/31/90 Mating with 
us on tha Entrada/Tasallar natter. Instaad, Clark laft Washington 
to attand an SEC seminar in Danvar, Colorado. 

Prior to Clark laaving Atlanta on thg avaning of 1/31/90, ha 
was raaindad that Mark Richard on 1/27/90 had assurad us of an 
answer ragarding DOJ approval of tha proposad Bntrada plaa within 
a waak. Clark was also advisad of tha raasons which required! (1) 
BNL indictMnt by tha and of Pabruary, 1990; and (2) racaipt of 
Tasallar cooparation through an Entrada plaa agraaMnt prior to 
IndictMnt. Clark instructed mm not to call da f ansa counsel with 
Clark's new proposals until ha briefed Richard and notified m of 
Richard ' s decision by 2/2/90. 

Whan no such DOJ approval was forthcoming on 2/2/90, X called 
Clark on 2/5/90 at which tiM ha clalMd to be undergoing surgery 
that afternoon but promised to call ms on 2/6/90. X again 
reiterated tha urgent need for a prompt DOJ decision. After 
receiving no such call from Clark on 2/6/90, X called his office 
and was told ha was on travel status through 2/16/90 with no number 
or location available. 

After chocking with you, X called Mark Richard's office and 
was told ho was not available until 2/11/90. Although X laft a 
request for Richard to return my call, ha has not dona so. 

finally, after continuing to leave repeated massages for Clark 
and to make inquiries at tha DOJ fraud Section ragarding Clark's 
whereabouts, fraud Section Chief Larry Urgenson called mm today. 
Urgenson said that Richard had received no input from Clark or DOJ 
fraud because Clark had not briefed Urgenson to the extent 
necessary for such input, nor had he Mntloned any urgency relating 
to the Entrada decision. Urgenson said he would look into the 
matter over the weekend, but could not even promise us a decision 
by Monday, 2/12/90, since Clark was attending the Denver seminar. 
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Z again at rat sad to Urganaon that a Monday daclaion vat 
lnparatlva bacauaa, just at va had told Clark, 2/22/00 it th# 
data a yb llabli tar poaalbla travai and aulas. thorite* (i) dafanaa 
counaal mat ravlav DOJ'a changaa, convay tha a ana to clianta in 
Turkay, await individual and Board of Director*' dec la lone, and 
radraft defense /government lattar of understanding; (2) tha 
government auat again obtain host country claaranca through tha 
Oapartnant of Stata which takaa 10 working dayai and (3) vary 
complex travai arrangements mat ba aada by tha MDMA, thraa aganta 
and two dafanaa counaal. 


cct Garillyn Brill 
GKiaiw 
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px MMantggB 

Mr. Andrt Surtna 
Assistant U 91 I Advissr 
Lav Enforcasant and Xntalllganca 
Roos S419A 

0.8. Dapartaant of ftata 
Washington. D.C. 30520 

Da ar Nr. Surana s 


^ 9 eso 


Ras Unitad Statas v. Ghristophar P. Drogoul, 

•t. ai (W.P. aadaai fiMMatia 

This offica has raad tha proposad sasorandua froa Alan C. 
Raul, Ganaral Counsal, Unitad Statas Dapartaant of Agricultura, to 
Abrahaa D. Sofaar and Robart 8 . Ross, da tad Fabruary 2 , 1990, 
ragardlng af forts to saak tha cooparation of tha Govarnaant of Iraq 
in tha Banca Hationala dal Lavoro aattar. 

Wa andorsa tha aaaorandua raeoaaandation of a daaarcha to tha 
Govarnaant of Iraq. Wa baliava that tha lntarasts of tha Unitad 
Statas Dapartaant of Justica would ba battar sarvad if tha issuanca 
of additional axport cradits to Iraq is condi tionad upon Iraq 9 a 
coaplata cooparation with tha Unitad Statas Govarnaant in tha 
ongoing Dapartaant of Justica invastigation in Atlanta. Tha Offica 
of tha Unitad Statas Attornay for tha Wortham District of Gaorgia 
is in accord. Wa urga that this aattar ba rasolvad as soon as 
possibla. 

Thank you for your oonsidsration and attantion to this aattar. 



Draw C. Arana 
Diractor 

Offica of Intarnational Affairs 
Criainal Division 


ccs Alan c. Raul, Esq. 
Ganaral Counsal 
Unitad Statas Dapartaant 
of Agricultura 
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^llUffB fOdtu fflmff 

COMMrTTK OM 

AOMCULTUW. NummOM. AMO FOMSTRY 
WASHMOTON. DC 20010*4000 


Mnwjr H 1900 

Dm ll ano— bio Qnta Yeuttar. Secretary 
United Stateo Di port— t of Agriculture 
14th and Tn do p s nrt o n - A—., N.W. 

Washington, D.C. 90980 

Daar Mr. Secret ar y; 

Per aom o aonthsSanat ar Lugar a nd I and Ag riculture Ccuun ittoe staff h — 
Marioito drf ili— ^IITAil— 

Italian biak 

Wa ha— bald aa— ral brislings with Department of Agriculture o ffici a l s 
co n— m i n g tUi bank's acttaitiee. At our briaftng an D a — b a r 4, I960, tho 
Dep artm ent told Committee staff that ite in— atigatinn had not unea— d say 
nridao— of sal— of o o mnwtlti aa under tbia program being mi snood by brag. 
Howa— r. the— appaa— to ba said— of bank fraud and tho ■tehanifting of 
am o unto c o— rad by Commod i ty Ciadit Corpor at ion credit guarantees by tho 

Atlanta V «- « «- 

JtHBIM Dnumi IM HlBa 

SpoolScally , wa ha— — quanted to ba kept in i hrm a d of- 

(1) Aw sta tu e of ouiatandhig debt of Iraq that was guaranteed by tho 
Commodity Ciecfit Corporation; 

( 9) the status of your ongo i n g in— attention into Ban— Mactonal a dal 
La— To use of Aw credit guarantee progr a m and nbatfaar that 

• - »« .'M _ . _ — * ~a — . — - w a -a — 

mumfiOTi ppowifi vvnnii h dibii ok iuk pvoimi dj dmii 

Mactonala del La— no; 

(9) Aa aOoeaAon of additional amounts of oaport credit guaranteoa to 
Iraq; and 

(4) any other hAhw a ation that oddO ba rslavant eoneoning the aAauao 
iLteih|^it&hm f, ^^ >3r ^ dofhuh by Iraq on thorn 

Daapita our leqno at a. Aw Dop a rteoont teOad to noAfr i 
♦ffOOjOOOjOOO iSontion thflt m pnted to Into wlto 
n omtiky, n dtoonud through our own i oq aM m to tb 
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C o mmodity Credit Corporation had imM boUm that Iraq wu lata on 
poymant of aovoral loam that an errand by CCC cnaraataoa and had atoppad 
father uae of batf a cradit Una. 

I am diaturbod that daapite r apaatad requaeta. tin De p a rtm en t baa not kapt 
oa pranptty interned of al devalopaaanta in tfaia caaa. Ahnoat all interna tinn 
that wa hove ob t ain e d haa baan the reeuh of oar awn apedflc in qu ir ie o to tha 
Department. I am aba diatnbad fay nonora that teaign policy preeauiee hara 
e nco ura ge d tha Da paitm ant to ghra Iraq apartal traa tm a nt fat thie caaa. 

Hactanala dal Levoee. Dapartaaant? iniaalifaliiai 

Plaaaa aahndt a report to tha Caaradttaa on tfaia entire oo ntr ove r a y by February 
SO. BpedflcaBy, I raqoaot that you provide oa nidi intemanon aa to tha 
ontetandinf debt dbUg/Alaa evidenced by loana negotiated through Banco 
Madonalo dal Lovcra and by dabto of Iraq that are co ve red fay CCC expor t 
cradit ynorantoca I alao roqnaat aa i n-dapth report on the in veati ration facing 
oondactad fay tha Dep ar tment and tha atatoo of tha Jnodee Department 


Quito frankly, 
by the 

to be 

poor cradit riaka. The 
USDA 
in 


ma to 

UA 

Credit Corpor a tion The export cradit 
~ in a far co un fariea, many of 

of oar Bmitod reoourceo in thia _ 
oaar market opper tu nitiao in credit 
the Soviet Union without 


may bo 


I look 



PATRICK UCAHY 
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WASHINGTON 


February 13 , it to 


THE DEPUTY SECRETARY OF TH^REASURY ^Vt** 

MEMORANDUM FOR DAVID C. MULFORD ^ *h, * 

UNDER SECRET ART (INTERNATIONAL FINANCE 1 V 

■ 4 ^ 


«►** 


F ROM I 


JOIN B. ROBSON/ 


SUBJECT I 


ccc credit ou^utsti for Iraq 




Tour "Memorandum for tbo File** of Jaauary 30, 1090, oomes 
nearly three months after the November S MAC deputies meeting 
approved ccc oredit guaraateee for Iraq. Slnoe you state you 
ohoee not to partlolpate la the setter, it ie not surprising that 
the nano does not refloet a ooaplete understanding of the prooess 
and the eons i derat ions addressed in this oonplioated issue. In 
particular, I wanted to note the steps taken by Treasury officials 
and others to ensure that all available information was oare fully 
considered when it was necessary last November to sake a decision 
on whether to proceed with a FT 1990 CCC program for Iraq. 

First, it should be noted that, at an early stage. Treasury 
and Federal Reserve staffers raised questions oonoerning credits 
for Iraq during routine NAC nestings, following disclosure in the 
press of the developing soandal at Banoa Masionale del Lavoro in 
Atlanta. We undertook through our own attorneys to oheok directly 
on infornation that was being developed (and that oould be shared) 
by the United States Attorney's Office in Atlanta, and we brought 
that infornation to the attention of the NAC. When an initial NAC 
vote was taken at the staff level in October, Treasury and Fed 
staffers— far from aoqulesolng in Maintenance of the program on 
the sane basis as before— voted against the oonnitment to Iraq but 
were in the minority. 

Following further consideration of the BNL situation by U8DA, 
a deputies' meeting involving high-level officials of all NAC 
agencies, plus OMB and the White louse, was held to consider the 
ccc oredits for Iraq. Prior to that meeting. Treasury and oertain 
other agemoy attorneys met with ueda attorneys to obtain a first- 
hand report on CCC-related concerns arising out of the U.S. 
Attorney's investigation into BNL. This information was 
considered carefully in our preparations for the deputies' 
meeting, whioh took plaoe on November §• As ohair of that lengthy 
meeting, I elicited the views of eaoh agency as to the 
appropriateness of proceeding with a program for Iraq. At that 
time there was no available evideaoe linking Iraqi officials to 
wrongdoing by BNL. lowever, it was acknowledged that it was not 
possible to predlot, on the information then known by the NAC, 
what might eventually emerge from the BNL investigations to 
establish such a link. 
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DMflU tto llOWfltt MHI O t UfOXMtiM, ve aid Mi ltf« 
tte lonry of poatponing or nvoUiaa t daoiaioo. loth OSM «id 
tU dtete DtptrtBMi mt on tte vritteo rooord to recommend that 
• dooloiom to orait the orodit gurutoM bo taboo, for both vital 
oo— aroial agrlooltorol roaoooa aod "overwhelming" foreign policy 
oooaidoratiooo. bt tbo iaaiotoooo of Troaaory aad other agenoiee, 
it vaa agrood that a —bar of aafogoarda would bo taboo to 
minimise, iooofar aa poeoible, aoy advorao iopaot from poaaiblo 
fotoro revelatione io tbo cage log ML inveetigatloo vhioh might 
loplioato Iraq. Theme ioolodod a oo— at from oin for 
oootioood monitoring of tbo Zrog program mod, prior to o— Itoant 
of o a aoood traoobo to tbo program, a vritteo report to the nc 
da tail log roooot developnea ita. 


aimoa that time, Troaaory baa be am relieving both the o.i. 
Attorney's investigation io btlaota (while rooogoisiog that tbo 
oogolmg graod-jory pr ooaa dioga limit tbo information that ve cam 
be foroiabod) aod alao tba aoparata inveetigatloo 09D& oodortoob 
am ita ooo initiative oomooroimg ooo of tba esportera vitb vhioh 
Iraq baa dealt. To data, oeitber iovaatigatioo baa reaolted io 
ovidooea that oatabliaboa Iraqi partioipatiao io illegal or 
iaappropriata aotivitiaa. 

bll manbero of tbo nc at tbo Vovenber oeetiog rooogoiaod 
that a daoiaioo bad to bo aada oo tbo Iraq program vitb laaa tbaa 
tba foil ioformatioo vbiob voold be available after tba O.d. 
attorooy oooolodod ita ioveetigatioo—ao avaot that may atill be 
aamy moatba avmy. Moat agemeiee — amd tbia oartaioly ioolodee tba 
Troaaory Department-ware mot villiog merely to raopao tba prograo 
"oo tba ammo baaia aa before." loot mod, Z believe tbo rooord 
above that ve toob all of tba a tape reaeomably available to oa to 
aoaoro that tbo COC program bad mot beam taiotod by Iraqi 
miaoroaooy baaed oo anything revealed to data by tba ML 
iovaatigatioo. Ve alao attempted to aoaoro that it voold be 
poaaiblo to term! mate tba program I Mediately if evidence of Iraq 
vromgdoiog came to light. 

do tba daoiaioo oamo doom to either a topping tba OOC program 
at that poiot b aaed oo tba poeeibility that Zraqi oomplioity io 
illegal aotivitiaa night bo revealed at acme fotoro data bet 
vitbaot any evidence that aooh Zraqi involvement bad oooorrad or 
vaa probable, or amtborisimg tba program vitb faaaibla oooitoriog 
aafogoarda baaed oo oonvineiog foreign policy aod O.d. 
agrieeltaral ebjeotlvee. Thera vara oo diamante to proceeding oo 
tbia baaia recorded at tba me depot lee' oeetiog. under tba 
oiraonataoeoa, Z believe tbia vaa a ooneeiantieealy rea ch ed aod 
appropriate deeieien, oltboogh eMittedly oat ooo free from rial. 
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It Utn an faoU kaen to yt« vfcieh «««14 Utw i B fl i 
ooacrtf tfi lwot tkit «u sot miliUt for tit BBC's past 
do 1 iSorat loos, Z lsrrlto poor looidlato roopoooo. mil larolood is 
tBo Aoolaioo sskisg prooos i aro soot aoxloos tfcat oil rolorraat 
lmforsatloo So ooosidorod. 
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l nit« *l Mat*'* l)« |*artiu< rit «*f Mai«- 
tlu>kinp/na. i>.( . .V’tjit 


ebrusrv 14, 19^0 


MEMORANDUM FOR ALLAN CHARLES RAUL 
GENERAL COUNSEL 
DEPARTMENT OF AGRICULTURE 

FROM: 

Deputy Legal Adviser 

SUBJECT: Seeking Iraq's Cooperation Re^ariin*; C-rtain 

Allegations 


In response to your eenorantu* of February IS, 1990 to 
Judge Softer, this is to confirn the State Vpirtnent ' s 
concurrence in an approach to appropriate officials of the 
Governaent of Iraq for cooperation in connection uith the GSM 
export credit guarantee* prograa. As we liscussed, in view of 
prior Iraqi pledges of cooperation, we believe the questions 
should be as specific: C* possible. Me understand that the 
Departaent of Juscice;{OIA) will, in consultation with the *JS 
Attorney, prepare a Hist draft of such a request and circulate 
it for clearance. 


cc: Robin Ross 

Royden Gray 
Edith E. Holiday 
Robert 6. Daous 
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United States Attorney 
Northern District of Georgia 


Smi* MOO **-**$$* *0*11 H—jUMtM 

Mmm. G**t* MW 

Te binary 20, 1990 


Nr* Drtw Arena 

Director of Criminal Division 
Offico of International Affairs 
0. 8. Department of Justice 
1400 Haw York Avenue# R.W. 

Roos 5100 
Bond Building 
Washington, DC 20530 

Bai Iraqi Cooparation in BNL Criminal Invastlgatlon 


Daar Draws 

I am in raeaipt of a copy of tha Pabruary 14, 1990 aaaorandua 
for Allan Haul, Ganaral Counsal, US DA, froa Alan J. Erect ko, Daputy 
Lagal Advisor, U.S. Dapartaant of Stata, ragarding Iraqi 
Cooparation. This aaaorandua appears to rafaranca spaclflc draft 
questions for tha Iraqis to be prepared by your of flea in 
consultation with this of flea and circulated for claaranca. 

In fact# thara is no list of quastions# nor hava va avar 
auggastad praparing sueh a list in connection with tha BNL criainal 
invastlgatlon. Our requast is simply that tha Iraqis namad in our 
Pabruary 13# 1990 lattar to you ba mada availabla for intarviaw 
ragarding tha BNL mattar. 8 Inc a tha Iraqis are most lntarastad in 
'cooperating* with tha United States invastlgatlon at this point# 
wa hope that a prompt scheduling of such interviews will pose no 
problem. 

Thank you again for your assistance in this matter. 

Sincerely# 

HIMANTAS A. MJKSTBLB 

UNITED STATES ATT0KNSY 

Q$/< 

GALE He KENS IE 

ASSISTANT UNITED STATES ATTORNEY 


GHsaiw 


10000003 
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DATE: 

February 21, 1990 

ATTN: 

Honorable C Boyden Gray 
Cboniel to the President 

FAX NO. 

4564279 

FROM: 

Alan Cheiioa Raul 
General Counsel 
USDA 

FAX NO. 

4474666 

TELEPHONE NO 

4474351 

There are w* to this document. Including the cover sheet FleeaecaBthe 

above telephone number if any of three popes b not received or b Illegible. 

Thank you. 
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UMMlMl ONMOflht 

Oapartaianl of Omni 

AgrtaAure Oouneef 


O.C. 
80250-1400 


February 21, 1990 


MHMORANDUM FOR EDITH E. HOLIDAY 
GENERAL COUNSEL 
DEPARTMENT OF THE TREASURY 

FROM: Alan Charles RauL^tfS^* — " 

General Counsel 

SUBJECT. Iraq 


Attached for your information is a copy of a letter on Iraq we provided yesterday 
to Senator Leahy In response to bis request. Because of the ongoing investigations, wc 
indicated to him that we would prefer if be not make our letter public. 


cc: C Boyden Gray 

Robert G. Damus 
Abraham D. Softer 
Robert S. Ross 
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DEPARTMENT OP AOmeUCTURB 
orri cff <+ Tim wciivtaiiv 

WAtmrtOTONt D.C. 908 M) 


KILO :.!0 1‘JMO 


The Honorable Pal rick J. l*ahy 
Chairman, Cum mil lee on Agriculture, 

Nutrition and Forestry 
United State* Senate 
Washington. D.C. 20510-6000 

Dear Mr. Chairman: 

Thank you for your letter of February 12, 1990 expressing your concerns regarding the 
ongoing investigation of the Atlanta agency of Rnnea Narionalc det Lnvoro (BNL) and 
the implicntioas of that Investigation for the Commodity Credit Corporation (CCC) in 
connection with guarantees issued under tlic Hxjkmi Credit Guarantee Program (GSM* 
102) with re*|KCt to sales of agricultural commodities to Iraq. 

We arc committed to keeping the Committee fully informed of significant developments 
in this matter. As you mentioned in your letter, representatives of the Foreign 
Agricultural .Service (FAS) and our Office of l he General Counsel briefed Committee 
staff about the BNL matter on December 4, 1989. In addition, at the request of 
Committee counsel, we prepared and submitted a detailed report to the Committee 
shortly thereafter. We have received no response or reaction to that report. 
Representatives of this Department are, and have been, available to meet with the 
members of the Committee or Committee staff at any time, and have been instructed to 
initiate contact with the Committee if the Department learns of any significant 
developments in that matter. 

In your letter you expressed concerns that the G>mmitlce had not been informed about 
CCCs recent actions temporarily suspending the issuance of guarantees under the GSM- 
102 program for sales to Iraq. Those suspensions did not result from the BNL 
Investigation in Atlanta. They were sliort-term suspensions, which occur automatically 
whenever CCC receives a notice of late payment in connection with sales under one of 
its GSM- 102 guarantees. We do not consider such suspensions to be significant 
reflections of Iraq's or any other entity's reliability for making payments. 
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RECENT TEMPORARY SUSPENSION OP IRAQ'S LINE OP CSM-102 
GUARANTEES 

Under GSM- 102 regulations, exporters or their assignee hanks holding the right to 
payment under guaranteed foreign hank letters of credit arc required to report to CCC 
when any payments under those letters of credit arc delinquent within ten days after live 
scheduled payment was due. This late notice is not a daim on CCC and does not 
trigger any obligation for payment, hut it simply alerts CCC to the possibility of a claim 
In the future. CCC program managers then make inquiries with the foreign bank issuing 
the letter of credit to determine tlic reason for the late payment As a matter of 
pruilcncc and precaution, CCC automatically suspends making further guarantees under 
the program for that country until the matter is resolved. 

Hits action is viewed by us sts a "technical" suspension. Typically, the reason for 
delinquent payment involves some complication with the transfer of funds among the 
foreign hank, its correspondent hank in the United States, and the UJS. hank which 
holds the right to receive payment. Ordinarily, these problems arc resolved within a few 
days, and the line of export credit guarantees for that country is then reinstated. 

The recent technical suspensions of Iraq's GSM-102 line of export credit guarantees 
were not unique. Although the record of foreign banks for making timely payment in 
connection with sales for which export credit guarantees have been issued has been very 
good, there have been occasional late payments involving several countries.. 

The most recent technical suspensions occurred in January of this year. On January 22, 
CCC was notified by a U.S. hank that Rank Rafiduin was late on a letter of credit 
payment guaranteed under the GSM- 102 program, and die line of export credit 
guarantees for Iraq was placed in temporary suspension. This problem turned (Nit to he, 
as is usually the case, the result of complications in the funds transfer process. After 
inquiry by CCC operations personnel, the matter was resolved quickly, payments were 
made, and the line of export credit guarantees was restored two days later on January 
24, when all payments were fully current. 

On January 26, CCC received another late notice regarding Hank Rafidain, this one 
originating from Ranca Nazionnte del Lavoro. Again, as is CCCs customary practice, die 
line of export credit guarantees was temporarily placed in suspension. The amount in 
question was approximately S225.000. CCC made appropriate inquiry, and again it was 
determined that the problem involved only hank transfer difficulties. CCC received 
assurances from Rank Rafidain that it intended to make payment on the letter of credit 
in question and that, in fact, it had already made efforts to do so. Rank Rafidain also 
provided CCC with copies of telexes instructing its corresponding hanks to effect die 
funds transfer. Hie transfers were effected on Eebrunry 16, and the Iraq Hue of export 
credit guarantees was restored that afternoon. 
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Our decision to suspend temporarily the GSM-102 line of export credit guarantees for 
Iraq under these circumstances does not signal any change in policy towards Iraq, nor 
does it involve circumstances which should arouse undue concern at this time. 
Occasional late payments, while never condoned, do occur from time to time in a 
program as large as GSM- 102 hut can be, and are being, managed appropriately. 

CURRRNT IRAQI GSM-102 OBLIGATIONS 

In your letter, you also asked for a report on several other issues including the current 
status of Iraqi obligations under sales with respect to which GSM-102 export credit 
guarantees have been issued. As you are aware, CCC is required by Congress, under 
section 1 125 of the food Security Act of 1985, to make available not less than $5 billion 
annually in short term export credit guarantees. In consultation with the National 
Advisory Council on International Monetary and Financial Policies, Si billion of GSM- 
102 guarantees was allocated with respect to sales of agricultural commodities to Iraq In 
both FY*88 and FY'89. Due in large part to the uncertainty that developed as a result 
of the BNL investigation, the FY 90 line of export credit guarantees for Iraq was set at 
• current level of $500 million. 

Iraq has participated in tltc GSM-102 program since its inception In 1983. Historically 
Iraq has been exemplary in repaying its GSM- 102 obligations; CCC has, to (kite, never 
received n claim as a result of a export credit guarantee issued in connection with a rale 
to Iraq. Because GSM-102 guarantees are issued for letters of credit for which 
repayment terms are three years or less, the outstanding Iraqi indebtedness under such 
sales reflects guarantees issued for the most recent three year period, the years in which 
the Iraqi guaranteed indebtedness has been the largest. As of the most recent 
accounting, CCC records indicate a total outstanding guaranteed indebtedness, principal 
and interest, of approximately $2,189 billion. 

During the period 1985-1987, a substantial ponton of the letter of credit proceeds 
resulting from GSM-102 guaranteed sates were assigned by U.S. agricultural exporters to 
BNL’s Atlanta agency which provided the financing. In recent years, the rccci|H hy BNL 
of such proceeds has been much less significant. Since Site initiation of the BNL 
investigation last fall, no assignments of letter of credit proceeds In connection with Iraqi 
rales have been made lo BNL, and BNL has indicated that it does not intend to receive 
further assignments of such proceeds. 

In Septcmlicr, slmriVy nflcr the BNL investigation had resulted in wholesale restructuring 
of its Atlanta operations, CCC met with representatives of BNL*s new management and 
its counsel. At that time, Iraqi obligations with respect to which GSM- 102 guarantees 
hod been issued which were field hy BNL totalled approximately $761 million in 
principal and interest. Since that time, Iraq has made a number of payments us they 
have come due, and the current outstanding obligations held by BNL, as of the most 
recent accounting, totaled approximately $531.8 million. 
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Tin Honorable Patrick 1 . Leahy 
TUB BNL INVESTIGATION 

You abo asked for a report on any investigation conducted hy ihe Department of 
Agriculture in connection with the RNL affair, as well as a report on the status of the 
Justice Department investigation in Atlanta. 

In August, 1980, the Office of the United States Attorney for the Northern District of 
Georgia was lokl that the directors of RNL's Atlanta agency were operating an 
undisclosed, or tyeyhook", loan program for Iraq. Sometime later, agents of the 
federal Bureau of investigation served search warrants and sefeed RNL records. When 
authorities at BNL's Rome headquarters learned of the problem, the Atlanta directors 
and employees were dismissed and new management, under Ihe direct control of BNL- 
Rome, was brought in. 

A number of state and federal agencies concerned with hanking regulation have 
participated in the investigation. Investigators from USDA's Office of Inspector General 
(OIG) became involved when it was learned that a portion of Ihe BNL grcytxxik 
portfolio consisted of loans made in conjunction with GSM-102 guaranteed export sales. 
USDA-OIG personnel have been working with the Office of die U.S. Attorney since that 
time hut, to date, have been restricted in the amount of information that they have been 
able to convey to USDA officials because of confidentiality requirements attendant to 
the grand jury investigation. 

USDA has remained in regular contact with the Office of the U.S. Attorney In Atlanta 
to monitor die progress of the criminal investigation. While the U.S. Attorney has been 
unable to divulge specifics about die progress of the case, it is our general understanding 
that the investigation centers primarily on issues of possible violation of banking 
regulations and reporting requirements. However, investigators are also looking to 
determine whetlicr there were inaccuracies in connection with applications made for 
CCC export credit guarantees. The U.S. Attorney has indicated no definitive timetable 
for the investigation. 

In October, 1989, at the direction of Under Secretary Crowder, representatives of the 
CCCs Export Operations Division ami USDA’s Office of the General Counsel travelled 
to Atlanta to meet with the Assistant United States Attorney in charge of die BNL 
investigation. They discussed the general background and direction of the investigation 
and conferred, about means of cooperation between USDA and the Office of the United 
States Attorney. 

After discussing die limitations that the grand jury process would place on disclosure of 
information, wc decided to conduct our own administrative investigation, under the 
authority provided in 7 CF.R. 1493.14, of GSM-102 guarantees of sates to Iraq with 
respect to which RNL received assignments of proceeds. In October, after conferring 
with the Office of die U.S. Attorney to insure that such an administrative investigation 
would not conflict with grand jury proceedings, attorneys from USDA's Office of the 
General Gainsel returned to Atlanta to inspect RNL's records pertaining to sales to Iraq 
with respect to which GSM-102 guarantees were issued. 
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Rased on that initial review, USDA attorneys subsequently requested access, spin 
pursuant to our regulatory authority, to inspect exporter records of certain agricultural 
product sales to Iraq tliat had been financed by BNL with the assistance of GSM-102 
fitarantccs. Due to circumstances surrounding the criminal investigation, USDA review 
could not be completed until the end of Decanter, and several additional weeks were 
required tn organize and analyse the Information obtained. A draft report of the results 
of that investigation was Just recently completed and has been provided to CCC and 
PAS officials. 

Due the pendency of grand jury proceedings In Atlanta and the possibility that the 
Individuals and transactions discussed in that report could possibly be subjects of the 
criminal investigation, we are carefully controlling the circulation of the report at this 
time. However, the USDA attorneys tliat have conducted our administrate 
investigation would be available to meet with you and other members of tlte Committee, 
or with members of your static to discus s the report Such a briefing obviously should he 
conducted In a manner that respects the delicate situation surrounding the grand jury 
proceedings in Atlanta. 

Finally, the pendency of the criminal investigation in Atlanta has not prevented us from 
making adjustments in management procedures that will further protect the integrity and 
operations of the export credit guarantee program. As a result of information gleaned 
from our investigation of the BNL mailer, as well as ia response to recent audits of the 
program conducted liy USDA** Office of Inspector General, PAS has made a number of 
such changes. Several proposed modifications In GSM-102 regulations have recently 
been submitted to the Office of Management and Budget and will soon he published for 
public comment. Perhaps the most significant change tt the recent institution, at the . 
direction of Undersecretary Crowder, of a comprehensive system of price review for 
talcs with respect to which GSM-102 guarantees are made. 

At this juncture, we do not know whether the BNL investigation in Atlanta will result in 
criminal prosecutions involving violations of (lie GSM-102 program. Wc arc monitoring 
the situation carefully, and have the assurance of the Assistant US. Attorney in charge 
of the case that her office will ultimately provide USDA and COC with access to any 
additional information of relevanc e ton. 

OT1IOR ISSUES 

Yon mentioned that there were Ygmorf that foreign policy pressures have encouraged 
the Department to give Iraq special treatment in this case. Tb the contrary, the 
extension of GSM- 102 guarantees hi connection with sales to Iraq have recently been 
subject to special scrutiny because of the BNL investigation. Our current FY*90 line of 
OSM-102 guarantees for Iraq is only half of Iraq's original request and about half the 
shoe of such lines of GSM-102 guarantees which have been made available to Iraq far 
the past two years. The dedston lo limit our initial comm it ment far FV90 reflects a 
prudent appruech under the present circumstances. 
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Second, wc do not believe there it a need at this time for additional authority for our 
export credit guarantee programs. A* you are no doubt aware, current law dictates that 
CCC make available "no less" than $5 billion in export credit guarantees annually and 
clearly permits the Department to extend greater amounts if circumstances so justify. 
CCC has recently begun to develop a new and more sophisticated program for country 
risk assessment which will better aid program managers in determining whether various 
lines of GSM- 102 guarantees should continue to he maintained at current levels or 
should he adjusted (upward or downward). The flexibility on funding levels in current 
law, along with improved risk assessment techniques, should five us adequate tools to 
meet new market opportunities for U.S. agricultural exports, including any opportunities 
which may arise In ftaslern Europe or the Soviet Union. 

Sincc(dy, 

c&y£>\ 

Ctayyon Ycutter 

Secretary 


cr: The Honorable Richard G. Lugar 
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Dr. Crowder. No. It is a larger number than that Iraq's out* 
standing line right now is about *2.1 billion 1 . 

The Chairman. No, no. I am talking about loans to the bank. 

n kf • l _ •_ i * a 
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Tr«Mury opened the 

■••ting by noting that it was being hold primarily for 
information^, purposes. H« racallad that at tha November 1989 
NAC Daput lag- aaating on tha CCC's GSM-102 program for Iraq, it 
had baan agraad that US DA would r«tum to tha NAC with an intar in 
raport on tha status of tha program bafora ralaasing tha sacond 
trancha of guarantees. 


Doputy Undar Sacratary Vsneman th«n outlined th« currant 
status of tho FY 1990 program for Iraq. 8h« statad that out of 
th« $500 Billion in guarantee authority allocatad for Iraq in tha 
first trancha, approximately $484 million had baan committed and 
$368 million had baan registered. She also noted that both tha 
Office of tha General Counsel and tha Inspector General of USDA 
had baan involved in tha investigation, but nothing had yet baan 
found to demonstrate wrong-doing on tha part of tha Iraqis. She 
added that tha Iraqi GSM- 10 2 program had baan suspended twice in 
1990. These suspensions ware tha result, however, of ^parent 
technical problems involving transfers of payments and the 
program was currently functioning normally. 

Regarding the release of the second tranche. Deputy Under 
Secretary Veneman said that a request had been received from 
Iraq, but any recommendation was being withheld pending 
completion of a review of tha situation within USDA. She stated 
that if the results of this review were favorable, USDA would 
return to the NAC for its advice before proceeding with any 
further guarantees for Iraq. 


In respons e to a questi on from the Peoc^..l Raser/t 
representati ve, on the nature of the two 

suspensions,iflH|BHKatiitad that they were of a technical 
nature, havin g to d o with tha interbank funds transfer system. 

In respoAseT to a question from the S^ate representative. 

Deputy Under Secretary Veneman said that the in-house 
review or the Iraqi program would take from one to four weeks. 
She noted that USDA was already receiving pressure from both tha 
Iraqis and U.S. interests to release the second tranche. 


j then asked, if further credits were warranted, 

if it would be possible to provide such credit in two additional 
tranches rather than providing the full $500 million as a second 
tranche. Deputy Under Secretary Veneman responded that there 
were a variety of ways to proceed if it was decided that further 
guarantees for Iraq were warranted. ^ { ^ 

Replying to a further question from Deputy Under 

Secretary Veneman said that $500 million was still available in 



460 


the FY 1990 pro gram for further allocat ion to Iraq. In answer to 
a quastion CfoaSBHS ^■■■■Blstated that Iraq had 
originally mequested a furthar $573 Billion in quarantaas but 
that this had baan raducad to $500 Billion. 



In rasponsa to a quastion froa concaming 

Congressional inquiries. Deputy UnderSecreta^ Vanaaan stated 
that a newspaper article intimating that the CCC quarantaa 
proqraa for Iraq had baan terainated had proaptad a latter of 
concern and inquiry froa a Conqressional coaaittee. She added 
that USDA had responded to that latter by explaininq that the 
proqraa was sorely taaporarily suspended and thus satisfied th e 
coaaittee that appropriate action had baan taken. 
added that the GAO had invest iqa tad the CCC quarantaa proqraa y 
and, as it had reported to Conqrass, had found no iaproprieties 
in the operation of the CCC proqraa for Iraq. H 

_ 7rw**P* 

suggested that the group 

discuss the ongoing Banca Kazionale dal Lavoro (BML) 
investigation in Atlanta and its iaplications for the CCC proqraa 
for Iraq. 

The Department of Agriculture General Counsel, Mr. Haul, 
said that USDA's Office of General Counsel had initiated an 
investigation under its regulatory authority — not under the 
grand jury's criainal authority. Ha stated that the General 
Counsel's office had also consulted with the USDA's Office of 
Inspector General, which had said that it had found no reason to 
suspend the GSM-102 proqraa for Iraq. 

Expanding on Mr. Raul's consents, HBHHM noted that 
USDA was involved in two separate investigations. Tbs General 
Counsel's office, having the duty to advise USDA policy makers, 
had used its right under current CCC regulations to look at 
documents associated with the GSM progran for Iraq. This 
investigation was distinct froa that of the Inspector General's 
office, which was working on any possible criainal violations in 
conjunction with the U.S. Attorney's office in Atlanta. 

”t*ted that his examination of a certain bank and 
exporter's documents revealed prices, with respect to certain 
commodity shipments, that were out of line with what would 
reasonably be expected. Specifically, the approximate profit 
margins exceeded those that a middleman trader would ordinarily 
receive — $15 to $40/ton, as opposed to $5-$6/ton. He added 
that some of these apparently excessive margin spreads could be 
explained by market forces but others would require explanations 
from Iraqi officials. He said that the General Counsel's office 


( 
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was formulating quaations for Iraqi officials regarding specific 
transactions* Hs also notsd that his offics would havs to sast 
with Department of Justica officials to make sura that its 
invast igat ion did not intarfara with tha U.S. Attorney's crisinal 
investigation in Atlanta. Than USDA would consult with tha Stata 
Department regarding tha bast method of approaching tha 
Government of Iraq. 


Deputy Under Secretary Veneman stated that USDA had 
initiated a program under which, on a daily basis, USDA employees 
checked prices on guaranteed commodity shipments and M flaggad w 
than if they appeared out of line with market prices. 

Res ponding to a question from 

on after sales service requirements, 
that the investigation had thus far failed to identify £ specific 

instance in which an exporter had prov^ed after sales service — 

although reports had been received that Iraq had pressured 
several to do so. He also said that the CCC had issued a notice 
to GSM exporters stating that it would not tolerate the financing 
of after sales service contracts under any of its guarantee 
programs. 

In response to a further question, said that an 

exporter had brought to the attention of CCC officials proposed 
contract language by Iraqi officials that the exporter pay Iraq a 

percentage of the value of a shipment in hard currency as a stamp 

tax. The CCC' s position was that the amount paid for such a tax 
would have to be netted out of the value of the shipment to be 
covered under the guarantee program. He also stated that the 
matter had been brought to the attention of the Iraqis, with the 
request that they cease requiring exporters to assume such taxes. 




Treasury Gene*. .I CoVtllil Holiday asked if USDA had 
determined w hat quest ion p it wished to put to the Iraqi 
Government. SMH^BK'mplimd that he had drafted proposed 
questions but had not yet sat down with his Department of Justice 
counterpart to discuss the matter. 


The justice Department representative, said 

that he hope d to start a review of the case soon, in order to 
identify what had to be done to prove oosplicity, or lack 
thereof, on the part of Iraqi officials. He said that he 
preferred to have a face-to-face confrontation with selected 
Iraqi officials and that he hoped to havs, by the ne xt week. a___ „ 
timetable for addressing the issues. Mr. Raul asked '***•'* 
if his investigation had uncovered any evidence that would lead 
the Department of Justice to request a termination, suspension. 
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or delay in the CCC program for Iraq. ^ 
ha would rather answer that question during 
ha had spokdh with tha U.S. Attorney. 

said that there ware two issues being addressed 
possible banking fraud and violations of CCC regulations, 
noted that the Oepartsent of Justice was focusing on the fraud 
investigation and complicity in one did not necessarily isply 
complicity in the other. 


replied that 

next week, after 


Hr. Raul said that even if it were determined that 
complicity on the part of Iraqi officials existed, it would still 
have to be ascertained whether such instances were indicative of 
an isolated, or system-wide, problem and who, at what level, was 
involved. Furthermore, he noted that: Iraq was current on all 
its CCC -guaranteed obligations; there were no current pricing 
problems; there was no evidence that non-program commodities were 
shipped to, or diverted from, Iraq; BNL no longer participated in 
CCC programs; and, finally, Iraq had given assurances of full 
cooperation with the investigation — although they had not yet 
been tested. He also noted, as an aside, that BNL was an 
assignee, not a guaranteed bank. 


The OMB representative, questioned whether 

one could expect to find documentary evidence of exports of non- 
ihim -or dive rted commodities if an exporter was engaged in 

_ ^ ~ SHHHKstated that although US DA did not expect to 

find a "smoking gun", its investigators had found complete, 
diverse, and apparently legitimate documentation. He said that 
they had examined dozens of trades by the orincipal exporter 

investigation and could trace all portions of all trades 
response to a further question from Mr. Speckhard, 

itated that the last occurrence of extraordir ry price 

margins uncovered to that point had been in late 19»7. 



) asrea wnetner 

USDA would terminate its progr am if it wer ^ proven that an Iraqi 
official received a kickback. ^■M^espondtd that 
kickbackm were not the only possible explanation for vide price 
margins* He noted that in some cases the excess size of the 
margin corresponded to the cost of freight. He hypothesized that 
Iraq night have been having its freight costs guaranteed, which 
would be in violation of CCC regulations and a misuse of the 
program. He said that questions with respect to those cases 
would have to be directed to the Iraqis. A A 

In response to a question from 

stated that USDA had not identified any cases of extraordinary 
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pries margins aftsr 1987. Hs theorized that this was bscausa 
tha particular exporter that tha investigation had focused on did 
littls CCC business after 1987. 

Mr. Raul said that BNL currantly hald $531 million in\ Iraqi 
obligations, down from a high of $670 million asarasult if 
routina repayments. In response to a question, ^■■■isaid 
that currantly Iraq had $2.2 billion in outstanding CCC- 
guaranteed obligations, and n oted that this amount would rise 
during tha next two years. 




The Comae rc< 
tha remaining quest: 
would be answered, 
first be formulated, 
and tha State Department, 
problem of how to present 


ca Department rap: 
aes t ions reoard ln* 
sd. 

a ted , then clea re< 


resentative, asked when 

ng possible Iraqi improprieties 

.replied that the questions must 

eared by the Department of Justice 
Then, he said, there was also the 
tha questions to the Iraqis, e.g.. 


through written letters or a direct meeting, and USDA would 
consult with State to determine the optimal approach. Finally, 
he noted that there was bound to be a time lag before the Iraqis 
r..pond.d. 

In response to a question f rom regarding 

possible problems with high margins in any other countries, flfli 
said that the focus of the investigation was on Iraq, but 
two small incidents in other countries were also under 
investigation. He added that all the problems uncovered were 
primarily associated with one exporter, who did 90 percent of his 
business in one commodity, exporting to "raq using BNL financing. 

In response to a question from Deputy Under 

Secretary Veneman stated that her agency's new price review 
procedure co vered all tr ansactions to all countries utilizing CCC 
guarantees. ^■^■H&roted that the pricing review had to 
encompass over 70 commod ities w ith different grades — a 
difficult task. v &rUhk ~ 

In response to a question from 
that it warn too early to say if BNL would ever again be an active 
participant in the CCC* a guarantee programs. Counsel for BNL had 
told USDJL that BNL is not interested, at this time, in doing any 
further GSM funding. Moreover, BNL has not taken any additional 
assignments since the Atlanta investigation began. He gave 
assurances that the NAC would be notified if such a request were 
made. 


Treasury General Counsel Holiday suggested that the group 
discuss the best manner in which to proceed with the possible 


I 



riliiN of tho second tranche. Nr. Raul not ad that 
from tho Iraqis had only just boon received, and su 
waiting f or xhe completion of USDA's in-house revi« 
Under Secretary Veneman asserted that this review « 
weeks, or possibly longer, depending on the next vi 
revelations. 

In response to a question free Treasury Acting 
Secretary Kiehuss, Deputy Under Secretary Veneman a 
light of the uncertainties surrounding the criminal 
investigation, saintaining a flexible attitude with 
the timing of any announcement dealing with the rel 
suspension, of the second tranche. Nr. Niehuss suq 
for the Iraqi answers to the specific questions rea 
USDA's investigation before settling on a course of 


Hr. Raul said that he had started the process 
the questions. He added that he hoped to confer wl 
departments of Justice and State, determine the bea 
proceed, and put the questions to the Iraqis soon, 
could not say if any answers would be received befc 
USDA's in-house recommendations came out. 

stated that the Secretary of State h 
this issue with the Iraqi Foreign Ninister in Octob 
had pledged his government's full cooperation. 

| said that indictments had originall 

expected in early November, but, when it became app 
grand jury process would be drawn out, U8DA had pro 
the first tranche. He noted that USDA's administra 
invest igatio ifr wa s subordinate to the criminal invea 

expressed appreciation for the USE 
report to the NAC on the Iraq/CCC issue. He quoted 
Summary of Agreed Points from the November 8, 1988 
Nee ting, which said, "Prior to commitment of a sect 
under the Iraq program the Department of Agricultux 
a written report to the NAC..." and requested that 
be submitted prior to any U S DA commitmen t to Iraq i 
second tranche CCC credit. fllBBIHBf 1 * 0 not#d 
of creditworthiness would need to be revisited at t 
consideration of a second tranche request. In thii 
he cited a report from Rome that Italy's sj port on 
recently placed Iraq off cover. Nr. Raul acknovl* 
plans to do so prior to making any commitments. 
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Miinl C o w l Holiday As l ea d it there von any furthar 
CQMMts* Kg* Haul said that! the first trancha vu alaost 
coapletely edhaua tad, as Ill y ail lion in guarantees had alraady 
baan ragistarad. ■(■■■■(notad that tha first trancha had 
alraady baan fully all oca tad in all tha aajor cossodlty linaa. 
He addad that Iraq bad put out wheat tenders, for April 
delivery, but thara was no guarantaa authority loft for 0.1. 
whaat exports to Iraq. 


Ganaral Counaal Holiday asked if 0I0& could, if n eeded, 
terminate what avar was loft of tha first trancha. Ondar 
S acra tary Vansssn said that tha question had baan raised, but 
thara was no avidanoa to justify such an action. Nr. haul addad 
that Undar Secretary Crowder had consulted with USOA's Inspector 
Ganaral at each step leading to tha announcanant of tha trancha. 


when 

Jrepli 


a grand jury indictaant sight be 

_ plied that a reoant call to tha U.S. 

Attorney in Atlanta had loft his with tha iapression that 
indictsanta ware 


Nr. Raul sussed up by stating that ha found tha seating 
useful insofar as it had enabled (1) USOA to keep all agen c ies 
briefed on tha status of both tha RNL investigation and tha CCC 
progras for Iraq, as was agreed at tha Novanb or INI Deputies 
seating, and (2) establishment of a procedure for RAC review of a 
s eco n d tranche, if USOA fait another tranche was warranted. 

Ganaral counsel Holiday thanked tha participants and noted 
that thara seesed to be a consensus that prior to approval of any 
second trancha, tha issue should be revisited at a senior level 
seating tha RAC. 


Authority t 
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ASSISTANT SCC ACTA MY 


DEPARTMENT OF THE TREASURY 

WASMINOTON 


MEMORANDA* POR DEPUTY SECRETARY ROBSON 

PROH : John M. Niehuss 

Acting Assistant Secretary 
International Affairs 

SUBJECT: NAC Alternates Meeting on CCC/Ira< 


As you requested, we convened a meeting 
Alternates to consider USDA's report on theii 
of a particular exporter implicated in the B! 
related matters. 

At the meeting on Pebruary 22, USDA coni 
have received a request from the Government < 
second tranche of PY 1990 credit guarantees, 
review the request carefully, and when/if thi 
recommendation on releasing the second tranct 
present that recommendation to the NAC for c< 
USDA expects a 1-4 week timeframe for its rei 

USDA reported that its own investigatioi 
evidence that one exporter had unusually lar< 
on some commodities sold to Iraq. They had i 
been able to reach conclusions as to the use 
margins. 

USDA indicated, in response to a quest ic 
sales service, that another exporter had rep< 
Iraqi request that the exporter pay a two pei 
on its exports to Iraq. Under CCC regulatioi 
additional payment must be deducted from the 
the sale in calculating the guarantee value. 
CCC would be guaranteeing more than the legal 
export. U8DA has made clear to both the exp< 
Iraqis that such a stamp tax is not acceptabl 
the CCC program. 

USDA is consulting with the Department < 
developing questions to put to the Iraqis coi 
possible involvement, and later will work wii 
approach to the GO I . USDA stressed that the: 
independent from the Department of Justice's 
which is broader in scope. 
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Agencies v«r« g«n«rally satisCltd with th« actions bsing 
takan by OSDA on price chocking and aftor salon service. 

There was no feeling that evidence had been developed to 
require the suspension of the current tranche. Agencies are 
prepared to wait to schedule another MAC nee ting until USDA 
cones forward with a recommendation on the issue of the 
second tranche • 

Zn accordance with the consensus reached , we intend to 
await OSDA's recommendation on the second tranche, unless 
other developments occur that require a change of course. In 
addition, we will cooperate as necessary with OSDA and other 
agencies on an approach to Iraq. 


Attachment 
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SKmTARY CROWDS R 


S ; nject: Irao SSH-102 - Pros and Coos for the Additional $500 Hi 


As requested by Aon Venetian, attached is the oaper my staff preoa 
pros and cons of announcing additional GSH-102 credit guarantees 

Attachment 
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FEBRUAR* 23, 1990 


Proa asd Cons far iMOMeiai IMitiooal Conran llbdtr 
Iraq's GSM- 102/ 103 Izport Croilt Gaarantw Profras 


OJ 


ISSUE! 

Whether to announcs all or part of the $300 sill Ion increase in GSM- 102 
Credit Guarantee coverage to Iraq previously reviewed by the NAC. 

PROS : 

Iraq is a atjor aarket for U.S. agricultural products and our largest 
market for rice. The U.S. will only retain these markets by supporting 
then under the GSM-102 prograa for the next few years. Other than rice, 
the oost important comodi ties are feedgrains, wheat, protein concen- 
trates, wood products and sugar. U.S. suppliers of these coaaodities 
would suffer the aost and CCC outlays for prograa coaaodities aay increase 
if the GSM- 102 prograa ceased. 

Iraq's repayment record, to date, has been exeaplary. Since the inception 
of the prograa for Iraq, credit guarantees of approximately $4.2 billion 
have been issued (of which approximately $2.0 billion have been repaid) 
without a single claia against CCC. 

Letters of Credit under t!ie prograa are opened by Rafadain Bank - the 
largest bank in the Middle East with est lasted assets of $54 billion. 

Iraq has also become an important aarket for high value products, 
e.g., pulses, yeast, dairy products. 

Iraq in the long term is likely to be a major player in the Middle East 
with oil reserves second only to Saudi Arabia, a good population base, and 
a strong ailitary. Iraq's ability to pay is high in the long run once 
they have paid back debts incurred during the I ran- Iraq war. 

Politically, Iraq has strategic importance as a bulwark against Iran and 
controls a significant aaoant of the Middle Bast's oil. 

Not announcing the prograa will be considered by the Iraqi Government as 
unwarranted and an affront to their dignity. They night stop paying on 
their GSM obligations which could result in a large outlay by CCC. 

Current Iraq GSM obligations are approxiaately $2.2 billion. 


Iraq's credi tworthness is questionable in the short run, largely because 
of debts incurred during the ft-year Gulf Var with Iran. Iraq owes 
$40-50 billion to Western countries and Japan, and an equal aaount to Arab 
States. PAS risk analysis supports a lower prograa level than we 
currently have. The higher prograa level has been based on Iraq's long 
run ability to pay and high market development potential. 

— Iraq, even with recent novas toward privatisation, continues to be a 
hard-line Baath Socialist State with human rights problems. Amnesty 
International continues to identify Iraq as a gross violator of huaan 
rights. 
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-- Possible indictments for violation of CCC regulations grow 
Banca Nazionale Lavoro (BNL) investigation could have a se 
the overall GSM-102/103 program. If this occurred there v 
considerable adverse Congressional reaction and press cove 
vorst case scenario, investigators would find a direct lin 
Iraqi military expenditures, particularly .the Condor Missi 

-- We can expect strong interagency opposition from NAC agenc 
particularly the Treasury Department. 

DISCUSSION/ BACKGROUND: 


Importance of Iraq as a Market for U.S. Agricultural Products : 

The U.S. Department of Agriculture's GSM- 102 credit guarantee | 
instrumental in establishing a large market for U.S. agricultui 
in Iraq, even prior to the re-opening of diplomatic relations : 
Iraq has been one of the fastest growing of the top 20 U.S. agi 
export markets, currently ranking tenth. In FY 1989, GSM-102 4 
export credit guarantee sales registrations totaled $1.05 bill! 
million, respectively. This program in combination with the & 
Enhancement Program has made the Iraqi market one of the most i 
agricultural export success stories of the eighties. 

Between 1982 and 1988, Iraq's annual imports of agricultural c< 
averaged $2.39 billion and are estimated at $2.9 billion for 1< 
FY 1982, the year before the first GSM-102 program was announce 
agricultural imports from the United States totaled less than ? 
In FY 1989, U.S. agricultural exports totaled $774 million, up 
FY 1988, 49 percent from FY 1987, and 473 percent from FY 1982. 

Iraq is the largest export market for U.S. rice, with exports < 
of S180 million. Other major commodities exported under GSM | 
FY 1989 were: vheat/vheat flour, $173 million; feedgrains, $69 
oilseeds and products, $37 million; feed and other grain produt 
million; cotton, $71 million; and sugar, $34 million. 

Creditworthiness : 

While we have been concerned over Iraq's ability to repay its < 
its repayment record with CCC has been historically sound. Dui 
Iraq -I ran war, Iraq's accumulated debt grew by $26 billion in i 
with another $40-$50 billion to Arab countries. Contrary to a< 
international practice, Iraq's basic strategy in handling this 
negotiate unilaterally with each lender country and to continue 
countries that agree to provide additional credits. The Goven 
reiterated several times that paying the United States is high 
However, this leaves CCC in a vulnerable position with approxii 
billion in GSM exposure to Iraq. 
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Our concern with Iraq's creditworthiness in the short run is soaevhat 
eitigated by tho fact that oil revenues (estimated at $14 billion in 1989) 
have been rising. In 1989, the United States ieported about $2 billion of 
Iraqi oil. Currently Iraq produces its OPEC quota of 3.14 aillion barrels oi 
oil per day and has the capacity to produce around S aillion barrels per day 
or nearly double the OPEC quota. In addition, Iraq's var-related expenditures 
have been reduced, and they have been rebuilding the country's infrastructure. 
All of these factors coabined with rising oil prices should iaprove Iraq's 
econoaic situation. Providing they can overcome their short tern 
difficulties, Iraq has the capacity to service their debt over the longer 
tera. 


U.S. Political and Strategic Concerns : 

Doaestic political concerns about the Iraq GSH-102 prograa are driven both by 
concern that no BUD or savings and loan type scandal be peraitted within CCC 
prograas, and by linkage of doaestic lobbying groups to both huaan rights 
groups and Israeli interests. Israel is concerned that Iraq eaerged froa the 
Iran-Iraq war with the strongest Arab aray - both battle seasoned and 
technologically advanced - in the region. Currently, there is only a cease 
fire vith Iran, and Iraq is unlikely to cut back its ailitary until after a 
foraal peace treaty is signed vith Iran. Iraq is ruled by the Arab Baath 
Socialist Party and allows only United deaocratic expression. During and 
inaediately after the Iran-Iraq war there were also charges that Iraq had used 
lethal gas weapons, both against Iran and against its own minority Kurdish 
population. As a result, Congress nearly passed sanctions which would have 
barred Iraq froa participating in the GSM- 102/ 103 credit guarantee prograa. 

In addition, USDA's Inspector General's Office discovered that non-U. S tobacco 
had been exported under Iraq's export credit guarantee prograa. This was 
followed by the Banca Naz locale del Lavoro affair. All of these events have 
caused the Iraq prograa to be scrutinised intensely by Congress and the press. 

The BNL investigation continues and there is soae indication that there nay be 
at least one U.S. fira charged vith violation of CCC regulations. Should a 
direct link be developed between Iraqi Government Officials or the Government 
itself, CCC vould face severe crlticisa for continuing the program. Our 
defense is that prograa changes have been implemented which should prevent 
this froa occurring again. Iraq compares favorably to other large prograas 
such as Mexico and Algeria as regards to operational problems. That is not to 
say operational problems don't exist - they do, but no more than vith other 
large prograas. Ve will continue to deal forcefully vith the Iraqis to solve 
operational issues. 


FAS : EC : AME : DKunkel : dek : 20-Peb- 1990 : 382 -92 16 : ( KUNKEL | • 
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MEMORANDUM FOR Till' SECRETARY 

* •* Alan Chari* .'aul/4- -VZ. 

CcucraS < .....lc 

End of Tne Week i\epuu 

I. Iraq, On the Iraq GSM matter, we Itave briefet 
Advisory Council on International Monetary and Financial Po 
developments and the itcnding investigations. I also aeeompai 
testimony on international programs, where the Iraq situation 
has now submitted its request for die "second trandie" that wr 
additional S5tN) million in export credit guarantees under GSh 
l>e studying the request in a deliberate manner over the next 

On the investigation side. OGC is working with 
preparing certain questions to ask tins Government of Iraq. It 
questioned why Iraq would have paid certain exporters prices 
market price levels. We lm|>e to develop the questions and pi 
ex|>editiously. However, it is entirely likely that Iraq's respons 
before USDA's recommendation on the second tranche will h; 
MAC. Preliminary indications l«M>k like Treasury will be adan 
further guarantees for Iraq, while State will continue to favor 

I am also advised that, in the very near future, J 
certain indictments against a inmiltcr of Iraqi officials on an e 
I bis may ulfect the atmosphere surrounding our Iraq GSM pr 
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DRAFT/ CG-KJB /3-5-90 

IRAQ GSM- 102 PROGRAM — Qs ft As 


Q. Can you give us a brief history of the GSM-102 program for 
Iraq? 

A. Iraq first began participating in the GSM-102 program in FY 
1983. In that first year, CCC announced an available line of 
export credit guarantees in the amount of $230 million. The 
program level Increased steadily each year, and by FY 1988, Iraq 
had become the second largest GSM participant country, exceeded 
only by Mexico, with a $1 billion announced line of available 
credit guarantees. Iraq participated at that same level in FY 
1989. Over the years, more than 20 commodity categories have 
been Included in the Iraq program. 

0. Why was such a large GSM program developed with Iraq? 

A. The GSM-102 program is operated to provide credit assistance 
facilities to purchasers which cannot currently purchase U.S. 
commodities in the cash market, but which can pay on reasonable 
credit terms, and which present good long-term market development 
opportunities for the United States. Iraq has been a growing 
market for U.S. commodities, and has become the United States 
eighth largest customer for agricultural products, and our 
largest customer for rice. Over the term of the program, wheat, 
rice and feedgrains have been our largest exports; in recent 
years, Iraqi purchases of wood products and cotton have been 
increasing. 

Q. How much has it cost the CCC to extend export credit 
guarantees to Iraq? 

A. To date, there have been no CCC outlays as a result of GSM- 
102 guaranteed sales to Iraq. Iraq has consistently repaid the 
loans made under the program, and there have never been any 
claims filed with CCC. The Iraq GSM-102 program has been very 
successful. Since 1983, CCC has registered more than $4.5 
billion in sales of agricultural commodities without paying any 
outlays on claims. 

Q. Why, then, was the program reduced in FY 1990 to $500 

million? 

A. At the time USDA was deciding on its FY 1990 allocations for 
the GSM-102 program, it received reports about an investigation 
oy the United States Attorney in Atlanta, Georgia, of allegedly 
unauthorized loans made to Iraq by the Atlanta branch of an 
Italian bank, Qanca Nazionale del Lavoro ( BNL ) . Upon initial 
Investigation, USDA learned that a large portion of the allegedly 
unauthorized loans were loans made to purchase U.S. sgr icultur ai" 
rommodlties under the 3SM-102 program. Although there was no 
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specific evidence of any wrongdoing with respect to tho OSH 
program at that tlma, USDA decided to reduce Its allocation to 
Iraq to $900 alllion while launching Its own administrative 
lnvastlgatlon. 

Q. What Is ths natura of tha lnvastlgatlon balng conduct ad in 
Atlanta? 

A. Tha lnvastlgatlon In Atlanta Is balng conductad by tha Office 
of tha Unit ad States Attorney. USDA's understanding Is that the 
investigation Is that a grand jury has bean convened, and tha 
Investigation Is proceeding under rules of grand jury secrecy. 

As a result, USDA has vary United Information about tha 
particulars of that inquiry. USDA's understanding is that tha 
lnvastlgatlon canters on unauthorized loans made to Iraq which 
nay not have bean reported to federal and state regulators as 
required by applicable law. Because some of those loans involved 
sales made under the OSH program, the U.S. Attorney is receiving 
the assistance of members of USDA's Office of Inspector General. 
However, those individuals are subject to grand jury secrecy 
rules and have not, as a result, been in a position to provide 
information to USDA at the current tine. 

Q. Does CCC have any financial risk as a result of possible 
problems at DHL? 

A. Ho. BHL financed Iraqi purchases of u.S. agricultural 
\ Products, with the loans to be repaid under letters of credit 
issued by^Iraql bank^ <pr i tie lpel l y Bank Rafldaln. The risk 
covered by the OSH guarantees is the repayment by the Iraqi 
banks. CCC has assumed no risk with respect to Banco Lavoro or 
any other U.S. financial institution. 

Q. Is the sifeV i ^B s announced today connected with the BHL 
affair? 

A. Hot directly. Although USDA is continuing to nonitor the 
investigation in Atlanta, to date USDA has not been informed of 
any alleged wrongdoing or violations with respect to the OSH 
program. 

However, the initial allegations of lending abuses In 
Atlanta did lead USDA to Initiate its own review of the CSM-I02 
program in Iraq. In the course wt that review, USDA has 
identified several problem areas, and has a number of questions 
icouc past transactions and practices which need to ce clarified 
or corrected before allocating additional amounts of credit 
guarantees for Iraq program. 'Jhile USDA does not have evidence 
specific program violations with respect to the Iraq program, 

- - has serious concerns about the pricing patterns in tome past 
transactions, purchasing ind rnlpaent practices, and requests *'r 
requirements for special actor -sales services os tax payments. 
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In light of these uncertainties, why was any line 
guarantees allocated to Iraq for FY 1990? 

A. USDA's administrative review of the Iraq program 
been Initiated last October at the time the decision 
country allocations for FY 1990 had to be made. At t 
juncture, USDA had very little information about the 
the Atlanta investigation. Because of the substantia 
Importance of the Iraqi market to U.S. exporters, and 
any specific information about possible problems with 
GSM program, USDA determined it the prudent course to 
with a $500 million program which represented half of 
request, while pursuing its own review of the progras 
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The USDA review, which was conducted by the Fore 
Agricultural Service and USDA's Office of the General 
Involved several months work reviewing information an 
from a number of sources. The preliminary results of 
have only recently been conveyed to USDA policymakers 
those preliminary results, the decision has been reac 
■s uspend 9 h « prepl an at this time. 

Q. How does USDA plan to Investigate and clarify the 
uncovered? 

A. USDA has already conveyed Its concerns to officia 
Government of Iraq, both in Baghdad and in Washington 
Consultations to discuss specific problems and issuer 
requested. USDA expects that these consultations wil 
3hortly . 


3. Is Iraq cooperating in your investigation? 

A. Yes. The Iraqi government has assured USDA of it 
cooperation and its intent to correct any problems tt 

Identified. 


1. Will there be any affect on U.3. exports? 

A. U.3. exports to Iraq of agricultural products hav 
heavily on the credit facilities made available under 
program. As a result, there may be a sharp decline i 
oer the period luring which the program is suspendec 
Regrettable is the United states considers Iraq to be 
important market, *nd has traditionally supported or: 
: hr.: ugh the GSM program. It is USDA's hope that Iras 
. -r:ii..u- to make .ash purchases of V..3. agricultural 
t h - . ..tor lit. 

i ■ :: ^ w “uch does Iraq currently we for agricultural 

: ■ . a v » i a e e n Hi e h e ^4-ei>-GGM-a*alatnnce.? 


a vv 1 
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A. Cuzco At on to toad 1 04 Iraqi Indebtedness to U.S, financial 
last ltut Iona fot which OSH guarantees have boon Issued is 
approximately $2.24 billion In principal sad intorost. 

Q. Doss this suspension croato say risk to CCC of Zzsql default? 

A. Represent stives o t the Government of Zrsq have repeatedly 
stated that Iraq is cossiltted to fulfilling all of the financial 
coaaitaents it has made under the OSH program. Iraq's record of 
repayment over the life of the proqraa has been exe^lary. While 
there is always some risk that the Interruption of a proqraa 
could result in repayment problems, Iraq and the United States 
share a mutual long-term Interest in the continuation of the GSM 
program sad in mutually beneficial trade relations. It is USDS'* 
hope that this interruption of the program will only be 
temporary, and USDA's expectation that Iraq will continue, as it 
has in the past, to^ meet its obligations during this hiatus. 

0- Is this ■ » s f VwVl o r£ o f aha — M p ssgemm the result of recent 
revelations concerning alleged Iraqi weapons efforts? 

A. ho. The smmpmmmtam decision results from potential program 
problems identified in USDA's administrative review of the Iraq 
GSM-102 program, a raview that began last October. Clearly, 
however, recent events do not contribute to the efforts both the 
United States and Iraq have made in the past to foster improved 
trade relations. 

•I. Has US DA uncovered any misuse of the program tc fund military 
purchases? 

A. So. There is absolutely no evidence to date to suggest this. 
The potential program problems we are looking into are 
principally of a financial nature. 

I. will there be additional program allocations for FY i ??0 >r 
for ?Y ISfl? 

A. This will depend on the results it the consultations that we 
intend to conduct with Iraq. We will need to be satisfied that 
there have- been no serious program abuses in the past that have 
jeopardised the Integrity of the GSM-102 program; where there 
•ave -ten problems, we will ..ted to work with Iraq to insuro -hat 
th*r-,» ire safeguards pi-ce :o prevent possible abuse of thu 
program. 
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Chris Goldthwalt 
Assistant Administrator 
Export Credits - 


FROM: Robert McConnell 

Assistant Administrator vz f »fr*J 

International Agricultural Statistics 

SUBJECT: Iraq— financial and Economic Situation 

IAS has updated the economic profile of Iraq In response to recent changes In 
Its economic situation. 

. Iraq's mar with Iran, compounded by the decline In oil prices, forced Iraq to t 
'l take on extensive overseas borrowing. Total external debt Is estimated at c - 
j $32.5 billion. An additional S40-S50 billion, considered by Iraq as separate 
* "debts In kind”, are owed to Arab Gulf states. Most of the major debts have/ 
been rescheduled at least once. f 

Iraq's balance of payments situation remains bleak. Imports have Increasddx 
significantly to meet the pent-up demand; hard-currency military spending 
remains unchanged at SS billion annually; and new loans have declined 
dramatically as lending Institutions have become wary of Iraq's debt 0 

situation. The most significant factor In Iraq's short-term balance of 
payments situation continues to be the limited Increase In oil revenues. The > 
long-term balance of payments situation Is primarily dependent on an Increase/ 

In oil revenues and Iraq's ability to secure new credits. / 

/ Two factors are of significant Interest to the United States. One Is Iraqis? 
i / 1 attitude of favoring repayment of previous loans to those offering further \ 

I credits and Ignoring repayments to those unwilling to advance new credits. ) 

The second factor is the Importance of guaranteed credit arrangements ,ln_ 
gaining market share. VBSH-102 credit guarantees have ftsr ~ 

over 90 percent of totaT'U.S. agricultural exports, to lrto for the past ; 

five yttou This has allowed the United States to become the la rgest supplier 
of agricultural products to Iraq, replacing the EC . 

TEIO's .Comparative Ranking Models used for ranking country credit risk, places\ 
Iraq In the C category based on a grading system of A to E. A equates to 
the lowest risk category and E equates to the highest risk category. A grade 
of C would I ndicate m oderate r1 l > b 1” addition, a composite country risk grade 
” from subscription sources places Iraq at a (H Indicating high risk. Based on 
both these quantitative analyses and the following qualitative analysis. It Is 
clear that there Is a significant degree of risk Involved In granting / 

substantial credit guarantees to Iraq. However, because of Iraq's growing 

tt fftr ■••• °+- ^ s ’ r ‘" r5 1 r 



Chris Goldthwalt 
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laport needs • there Is else a tr— en dows Market opportunity for agrlai 
experts, especially food grains sech as wheat and rice. Thus, Iraq re 
both a high credit risk and a potential for high narket return. 
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IRAQ — Fty*AWCIAL AND gCOHOHlC SITUATION 


BAOCGROUWO: 


Iraq Is a aajor oil producing country which borders six countries: Iran, 

Turkey, Syria, Jordan, Kuwait and Saudi Arabia. The current population Is 
18.3 alii Ion with a relatively high growth rate of 3.5 percent In 1989. The 
land area Is 434,000 sq. ka. or slightly larger than twice the size of Idaho. 
Other than cultivated areas along the Tlgrls-cuphrates River, the country 
consists aalnly of desert plains and arid aountalns. At least 40 percent of 
the population resides In or near the capital city of Baghdad. 

Overall, 12 percent of the land Is arable, 9 percent is aeadows and pastures, 

3 percent Is forest and woodland, l percent Is permanent crops and the 
regaining 75 percent Is classified as desert. Oil and natural gas are the 
dominant natural resources, accounting for over 95 percent of Iraq's export 
revenue. Other Major Industries Include textiles and shoes. Modest levels of 
agricultural exports Include barley, cotton, wool and pale dates. 


QUALITATIVE ANALYSIS: 

More than one year after an uneasy ceasefire agreeeent with Iran, Iraq's 
econoelc recovery continues to eove at an ext reeel y slow pace. The econoelc 
lepact of the eight-year war was devastating. War-related costs have been 
estleated at $100 billion with another $37 billion estleated for 
reconstruction costs. To date, Iraq has focused their reconstruction plans on 
Modernizing their Military hardware and on repairing oil export facili ties. 
However, the oil revenues needed to finance their reconstruction effort*"^ 
reached only $13.4 billion In 1989, approxleately one-half the pre-war level 
of $26 billion In 1980. J 

Iraq's doeestlc econoey, however, has shown soee signs of recovery. Real 60P 
grew at an annual rate of 10.8 percent In 1989 and 9.9 percent In 1988. This 
coepares with the previous five-year period when real 609 actually declined by 
an average annual rate of 5.9 percent. Conversely, pent-up deeand for 
consueer goods and United supplies of basic food coeeodltles have led to a 
post-war Inflation rate of an estleated 30-40 percent. This situation led to 
widespread civil discontent and the leplaeentatlon of govemnent- leposed price 
controls. 

Iraq's balance of payments situation shows few signs of encourageeent through 
the short-tore. leports have Increased significantly to eeet the pent^jm 
deeand; hard-currencyjrll Itary spending reealns unchanged at $5 billion \ 
anneal lypaM hew 'loans have declined draeatlcally as lending Institutions* 
have becoee wary of Iraq's debt situation*: The nost significant factor in 
Iraq's short-tere balance of payeents situation continues to be the United 
Increase In oil revenues. Iraq's production quota within OPCC Is 2.92 mi lion 
barrels a day (b/d). This Is well below their expanded capacity of 
4.0 Million b/d. If Iraq tries to exceed their quota, other OPCC countries 
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will undoubtedly follow suit and depress oil prices even further, thus 
Halting any Increase in oil revenues. The aost likely scenario involving 
nodes t increases in both quotas and prices secs Iraq increasing oil revenues 
by SI billion by 1992, well below the aaount needed to substantially iaprqve 
their balance of payments situation. 

In the long-term, however, there reaalns potential for significant Impro v ement/ 
in the balance of payments situation due to Iraq's trenendous supply of provcnt 1 
oil reserves. The aost recent estlaates fr on the Iraqi Oil Ministry places ^ 
proven reserves at 100 billion barrels and probable reserves at another 
50 billion barrels. This would put Iraq second behind Saudi Arabia in the 
aaount of oil reserves. Slven this situation and the projected Increases in 
oil prices over the next five years, Iraq has the potential to reach pre-war 
levels of $26 billion In oil revenues by 1994. 

The war with Iran, coapounded by the decline In oil revenues, forced Iraq to 
take on extensive overseas borrowing during the past decade. Total external 
debt Increased froa $7.8 billion In 1984 to $32.5 billion In 1989. This 
aaount does not include an estlaated $40-$ 50 billion owed to Arab Gulf states, 
which Iraq considers as separate "debts In kind". Most of the major debts 
with western creditor countries have been rescheduled at least once. Further 
confidential bilateral rescheduling negotiations Is expected as Iraq continues 
to avoid oultllateral reschedulings within the Paris Club. 

On the political scene, Saddaa Hussein and the Baath party continue to 
consolidate the power they have held for over 20 years. The Baath party 
seized control in 1968 after a successful coup d'etat and quickly pronounced 
the principles of socialism, freed on and a Pan-Arabic connunlty. 

Sadden Hussein ascended to the presidency In 1979 but had long before been 
recognized as the effective head of state. Oespite recent runors of coup 
attenpts, Hussein rcnalns In firm control. The two major Issues facing 
Hussein are the ceasefire with Iran and economic reconstruction. 


EXPORT SITUATION: 

^Iraq's 1*>orts of U.S. agricultural products fell 10 percent In 1989 after^I^ 
two years of drmMtlc Increases In 1988 and 1987^ As has been the trend 
1 throughout the decade, more than 90 percent of trial U.S. agricultural exports 


Uo Iraq are directly attributed to the GSM-102 credit guarantee program. 
Overall, U.S. agricultural exports to Iraq totaled $726 million In 1989 
compared with $808 million in 1988. This amount ranks them as the 


compared _ . 

12th largest market for U.S. agricultural products. The two major export 
commodities remain rice and wheat. Other products Include feed grains, 
soybean oilcake and meal, dairy and poultry, cotton and sugar. 


The United States market share of total Iraqi *■!»»■** reifjj* 

34 percent In 1988 compared with 30 percent In 1*87 jnd 21 1n 1986- 

In 1980, U.S. market share was near zero. In 1988 the United States 
maintained Its market share of approximately 80 percent for rice and 
24 per c ent for wheat. The United States also maintained a significant market 
share for soybean oilcake and meal, dairy and poultry products, com and sugar 
In 1988 after significant gains in 1987. 
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A major cp<is | deration with Iraq Is their growing dependency on food Imports. 
Iraq has a high population growth rate, very limited supply of arable land, 
and a low sel f-suff Iclency ratio for food. Jh on comoared to other 

' - exporting countries, Iraq's cereal imports are 234 kilograms per person 
C 0 *P* rg ^ 159 in Algeria, 108 in Iran and 6 in Nigeria. This represents a 
tremendous market for food grain exports. However, an important factor in 
gaining a market share in Iraq has been the readiness of exporters to offer 
credit arrangements. The United States has been able to expand their market 
share because they have continued to offer GSM-102 credit guarantees. All 
other countries have suspended their one-to-three year credit arrangements and 
subsequently lost their market share. 


FUTURE ABILITY TO PAY: _ 

Despite continued international pressure. Iraq refuses to seek multilateral 
negotiations through the Paris Club and instead maintains their policy of 
confidential bilateral negotiations. This strategy allows Iraq to play the 
creditors off one another, promise "favored creditor" status to creditors 
providing expanded credits, and effectively use the threat of default to — 
extort new loans. 

Currently, Iraq hes approximately 515 billion In guaranteed trade debt to ^ 
government credit agencies. Only three of these agencies have essentially 
maintained their "favored creditor" status and received their payments on 
schedule: CCC, EX-IH Bank, and the U.K. Export Credit Guarantee Department 
(ECGO). All other agencies have decided to limit their exposure and, and as a' 
result of the Iraqi strategy, experienced almost annual debt reschedulings / 
over recent years Including Japan (MITI), France (COFACE), Italy (SACE), 

West Germany (HERMES), and Australia (EFIC) . 


/ 0 




Of all the government credit agencies, CCC Is the only one to continue to; 

L offer one-to-three year guaranteed credit. All other agencies only offer 
loans of less than one year and generally on a revolving basis. Some agencies 
have initiated a policy of linkage that Is affectively the Iraqi strategy In 
reverse. Under this strategy, new credits are linked to partial or complete 
repayment qf accumulated arrears. To date, HERMES of West Germany Is the only 
agimcy to offer this linkage strategy on one-to-three year loans. Iraq, 
however, did not accept this arrangement. 

Based on this financial and economic analysis, CCC should recognize the high / 
degree of risk Involved In granting substantial credit guarantees to Iraq. 

Even though CCC maintains Its "favored creditor" status, Iraq's rec e nt request 
to the United Kingdom's ECGO to reschedule their debt Is proof that this 
should not be considered a permanent situation. However, If recent Iraqi w f 
actions are used as a guide, any attempt to significantly reduce allocations 
to Iraq would almost certainly result In reschedulings of past GSM-102 loans./ 
On the other hand, continuation of $1 billion annual guarantees to Iraq would) 
only serve to Increase our current exposure of $1.8 billion to Iraq. This 
would leave CCC even more vulnerable in the future If Iraq eventually agrees 
to multilateral Paris Club negotiations. 
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09MAR193C 

INFORMATIONAL HCNORAMMP FOR UNDER SECRETARY CROWDER 

THROUGH: R. E. Anderson, Jr. 

Administrator 

FROM: F. Paul Dickerson 

Gtntral Salat Manager 
and Associate Adalnlstrator 

SUBJECT: Irao GSM-102 - Progrxw Unit Suggested by FAS Rltk Analytlt 


Ann Veneman atkad what orogram level would ba supported by FAS risk analysis. 
While our formal matlwd for astab 11 thing country program limits is not yot 
oparatlonal, tha consansus of my staff prior to our consultations with Irao 
last fall was for a maximum program laval of S800 million without freight 
covaraga. This leval would have about aoualad rapayments, reduced our ovarall 
exposure with Irao somewhat, and without freight covaraga, financed about tha 
same leva) of commodities. At that time tha Treasury Department Indicated, 
assuming other problems didn't exist, a S600-S700 million limit was more 
appropriate. Our original offer of S400 million was one-half of thOL 
1800 million figure, and tha 1990 line was subsequently -announced at 
$500 million. 

Attacned Is our latest financial and economic profile for Iraq. 

Attachment 
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Status of request for Iraqi 
interviews 


"fcimantas A. Rukstele Gala McKensle: 

Uni tad Statas At to may Assistant U.8. 


During tha coursa of our BHL-Atlanta invast igat 
information has baan davalopad that Iraqi go varnaai 
and othars connactad with than hava required "after 
services" from U.S. exporters on CCC guarantaad corns 
wall as "consulting faas* from U.S. axportars of not 
guarantaad products* Such conduct could, constituta 
IS U.S.C. 714(H) if tha "port valua" of a CCC guarat 
commodity vara inflatad to covar such paymants* Ths 
Corrupt Practicas Act could also ba violatad if an 1 
govarnmant official vara retaining a portion of aitl 
sala sarvlcas" or "consultant faas" for parsonal usi 
addition, certain Iraqis had knowledge of and partlc 
schema to defraud BHL* 

We therefore requested through attached lattan 
13 and Xarch 1 that 00J arrange through State or otl 
Atlanta or Washington interviews of specified Iraqis 
thought to hava parsonal knowledge of "aftar sale ss 
"consultant fees,” and tha scheme to defraud BHL. 

Tha O.S* Department of Agriculture (OSDA) and l 
be advocating a linkage of such Iraqi interviews wit 
imminent approval of an additional $500 million in C 
for Iraq. While our office does not control such pc 
decisions, it is most important that neither USDA nc 
attempt to Justify the issuance of the additional $3 
CCC guarantees as necessary to obtain Iraqi intervls 
This office would prefer foregoing Iraqi interviews 
rather than "paying $500 million" for tha opportunlt 
questions individuals who, in all probability, will 
all". On the other hand, requests for such Intervls 
natural progression of our investigation* Our offic 
received "massages* from the Iraqi Ambassador to tbs 
others in the Iraqi government through various third 
Iraq is most anxious to cooperate with tha Atlanta i 
But in no event should these potential Iraqi intervi 
as justification for Issuance of an additional $500 
CCC guarantees. 


/ 
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r *9 ardin 9 Ir«qi interview* involv.a the 
USOA Office of Conor* 1 Counsel's desire to subait questions which 
lapset our criainsl investigation to the Iraqi qovernlentie * 
general prior to our requested interviews of specified Iraqi 
individuals, see attached March i list of USOA Office of General 
Couniil qutitlonie Sine# th# proposed question# impact our 
criminal investigation, th# US DA Office of Inspector General 
agrMi with this offic# that th# Iraqi# should first b# rsqu#st#d 
to produc# for interview in Washington or Atlanta by a data 
certain th# specific individuals named on our lists of Fsbruary 
13 and March 1* Should th# Iraqis d#clin# or simply fail to aiv# 
us an answer on a timely basis f ve hav# no objection whatsoever 
to any USDA G#n#ral Counsel questions. If th# Iraqis do agr## to 
personal interviews, advanc# notic# of specifics as contained in 
th# current USDA proposed questions could b# countar productive 
to th#s# interviews. 


Therefore, it is suggested that Iraq's position in r#gard to 
such interviews b# immediately determined. In th# meantime, v# 
hav# no objection to USDA Offic# of G#n#ral Couns#l propounding 
to th# Iraqi govarnMnt g#n#ral policy quastlons 1 through 15 
contained at pag#s 2 and 3 qf th# USDA March 1 submission. 
However,, th# following additions to certain of th#s# questions 
may prov# helpful. 

Question € add« Did Iraq #v#r r#v#al bid 
prices to a competitor company or individual 
prior to bid closing? 

Question I change to r#adi Did Iraq r#gu#st 
or r#c#lv# any additional compensation in th# 
form of *after sal#s services" or in any 
other form from any U.S. agricultural 
exporters whoa# sales war# mad# und#r any CCC 

S aranteed program? If so # pleas# provide 
tea, amounts of compensation, nature of 
compensation Iraqis having knowl#dg# of such 
transactions, and individuals and ag#ncl#s 
receiving compensation. 

Question 9 Add* underlined phras# ... la 
requesting and rtctlvlnq without cisifit 
"after sal#s services - ... 

This position is conv#y#d to Mark Richard by attached March 
S letter which I suggest we hand deliver on Monday in light of 
his concerns expressed to you on March S about communication 
security in this case. 

«• 3 
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Finally, in response to Nark's coaments on Kan 
concerning "now developments*# "broader problems wii 
government#* and "Customs problems in San Diego#* ti 
insight is provided. 

Back in October 1919# the U.S. Attorney's Offi< 
Diego advised that Customs was attempting to set up 
purchase of equipment in San Diego by Iraqis througl 
owned companies Matrix Churchill and/or TOG without 
licenses. Customs in San Diego initially asked that 
service of Matrix Churchill subpoenas in the BNL-AtJ 
Investigation although allegations about Matrix Chui 
relating to the BNL matter were then front-page newi 
world. Me also had to use secured phones for a peri 
these restrictions wore lifted by Customs Headquarti 
Mashlngton when Matrix Churchill attorneys approach! 
offered to accept service of "their grand jury subp! 
had been expecting a subpoena since so many other Bl 
had received one. Matrix was even wondering and sp! 
about the delay. Since that time Customs Headquarti 
consistently advised us to proceed normally with oui 
investigation and has this week approved an addltloi 
Churchill grand jury for document production regardi 
"consultant fees • " John Lowe and Dave Brkin of the 
Investigations Divisions have been assigned to coorc 
matters at Customs Headquarters. Customs is also if 
Malt Sulsynsky and Joe Tate of DOJ Internal Security 
knowledge# the Iraqis have not yet arrived in San Di 
purchase the unlicensed material. 

Attached is a short susmary of preliminary lnfc 
developed regarding payments to Iraqis for governmei 
personal benefit. Also attached is a memorandum of 
F. Paul Dickerson# USDA Foreign Agricultural Servics 
1919 and 19 S9 confrontations regarding "after sale i 
between USDA and the Iraqi CCC negotiating delegatic 

The Iraqi Issues discussed in this memorandum i 
of which I am aware. The only other matter which mi 
the timing of Iraqi interviews# if requested. It ii 
proceed with a Teseller proffer in Istanbul during t 
March 20 because this is the one period in the fores 
when both defense counsel are available# Teseller is 
interested# I am between trials# and IRS needs the i 
supplement their Drogoul report by the time it react 
Therefore# if a request is to be made regarding Iraq 
it should be made promptly with an initial determini 
whether Iraq is willing to produce individuals in M« 
even Atlanta or whether such interviews are feaslbli 
delay in the Istanbul trip without -something comers 
counterproduct ive • 



495 


MEMOS AHDUH 


TO: 


PROM i 


Mlchitl Yount 
Deputy L« 9 «l Advisor 
lt«t« OipMtMnt 


Kevin J. •coach Wlufjx^ 

Office of Oonerel* Counsel -- PACO 
U.S. Department of Agriculture 


RE: Iraq OEM- 10 2/ OML Affair i Request for Meeting with 

Iraqi Offlclala 


Thla afternoon, US0A*s Office of Oanoral Counsel net with 
reprssentetlvea of the Department of Justice end the Office of 
the U.t. Attorney for the northern District of Oeorgla to discuss 
our respective Interests In Interviewing Iraqi officials 
reqardlnq perceived lrreqularitles with the Iraq GSM-102 program. 
We had previously provided DOJ and UtA-Atlenta with e copies of 
questions that USDA would like to pose to the Iraqis, end had 
asked DOJ whether It opposed a USOA approach to Iraq on these 
subjects In Uqht of the onqolnq qrend jury Investlqatlon Into 
the ML affair. 

DOJ does not have any problems with the questions we have 
suqqested. However, they propose that USOA and DOJ jointly 
approach Iraq end ask that It send a deleqatlon to Washington as 
soon as possible to s*et with officials of both aqencles to 
discuss Issues arlslnq out of the am. Investlqatlon. DOJ 
requested that USDA not send specific questions to Iraq prior to 
such e maatlnq. Moreover, DOJ has asked that the proposal to 
Iraq specifically request the attendance of seventeen Individuals 
( current or past Iraqi officials Involved In the SUL 
transactions). A list of those Individuals, as provided by USA- 
Atlanta, Is attached. 

It was aqreed that I would prepare a draft of the proposal, and 
that the draft would be provided to the State Department for Its 
review and input on substance and approach. Ray Ruxton, the U.S. 
Attorney for Atlanta, end Oale McKentle are returnlnq to Atlanta 
this afternoon. Drew Arena, of DOJ* s Office of Internetionel 
Affairs (fTSt 7SI-IS1E) Is alse Involved. I will have an Initial 
draft of a proposed communication prepared by tomorrow mornlnq. 
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MBHORAMOUH 


March II. 1999 


TO i Ray Baxteo 

Oala HcKensla 

Office af tha tt.l. Attorney, N.». Oa. 


FROM l 


Oiw Arena 
Wendy Blank 
Department at Justice, 


Kevin J. Broach 
Office af Oanara 
US DA 


International Affairs 




Attached la a copy af the draft proposal which waa discussed 
yesterday aft ax noon la tha meetlnq between USOA, OOF and USA- 
Atlanta. I hava eantactad Hlka Younq, tha Dapaty Uyal Advlaac 
at tha Btata Department te tall hla that this la In tha works. 

USDA la recelvtnq lncraasad pros aura with reqard ta tha pendlnq 
Iraqi request for an additional line af OSH-102 yuarantees far 
thla fiscal year. Ha need ta resolve tha laaua of tha approach 
ta Iraq aa soon as passible, and would Ilka your coouents today 
ao that wa can pravlda a draft ta tha Btata Depastaeat. If you 
need to reach as, ay talaphona ta (202) 447-2900. My fax la FTS 
249-9091, or (202) 249-9091. 

Thanks far you help. 


MATT/l-M-fl/iut 


Ml The Mkiwdn •( the republic «( li«f 
VuhtoitM, P.C. 


Recently, the Oevernmeat of luf boo cequeated id* CNMfity 
Ctofit e«p«r«tlm ICCC) t® wtiM foe tho remainder of Cloeol 
year 1M9 on additional IHt million In enpoct credit querenteea 
anfn OCC'o OtH-lOI pcoqram. Thin requeet boo boon tokon «Mu 
odviaemeat by tho coe and tbo u.f. Doper taent of Aerleulture 
(Uf DA) inf to currently belaq reviewed. 

tlnco fepteober, XMt, tbo Itif OfK-101 pcoarem boo boon 
a object to eubetenttel nubile Inquiry doe to verloua ollofotlono 
of peealble Icreqularltlee thot bovo outfaced aoe tooult of tbo 
Banco Mootonolo del Lavoco (fbl>) Invootlqotloa In Atlanta, 
Oeorqla. tbo Offlco of tbo united ftotoo Attocnoy Cot tbo 
Hoc that n Dlotclet of Ooorqlo lo currently laveetlqettnq coctoin 
OBN trenoaetteao with Icoq ft none of by BML. la addition, UfDA/CCC 
boo boon conduct laq Ito awn internal review of tbo Iraq COM 
pcoqcem. 


Tbo UnltoA ftotoo OMzaclotoo tbo fact that, on a nanboz of 
occeoteno, tbo Oevornnent of Icoq hoc oftozof to provide Its full 
cooperation on tboao nottazo whon tho U.f. fovoennont would bo In 
o pooltien to aoob opoclfle Information. UfPA/CCC now boa o 
number of opoclfle orooa of Inquiry with roopoct to tronoactlono 
conductof unfor the Iraq OfH-XOI proqrom, and roquoata tbo 
ooolotonco of tbo oevernmeat of Iraq In reaolvlnq uncortolntloa 
about tbo noturo of tbooo tronoactlono. la addition, tbo Offlco . 
of tbo United ftotoo Attocnoy for tbo Northern Platelet of 
Ooocqte boo aloe requ anted tbo ooolotonco of tbo Oovocamont of 
Iraq with roopoct to loouoc that have our faced ao a tooult of the 
MC invootlqotloa In Atlanta. 

to oddrooo tbo cancer no of tbooo two aqeneleo, tbo 
oovurnmont of tbo United ftotoo roquoata that tbo Oovocamont of 
Iraq oa enable o team of ooroono bnowlodqoablo about Iraqi OON-102 
purcboooo dorian tbo period lfif-ITM, and particularly about 
purcbaooo made by Icoq that wore financed threoqh Mb- At lent a. 

Tbo United ftotoo roquoata that tblo_ftOMLIfft.nl tb officiate of 
tbo U.f. Paper tnent of Aqrlcultura and tbo Office of tbo u.f. 
Attorney In Moahtnqteo, o.C. durlnq tbo week of Match IS, ISM, 
or on aeon tberaaftor eo con bo convonlontly at reaped. Tbo 
oqoncloo bovo apociflcally coquetted tbo participation at tbooo 
moetlnqo of tbo oaveateen Individuate Hated In aaneo 1, «*lcb lo 
attached to thlo do c ume n t. 

Tbo united ftotoo pcepoeee that tbooo moottnqo conalot of 
Intorvlewo by tbo Offlco of tbo United ftotoo Attorney of tbo 
lifted ladtvlduolo! and aopacoto moottnqo between tbo Iraqi team, 
and o toon of officiate from UfPA/CCC where tbo u.f. aide will 
Identify opoclfle paat loowoo and dlocuoo tbo need for pcecoducal 
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salasa* and chanpaa Mcuury (ar ift^ (utura Ita 
Thank ya« In advanca las tha caopasatlan Isa* M 
Isaq In molvlng khaaa lapaitaal quaatlana. 
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United States 



Department of 
Agriculture 


Foreign 

AgnoJluW 

Service 


Office of 

AgnctAral 

Altars 


COi 


m, 


Jr\R 1 4 ^0 


BRIEFING MEMORANDUM FOR INC UNOCR SECRETARY 


FROM: 


R. E. Mtrtw 
AMnlitritor 


• *yk:~ ■ 


V. - 


SUBJECT: Your Hotting with April C. Glasple, U.S. Ambassador to Iraq, on 

T hur jd w, Harch 15, atJ^PJ. 

?:*> 

PURPOSE OF HEST1M6: 


To discuss tha GSH-102 Export Credit Guarantee Program and status of the Iraqi 
request for an additional $573 Billion In guarantees. 


BAOC6ROUHD: 


Aabassador Glasple was appointed to Iraq In 1968. Prior to her artassadorlal 
appointment, Aabassador Glasple served as the Director, Hear East Area 
(HEA/ARN) at the Department of State. There Is no change from In format Ion 
provided In the attached bobos of February 23 and Harch 9. 

Paul Dickerson, Chris Goldthwalt and Hex Bowser of FAS, and Kevin Brosch from 
the Office of the General Counsel, will attend the Bee ting. 


TALKIHG POINTS : 

1. Total sales registrations as of Harch 9* 1990, were $417.4 Billion out of 
the $500 Billion announced. Mth the reallocation of $37.7 Billion on 
Harch 8, plus additional registrations In the next few weeks, the $500 
Billion In GSH-102 credit guarantees that have been a n noun c ed are nearly 
exhausted. 

2. Me are reviewing the Government of Iraq's request for an additional $573 
Billion of commodities to be covered under the GSH-102 program. 

3. Me are reluctant to announce further coverage until concerns about 
possible Iraqi violations of CCC regulations arising out of the BML 
Investigation can be fully addressed. 

Reviewed by: 
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U.S. [kpinneoi of iuiilcc 


4. D C JlfM 

March 15, 1990 


Michael Young 
Deputy Legal Adviser 
United statee Department of State 
Washington, D.C. 20520 

Dear Mr. Young i 

Re: Request for Meeting with Iraqis 

The United States Attorney's Office for the Northern 
District of Ceorgia is investigating the activities of the 
Atlanta of f ioe of the Banca Nazionale del Lavoro (BHL) , an 
Italian concern. That investigation includes extensions of 
credit Bade by BNL to Iraq during the period froa January, 1986 
to August, 1969. The Government of Iraq is aware of the 
investigation and has offered on a number of occasions to 
cooperate with the United States. The investigation is now at a 
point where the U.S. Attorney's Office wishes to accept the Iraqi 
offer and Invite Iraq to have certain named individuals come to 
the United States for interviews. 

Therefore, ve request that the United States extend in an 
appropriate fashion, both in Washington and Baghdad, an 
invitation to Iraq to have the persons named on the attached list 
travel to the United States to meet with the U.S. authorities 
conducting the investigation. 

In issuing this invitation you may tell Iraq that the 
investigation is for possible violations of U.S. lav, including , 
18 U.S.C. f| 371, 1001, 1341, 1343, and 2314. 

We would like to begin the meetings on March 26, 1990, or as 
soon thereafter as can be arranged. We expect that each of the 
persons invited will need to allow for a minimum of three days in 
the United Statee in connection with the U.S. Attorney's 
investigation. Further, the United States offers its assurances 
that for such time as these individuals are in the United States 
as our guests and cooperating with the U.S. Attorney's Office, 
that Office will not serve process upon them or otherwise seek to 
assert jurisdiction over them. In addition, and pursuant to our 
standard practice, the United States is prepared to make and pay 
for the travel arrangements and per diem of each of the persons 
invited. 


Finally, th« commodity Credit Corporation (CCC) and tho 
Department of Agrleulturo (US DA) ara conaidaring a raquaat by 
Iraq to axtand $500 Million in axport eradit guarantees under 
CCC' a GSM-102 program for tha remainder of fiscal yaar 1990 • Tha 
USDA and CCC also naad to meet with tha parsons named abova in 
connaction with thair own invest i gat ion into, allagad 
irregularities concerning extensions of credit by BNL to Iraq for 
commodity purchases undar the GSM-102 program during tha period 
from 1995 to 1908 in order to complete tha processing of tha 
Iraqi application. Therefore, and in order to accommodate all 
concerned, we propose that the USDA and CCC meetings with tha 
Iraqis also be scheduled for tha time while they ara in tha 
United States. In issuing the Invitation for them to meet 
separately with the USDA and CCC, you may wish to inform them 
that the U.S. Attorney's office is unable under our law to share 
the information it has developed with the USDA and the CCC, thus 
making it impossible to satisfy all U.S. interests in one meeting 
alone. 


If you need further information, feel free to call me at 
786-3500. 


Sincerely, 

M 

Drew C. Arena 
Director 

Office of International Affairs 


Attachment 
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NEHOtttDUM 


000623 


TO: 


FROM: 


NlchBBl Yoon? 

D*puty L«9*l Advisor 
Dtprrtatnc of Stott 

Ktvln Brosch Au^ 

Off let of tho General CobAbel - 
Department of Agriculture 



As I discussed with yon last tveaUq, wo did not have an 
opportunity to review tho lottac sent to you by tho Justice 
Oopartawnt yostorday which requested meetings with Iraqi 
officials hero In Uashinqton. Apparently, Justice determined to 
redraft the proposal we had eade without our review, and to 
present the letter to State on its own, rather than as a joint 
proposal from Justice and Aqrlculture. 

we have concerns with that letter, as Justice has drafted it. 

Our General Counsel has decided that it would be best for us to 
provide our own request letter. Independent of that previously 
provided by Justice, which expresses Agriculture's specific need 
to Met with a competent and knowledgeable delegation with 
specific responsibility for Iraq's current policies and practices 
the OSM-102 program. We will inform Justice of our 
decision to proceed along this track. 

Attached is a copy of a draft letter the General Counsel has 
asked m to prepare. If this Nets with your concurrence, we 
will have it cleared and provide it to you with a cover letter 
from the General Counsel. 

Please let m have your reaction as soon as possible. I am 
providing a draft simultaneously to Mr. Rostow and Ms. Charles at 
M0C. 



March 16, 1990 


Km Pk&T~ 

000626 


The Honorable April Gillespie 
United States Ambassador to Iraq 
Baghdad, Iraq 


Dear Ambassador Gillespies 

The United States Department of Agriculture (USDA) and the 
Commodity Credit Corporation (CCC) have been conducting a review 
of CCC's Export Credit Guarantee Program (GSM-102) with Iraq. As 
you know, this review arises in the context of a number of recenc 
allegations of possible impropriety that have surfaced as a 
result of the grand jury investigation being conducted by the 
Department of Justice concerning the Atlanta agency of Banca 
Nazionale del Lavoro ( BN L ) . We take note, and appreciate, that 
the Government of Iraq has on repeated occasions assured 
representatives of the United States that it shares our concerns 
over this matter and wishes to cooperate with U.S. authorities in 
any investigation. 

The USDA/CCC review is being conducted independent of the grand 
jury investigation of BNL in Atlanta pursuant to CCC's 
independent regulatory authority. This review is Important to 
our continuing oversight responsibilities regarding current and 
pending GSM export credit guarantees. At this point in the 
review, we have determined that it is essential that USDA 
personnel meet with competent and informed representatives of the 
Government of Iraq to discuss our concerns about a number of 
issues that have come to our attention as a result of our review. 
USDA would wish to discuss specific questions regarding past 
Iraqi practices with respect to GSM contract pricing, shipment, 
tendering practices, requests for additional services, imposition 
of special taxes and other related issues. 

We therefore respectfully request that the Government of Iraq 
appoint an appropriate delegation to meet with officials of USDA 
in Washington, D.C. or at a mutually agreeable location on March 
25, 1990, or as soon thereafter as possible to discuss these 
matters. 


Sincerely, 


61-458 0 - 93 - 17 
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SUBJECT: Amb. Claspin' s Meeting with Under Secretary Crowder 

Amb. Glaspie and Sandra Charles (caa tha NSC state, 
accompanied by NGA, discussed the CCC second tranche with US DA 
Under Secretary Crowder this morning. Crowder wanted to 
further delay release of the second tranche. Questions 
remained about over-pricing in a number oe commodity 
transactions that took place in 19BS-66. New CCC procedures 
would eliminate such abuses in future, but Crowder wanted ell 
questions regarding past transactions answered before going 
forward. He also objected to Iraqi business tactics: they 

intimidated and sought to sqeese extra concessions out of 
exporters. USDA had a report of an Iraqi request for 'after 
sales services* as recently as last fall. Amb. Glaspie noted 
that these were the dangers of doing business in the Middle 
East: U.S. businessmen had to reject such pressures. Crowder 

Insisted that CCC would not deal with those engaged in 
unethical business practices. Amb. Glaspie said continued 
delay would hurt U.S. producers and that Australia and Canada 
were waiting in the wings to take over the Iraqi market. 

Crowder indicated that this was a secondary concern at the 
moment.. He was prepared to see the Iraqis restricted to buying 
on a cash-only basis. 

NGA noted that these concerns had been discussed endlessly 
among U.S. agencies, but few had been raised with Iraq. A USDA 
lawyer who was present acknowledged this. He said USDA now 
planned to detach its inquiry from the slow-developing Justice 
investigation and put its questions to the Iraqis immediately 
through State. 

USOA's decision to go forward independently is a positive 
developemnt, but it is too little too late. The Iraqis are 
contracting their major commodity purchases now. To await the 
results of the USDA inquiry would effectively put U.S. 
producers out of the running. Even assuming that Crowder's 
disquisition on business ethics was strictly addressed to the 
record, it sees* clear he will not stick his neck out for Iraq 
until he is absolutely certain it is safe to do so. 
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MEMORANDUM FOR UNDER SECRETARY CROWDER 


001*35 


FROM: Kevin J. Broach 

OGC-IACP 

RE: Talking Points £or March 27 Meeting with lr.aqi 

Ambassador 


IETB.QPMCT Iflfl 

o The current GSM-102 prograsi for Iraq has come under 
increasing public scrutiny over the past six months, largely as a 
result of the initiation of the grand jury investigation in 
Atlanta into the loan practices of Banco Naslonale del Lavoro 
(BML) . 


o As a result of initial allegations that surfaced In the 
BNL case, USDA/CCC initiated its own internal review of the 
program last October. This review has involved analysis of the 
Iraqi program in general, as *ell as analysis of past GSM-102 
transactions, focusing on records maintained by the CCC, BNL and 
certain exporters. 

o Iraq's request for an additional allocation of $500 
million in GSM-102 credit guarantees for PY'90 comes at a time 
when USDA/CCC has com under increased questioning in the 
Interagency process on two major issues: (1) Iraqi 

administration an practices with respect to its side of the GSM- 
102 program; (2) the creditworthiness issue — l,e.« the ability 
of Iraq to Mnage its repayMnt at an annual $1 billion level. 

o In addition, the Iraq G8M-102 program has com under 
direct congressional scrutiny. Both the Senaie and House 
Agriculture committees have requested frequent briefings on the 
status of the program and any ties that the program My have to 
the alleged bank probleM being investigated in Atlanta. Early 
drafts of the proposed 1990 Farm Bill have contained new 
provisions adding additional requirements to the program that 
appear to have been Mtlvated directly by concerns over the Iraq 
program — e.q. . the certification of arrival at destination, the 
prior approval by CCC of participating banks, the non-U. S. 
commodity provisions, etc. 

o Before USDA/CCC could hope to propose successfully any 
additional tranche of guarantees for Iraq in FY'90, it must be in 
a position to defend the program both in terms of past and 
ongoing Iraqi practices, and also with respect to future 
creditworthiness. 
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o U8DA/CCC review of prior transactions, during the period 
1985-1307 indicate that Iraq agreed to pay commodity prices which 
appear to have given exporters very large and uncustomary margins 
of profit: 


Corn: $16-$20/NT 
Sugar: 815-835/MT 

Rice: $10-$20/MT 

The prices paid for these commodities also appear to have been 
substantially above prevailing market prices. 

o The Internal Revenue Service has alleged in a tax 
deficiency case In Atlanta that one exporter that received high 
prices In Its trades with Iraq made secret payments of hundreds 
of thousands of dollars to a former BML bank official. 

o There have been rumors that large funds of money 
resulting from some of these transactions were transferred to 
special accounts In Europe. 

o Allegations have also arisen In the press that the 
transactions run through BML may have been used to finance the 
provision of non-agricultural goods or equipment; to pay 
kickbacks; or to pay for special and undisclosed "consulting 
fees". 


o While USDA/CCC is not in a position to substantiate or 
credit any of these allegations. It does know for certain that 
Iraqi purchasers wil lingly paid u.s. exporters very high prices 
that canno t be explained bv then-prevailing Market prlceg_ot 

canfllllaai. 


o USDA/CCC needs credible and documented Information that 
explain* why Iraq paid excessively high prices for tfiaaa. 
“TlTrtltl”- who received and retained the benefits, and what. _ 
anything, the additional funds were used for. 


LI 


Landing Verification 

o Questions have been raised In the course of the BML 
Investigation with respect to documentation of ultimate 
destination for commodities shipped to Iraq. 
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o Very often, neither bank nor exporter records of GSM 
sales to Iraq contain any documents which substantiate the 
ultimate arrival of the commodities sold in Iraq. Typically, the 
files contain ocean-going bills of lading indicating that the 
commodities were being shipped to ports in either Turkey or 
Jordan, but no documents demonstrating consignment to Iraqi 
officials or agents in those ports, no overland bills of lading, 
and no landing certificates. 

o Press reports have speculated on the possibility of 
commodities sold under the program being diverted or bartered 
prior to their arrival in Iraq. Although USDA/CCC doubts that 
this has, in fact, occurred, the adverse press and congressional 
inquiry on this issue makes it an absolute necessity that Iraq 
develop a system of shipping documents/ landing certificates which 
will substantiate the arrival of the commodities in Iraq. Iraq 
also needs to work with USDA/CCC to provide, if possible, to 
document the arrival of commodities previously sold and shipped 
under the program. 

o The Senate proposal for the 1990 Farm Bill already 
carries a provision requiring proof of destination, a provision 
which arises from congressional concerns over this issue in the 
Iraq program. Such a system may well become a statutory 
requirement very soon. 


After Sale. Service and Special Taat.a 

o In September, 1988, during negotiations with Iraq over 
the FY'89 allocation, USDA/CCC raised with Iraq its concern about 
Iraq's attempt to require U.S. exporters to provide "after sales 
service" in conjunction with GSM-102 sales. It was explained 
that this practice violated program regulations and could not be 
tolerated. Iraq pledged to discontinue this practice. 

o In September, 1989, USDA/CCC received complaints from a 
number of exporters that Iraq was attempting to require after 
sales services in the form of trucks and other equipment. 

USDA/CCC subsequently obtained copies of broadcast telexes from 
Iraqi Ministries making such demands. These telexes threatened 
to exclude exporters who refused to comply with doing any 
additional GSM-102 business in Iraq. 

o The USDA/CCC review has also determined Instances in the 
past where Iraq has attempted to exact after sales service from 
U.S. exporters in the form of additional goods, or in the form of 
agreements by U.S. exporters to use certain Iraqi shipping lines. 

o In October, 1989, USDA/CCC again raised this issue with 
Iraq and were again assured that Iraq would no longer engage in 
this practice. 
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o Very recently, USDA/CCC has learned that Iraq has 
attempted to require U.3. exporters to bear the cost of a so- 
called "stamp tax" as an element of the GSM-102 contracts. CCC 
has informed exporters that any agreement of this sort would be 
considered an "allowance" within the meaning of the GSM 
regulations, requiring the exporter to net the value of the stamp 
tax from the contract price in reporting "port value" for the 
purpose of the guarantee. 

o USDA/CCC has also communicated to Iraq its displeasure 
with this practice, informing Iraq that it considered such a 
stamp tax requirement to be economically indefensible, and an 
abuse of the program. USDA/CCC perceives this to be a blatant 
attempt by Iraq to use the CCC program as a means to generate 
foreign exchange. Iraq has acknowledged receipt of USDA/CCC’s 
protest, but has made no definitive response. 

o USDA/CCC needs a ple dge from Iraq indicating that Iraq 

ulU-nat maiflf in thw 91 alallai attsaata in th* Lifam tv 
again ujl ptvvJAs. ggnalflgJLaUgn in 

conjunction with GSM transactions. Iraq needs to provide 

UfiB^SSC *lth a gamiafl dMgJLLtttlgn ai ths.gtw that It aill 
take to inform its Ministries that this practices must cease, and 
of_ the actions it will take to enforce these requirements. 


agmagamraa 

o Iraq has historically made full and timely payments of 
its obligations under the G8M program. However, because of 
Iraq's recent failure to service its debt to other nations, and 
because of press reports regarding various defaults, there is 
growing concern in the Interagency process, and in Congress, 
regarding Iraq's ability to service its debt on a $1 billion G8M 
program. 


o Since January, CCC has received a number of default from 
U.3. banks involving GSM repayment, all of which Involved Bank 
Rafldaln. As a result, CCC was required to temporarily suspend 
the Iraqi line on three occasions — between January 22 and 24; 
between January 26 and February 16; and as of March 26. In the 
first two instances, the problems appear to have been linked to 
bank transfer difficulties; the current suspension is being 
investigated. 

o Both Congress and other U.8. government agencies have 
asked U8DA to keep them informed of any suspension of the program 
for non-payment, even where these suspensions appear to be 
technical in nature. There is growing feeling within the U.8. 
government that these repeated problems indicate more than simply 
bank transfer problems, and raise fundamental Issues of 
creditworthiness • 
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BNL Investigation - DOJ Review 


Kerch 27, 1990 


Tp 


Gerrilyn Brill 
Chief, Freud Section 


Z3& 


Rey Rukstele. 

U. S. Attoraiy^ 


The following consents were nede to me on Kerch 22, 1990, by Lerry 
Urgenson following their review of the BKL cesei 


Urgenson felt the investigetion wes not complete end thet Gele's 
conclusions regerding BKL were not substent ieted . Urgenson asked 
thet Gels prepare e comprehensive memorandum on the case, 
reflecting her analysis in support of her conclusion, to include 
anticipated defenses. 


Zn addition, Urgenson suggested that Kr. Tet seller be Interviewed 
as soon as possible. Urgenson did not feel there would be any 
merit in interviewing Iraqi government officials. 


RAR/dp 
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Ui U. «. Rice sxpoxti to Iraq 

Agricultural Export Credit Guarantee Program < GSM-102) 


X. ACTION UOOSSTtD 

a* The rice industry sv^aifti eoagrtMioul taalitanca 

In obtaining USDA approval of a $ SOO. 0 million GSM- 102 
export credit guarantee allocation for Iraq. This 
epount rspreaanla the balance of Iraq's FT 90 OSM-102 
allocation. The first $ 500.0 Billion van approved 
In Deceaber 1919. virtually all of this amount has 
been contracted. U8DA haa withheld approval of the 
second allocation for the past ftrveral weeks pending 
announcement of indictments by an Atlanta federal 
grand jury. 2f there are substantive reasons for 
csncslllng the 08M-102 program to Iraq, 08 DA should 
Bake an announcement now. If there are not, than 
C8DA should proceed with the program 'e implementation 
ae soon as possible. Further delay vill have serloua 
adverse consequencee for the 0. 8. rice market* 

p. Key official i Mr. Richard Crovdor, OCHA 

Undersecretary for international Affaire and 
ComsModlty Programs. 

C. The rice industry urges defeat of legialatlve efforts 
(e.g. Berman sanctions eaendmant in the Houee) to 
mandate trade sanctions against Iraq that include 
denial of agricultural export credlte and credit 
guarantees. Agricultural eabargoss are ineffective 
and damaging to our national intereete. It Bakes no 
eenee to punish the Iraqi people by denying then 
credits to purchasa food. 


XX. XIAO— 0. AGRICULTURAL EXPORT KAXXKT 

A. For the paet several years# Iraq hae utilised 

annually about $ \ .0 bin inn out of total S 5.0 billion 
GSit-102 program. 

8. To date, all Q9M-102 pa yuan tt dua have been Bade. 

Debt service la current. Iraq haa been an exemplary 
OSH- 102 customer. 

C. After Saudi Arabia# Iraq has second largest Known oil 
reserves in the vorld. Daily oil exports art 
expected to double in near future from 3.0 to 6.0 
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Current UttrMtioiui dabt* incur ret m i of 

tho fron/Iraf war, la considered roistivoly o^rt 
ton bocauoo of Iraq's ability to repay* One to 
extensive oil income. high population growth rata, 
and ambitious national rebuilding program# Iraq la 
■oat lucrative market in tho Middle taat for 'a number 
Of pajor U. 8* economic soctora auch aa agr leal taro, 
energy, manufacturing# telecommunications, aviation, 
and aamcaa. ooslai or sapor* credit uearaMte** for 
purchase of U. 9. agricultural commoditise could jeopardise 
all par tot a for 9* S« goods and Mrricfi. 


E. Iraq la tho 12th largaat importer of 0. 9 

agricultural producta and tho largoet buyer of O. 8* 
rice. Importing mora than twice tho ajaount of tho 
noxt largoat buyer. Tor FT 90. following oxpootod to 
bo porchaaod undor tho GSM-102 program Barley molt 
and bopa; cotton? dry mil* powder? food grains? hldoo 
and aklns? leather? lumber? planting seeder poultry 
brooder stock; protein concentrate! » protaln moalai 
puiaea? BICE? sugar i tallov? vog. ollar wheat? wood 
panel products? wood pulp? wool? and yeaat. 

r. curtailing 0. 8* rico accooo to Iraq through tho 
gsk-102 program vlll roault in loaaoa oft 


Volume? 
Quality? 
Values 
% Comm . Exports i 
Acres? 
Bough Bice Value? 


521*411 notric tons (NT 89) 
Long Grain (high quality) 

$ 201.0 million 
23 * 

355,000 

$ 180.0 million 


o. Long grnin rice for Iraq is eourood from Arkansan, 
Louisiana, Missouri, Mississippi, and Texas. 

However# loan of Iraqi rice market would have a 
negative iaq*ct on price structure of tho ontlre rioo 
industry, California lncludod. 

H. In order to meet food security requirements and 
maintain orderly delivery of rice, a basic food 
staple. Iraq must purchase rice at least six weeks in 
advance of delivery. Iraq euat tender soon for 
May/ June requirements, ir it is unable to utilise 
the GSN-102 program for rice purchases. Iraq will buy 
from Thailand a a was dona in January 1990, when 
90,000 aatrlc tons were bought with Thai credits. 
Iraq, in frustration, will be forced to turn away 

feus Vila Called Stelae iiw« market bau-auea vf OUV 

inability to be a reliable seller. 


521 


3 


0017 


T * 
‘f JL 


m. xtum ouum ott immcutio* 

A. In the latter part of 1969. a federal grand jury via 
convened la Atlanta to invent igate alleged 
transactional irrugulari t les committed by the Atlanta 
branch of an Italian bank (BNL) . Of the 
approximately I 3.0 billion worth of transactions 
scrutinized. about $ 750.0 of GSN-102 program nonlee 
were reportedly Involved. 

B. Majority of the grand jury 1 a focus appeara to be on 
banking irreguiarltlee. Initially, there were 
reported allegation* about problem* with OOH-102 high 
value commodities. Other than some tuchnical and 
procedural issues, there do not appear to be any 
significant problems vith procurement of bulk grains. 

C- Because of the secretive nature of the grind jury 
process, it has been virtually impossible to 
determine specific nature of chargee end to separate 
rumor from fact. 

D. it is expected that Indictments vlii be announced in 
the near future. Hovever. this has been an expectation 
for the past four weeks. 


XT. AJ MB XXPONT CONTROL ACT VIOLATIONS 

A. Determining violations of the Arms export Control Act 
by Iraqi citizens and other ■ will be responsibility of 

the 0. t. court system. Our Judicial system can be expected 
to handle these cases just as effectively and thoroughly 
ae it did eaeoe involving othor Middle Eastern 
countries ror espionage (Israel) and Illegal arm* 
shipments (Iran and Xgypt). 

B. These judicial Issues, which ere not germane to 0. 3. 
agricultural export programs and policies, should be 
separated from those impacting on approval of the GSM-102 
program. 


V. D. 9. OOVnmKSMT XNTOUUUCmCT POSITIONS 

A. During the fall of 19S9. there vas intense debate 
among agencies regarding approval of Iraq's request 
for an FT 90 GfM-102 allocation of $ 1.0 billion. 
State Department and National Security Council 
supported a decision favorable to Iraq. 0KB and 
treasury vers opposed due to Iraq's croditvorthineaa. 
US DA 1 a position appeared to be tempered by tho 
Atlanta investigations . If forts of t>n State 

Tena r • vir»ror*.rid vv 4 « 1 ^ ^ r •** 
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one-half of Iraq's requested allocation, or $ 50( 

Billion. Judge Sofaor's group apparently determ! 
that, while there ware allegations of irregularil 
there via no baeie to deny Iraq' a requaat. The 
balance of $ 300.0 million wag to bo addreeaed at 
later date after review of eventa in Atlanta. 

B. Present interagency poeitlont regarding the cocoi 
1 500.0 Billion have not ohanged clnce the fall < 
1989. Treaaury ie expected to bo even more vehei 
in lte opposition ee it trlee to impoee some typi 
international management framework of Xraq'e fon 
debt. 


VI. USDA POSITION 

A. USDA has statutory authority, with ADVICI of oth< 
Involved agencies# to implement or not implement 
GSM- 102 programa. The Department can ignore adv: 
of other egencles if it oo chooses. 

B. Regarding Iraq's GSM-102 program# Mr. Crowder's j 
la that USDA will not sake any decision AO* becSl 
is fearful of jeopardising integrity of export ci 
guarantee programa. A decision will be made aft< 
or tht grind jury a AtlantR investigation are km 
la no time frame given as to when this will occui 

C. Mr. Crowder's concerne are basically two-fold i 
and political. The latter seems to consist of 
congressional representations that appear to be 
anti-Iraqi in nature. Legal issues appear to bo 
cloudy from an outside perspective. 


VII. RICI INDUSTRY POSITION 

A. Since 1974# the Rico Council# The Rice Millers' 
Association, and individual companies have expenc 
significant monies and man-houra to develop Iraq 
the U. S. rice industry's premier rice market. 

b. to date# u. 6. cooperatives, independent mine, 4 
exporters have received or acquired inventories < 
rough rice for future salts to Iraq, Strategic 
business decisions regarding future sales must b< 
made by involved companion vlthln ths next two 

weeks. They cannot afford to sit and wait for s< 
undefined period. 
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C. Liquidation of largo rough rlco inventories 

previously purchased for solo to Iraq would have a 
diaaotrouo impact oa 1990 rough rlco prlcoa 
(especially during tho Auguat-Octobor harvest 
period)* futures prices, and rlco auction of upcoming 
farm legislation. 

0. The r ice industry needs a decision to be made MV ao 
that it can get on with business. If 09 OA is aware 
of any reason that would adversely Impact on the 
GSM- 102 program for Iraq and necessitate 
cancellation, the Department should inform the - 
marketplace now. On the other hand, if technical 
irregularities exist, then USDA should move 
expeditiously, in cooporation with Iraqi authorltlas. 
to resol va sueh problame administratively. 


E. Regarding the Atlanta grand jury Investigation, the Zraql 
GSM-102 program, in principle, should not be judged 
guilty until proven innocent. We should not penalise 
the entire program for the irregularities of a fsv. 

We must remember that Iraq purchases 24 different 
commodities from the United States over a twelve 
month period. More than twenty-five state egenclee 
are Involved in procurement of these items. 
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DEPARTMENT Of AGRICULTURE 

WASHINGTON. O.C. 20250 

OOC 514 


April 2, 1990 

NOTE FOR TOM CONWAY / 

KEVIN BROSCHv-/ 

Tom and Kevin, 

Please supply comments, corrections, edits and 
information. 

Thanks. 


Alan 
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dLL* cr**v fuL+\4juQ 

T. Crotfder announce* 
i for Iraq would be sui 


Draft April 2, 1990 

000513 


announced today that the 
suspended at the 
SI billion 


& 

& 


April , L990 - Under Secretary Richard T. 

Department’sTiscal Year 1990 GSM- 102 program 
current S500 million level. The program haa-fe 

level ° lir lti U ^ *LT^ ) 

In late summer 1989, QMiaia«aiaa reports iirfaced regarding allegedly 
unauthorized lending by the Atlanta agency of the Banca Nazionale del Lavoro (BNL) 
to Iraq. It appears that BNL had lnmjd ipp— billion to Iraq . ove r 



Of this amount, [S800 million] of the BNL credits were extended in connection 
with the export of agricultural commodities under the GSM program. The Commodity 
Credit Corporation (CCC) issued credit guarantees, which cover credit financing up to 
three yean, to U.S. agricultural exporters with contracts for sale to Iraq. These 
exporters assigned the CCC guarantees to U.S. domestic financial institutions, including 
BNL. Under the program, it was not BNL's credit that was guaranteed; rather, the CCC / 
guarantees were provided for the benefit of U5. exporters. 


Various Federal agencies, including the U.S. Attorney's office in Atlanta, have 
been investigating the BNL situation. USDA has been carefully monitoring and 
cooperating closely with those investigations, as well as conducting its own inquiry 
regarding the GSM program for Iraq. A number of questions have arisen as a result of 
our administrative review. These questions involve concerns regarding possible 
overpricing of shipments of agricultural commodities to Iraq, requests for additional 
services or benefits beyond those specified in the contract and certain fees or taxes 
imposed by the Government of Iraq [anything else?]. We have discussed these concerns 
with representatives of the Government of Iraq, including their Ambassador to the 
United States, and they have indicated their willingness to cooperate and provide 
information to resolve these concerns. We expect to continue to work with the 
Government of Iraq to answer the pending questions. 

Under GSM-102, CCC provides guarantees that foreign purchasers in approved 
countries will pay for their purchases of U.S. agricultural commodities. Actual financing, 
or credit, is provided commercially by noo-U.S. government lending institutions. As a 
guarantee program, the U5. Government makes no outlays unless and until there is a 
default by the foreign purchaser. In the case of the GSM program for Iraq, there have 
been no U.S. Government outlays to date because the Iraqi purchasers are current with 
their repayment obligations to U.S. GSM exporters (and their assignee banks). In total, 
there is currently (S2 billion] of GSM export credit guarantees outstanding to Iraq. 

These GSM credit guarantees are extended for a period of up to 3 years. Accordingly, 
this balance reflects [SI billion] extended in Fiscal Year 1987, ($1 billion] in FY 1988, 
and [SI billion] in FY 1989 and S500 million in FY 199a 


Given the uncertainties and open questions, however, we have advised the Iraqi 
Ambassador that the GSM program for Iraq will not be operated in FY 1990 at the 
higher level of prior years, but will remain suspended at the current S500 million level. 
-KtAMketMOwe continue to seek Iraq's cooperation in providing assistance in concluding 
our administrative review. 


y^c,\ 



l«oL AAoJkoL. 
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Questions and answers on Iraq 


Q. Can you give us a brief history o £ the GSJi prograa'. activity 
in Iraq} 


A Our eroeraa in Iraq began in rr at a level of S million 
and grew P eteadily until it reached S billion in rr 198 «, a 
l#v«l that waa continued in fT 190$. Thi« year's pro^ra- waa S 
500 mlllioa. About 20 commodities or commodity emttgorims 
boon covered by the program which has been tha second largest GSM 
program exceeded only by Mexico. 


Q. Za tha auapanaion of tha program tha raault o£ ractnt 
political avanta? 


A. Wo, tha auapanaion ia a raault of a naad to clarify what nay 
ba program irregularities that have coma to light aa a raault of 
our own OSOA invaatigation. Claarly, however, tha political 
avanta do not halp tha aituaticn. 


Q. what hss our nsrket been in Iraq. *nd whst has the credit 
prograa's role been in building that market? 


a Icao'a aarket for U.S. agricultural product* has been built 
lirgely as a result of the credit prsgraa. given the foreign 
exchange constraints that Iraq aust overccae in aasing^cash 
purchases. Iraq has baeoae our eighth largest aarket — . .ara 
products, and is curranclv cur largest nee aarket aa «*l. as a 
major wheat market. 


Q. is the suspensipn cannect.d with the Sanca Lavcre affair? 

A let idractly. When that aacter surfaced, we considered it 
only' prudent to begin a careful review ^ this prograa. and 
considered various inforaation that cam. to light during the 
course of other Investigation* of Sanca Severe. Cur 
discovered other possible'-iaptoprietie* .hat are not d-rec... 
related. Che Sanca Llvoro situation dees net direc.-v affec. our 
prograa since we guarantee the Iraqi risk on.v. 

q. Why did you do a prograa far Iraq at ail this year knowing of 
the risk chat there wore program violations. 

A The initial information that came to iignt in tha Sanca Lavcro 
s • -uat 1 cn had no dirtet connection :: cu: program aithoucn tnart 
!ida«rtad speculation that something *ight he developed- 
Given Irac's position aa an important market, whe pruden,. wou.se 
was* to proceed with a prograa sufficient in sit. to cover several 
aonchs' purchasing. At the same time we -auncr.ed our own 
examination of the Iraqi program. While we sti-- have nc proof 
£*p*rogr« . 2u.es. th.Vd.nc. that ha. developed that there «y 
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rCtimr nit s itrvlcM rendere d,’ It tueh 
it woTtttt fit pi!u«J*nt to enlarge th* 


have been over-pricli 
that w* no longor th 
program. 

Q. will thart ba a further program latac in rt 1990 or in fY 
1991? 

A. Thia dapandt ontiroly upon tha ratulta of tha ditcuttiont va 
hava requa.tod with tha Irani .Ida, and tha guarantaaa that can 
ba developed that abut*., if they occurred, will not racur. 

Given* the current data, it it likaliar that a cradit program 
could ba of far rad in rt 1991, than again during thia yaar. 

Q. What ara tha k.y tutpicion. in th. adninittrativ. raviaw you 
ara conducting? It tha Govornnant of Iraq ittalf, or ara kay 
Iraqi official, implicated? 

A. Tha tpacifie problem. wa naad to clarify concarn (1) 
unutually high unit pricat which cculd, I repeat could, ba 
avidanca of kickback. ; (2) raqua.tt for aftar tala, tarvicat from 
WortSrt? (3) application of import taxo. which ara contrary to 
program regulation. . It it not claar at thi. tiaa that tha r a wa. 
any official involvomant, howavar, ao.t of tha purcha.ing doat 
go through official buying agancia. in Iraq. 

Q. I. Iraq cooperating in your inva.tigation? 

a Ya. Tha Iraqi Govornnant ha* a.aurad u. of their full 
eooparationand eh.ir ine.ne to cocr.ct any i*pcopri,tia«. 

Q. What will ba tha effect on O.S. agricultural export.? 

A. Since O.S. export* to Iraq are heavily dependant cn tha 
cradit program, thart nay ba a .harp dac-.na *or tha period 
dur 4 no which th* program i* tu.pandad. This -* ragratabla, but 
ehiScottctionofth. lnt.yrity o f th, ,atir. pcopraa i* out 
paramount consideration. Thar, i* o f ceuraa aoe!aln« ' to 
eaah purchaainp by Iraq dur lay what wa hop, w.i. ba a — axtad 
period. 

Q m n .. there any mi.* - u.a of tha guarantee, to cover xi.itary 
purchase.? 

A. Thaca ia abaolutaly no awidanea to auqqaat thi*. Tha 
po««ibla pcoqraa abuaa* ara of a f mane. a. nacura. 

q. I* thara ti«k to CCC of Iraq nen-pay«an-. new that tha proqraa 
i. suspended? 


A. There i. .one risk of thi*. 
i. th* integrity of tha program 
tha Iraqi view, that tha autua- 
program and tha trad* it faciii 
an interruption «• hope wil. b* 


but again cur paramount concarn 
, it is our view, and w* bali'kv* 
long-term interest in thi. 

:at*i. i* mu ch acre iapertant than 
tempo rary. "" 
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for. I 5 , rfw 


MEMORANDUM FOR KEVIN BROOCH 
FROM: 

SUBJECT: 


Dick Crowd* and I a 
i (Wednesday). We 
coocuned, but would ask that we not 
,we can talk in the 


fiicCc l\ 


or lev 

—g«dj«t Iraq's GSM 
of toy further 
the i 




Also, you wUl be waited to learn that the State 1 
that we go to Baghdad to ask relenni qoeuimn. They bell see k wfll hue certain 
dQMRRMsnsflu, as wad as provide better acoem to the neoeamry Iraqi officials and 
documents T understand n ag hitari m iprimrimr fi dnl ig htftil 

I will be in Seattle on Thursday and Frid ay, but I would Uka to be kept apprised 
of any dewdopman on the Iraq front. I wfll caO in periodic all y but Kathy wfll also 
know how to teach ms and how to fax things to me, if necessary. 

^ When the T)i and As” are done, please get a copy to 


cc Thomas V. Conway 


Dictated but not read. 

'* * • 


r * 0 Vr V 

V 6» J \ 


T* 
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0017 


7?-C c -S/f 


Hr. Crowder: 
RE; Iraq 


1. Peabedy In Alan Raul's office called 
saying that Alan Raul would like to 
know of any other changes/comnmnts 
froai the State Department, : 

He would like to be aware of the changes. 


2 . 


Kelly Shipp stopped by to find out what 
we are going to do and when. XNiXIHIXXi 
MHmfXttmiXKNM fern mwet get back to 
the MM to House, 


She Is concerned about the contact. 
ARaul Is suppose to be the contact and 
he Is out of town today and tomorrow 
In Alaska. 


If you want her to be the contact, let 
her know. 

3. The attached fax Is from State Dept. 


k 4/5 - 1:15 



Ml 


oov ^ 5 


noNUD osda mratn wsnrat m o 


USOA X* COMTINOINC in ADMINISTRATIVE REV I EH, BEG OH SEVERAL 
MONTHS AOO, INTO POMIBLR IRRBGOLARmSS IN- TRANSACTIONS 
RELATIN'! TO FAST CM PROGRAMS Min IRAQ. IRAQI AOTBORXTin ARC 
COOPERATING KITH OSOA IN THB BPPORT AND A TRAN HILL TRAVEL TO 
-BAGEDRO IN HI REAR POTORB TO CONTXNOC TOR- OXBOOSSIONt. 
DECISIONS ON A SECOND TRANCES OP C8N CREDITS XN l*tO HILL ANA XT 
TER CONCLOSION OP TEE ADMINISTRATIVE REVISE. 
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United States Department of State 




D.C S0S20 


APR 10 £90 


Dear Hr. Daman: 

This letter forwards the State Department's views on the 
Berman bill imposing sanctions on Iraq* as you requested. 

The bill Imposes open-ended sanctions against Iraq without 
linking them to any policy objective. Thus it would eliminate 
any Presidential flexibility in dealing with an important but 
difficult country, without specifically furthering any U.S. 
national interests. 

The President has made clear his concern at the recent 
Iraqi attempts to smuggle capacitors — with possible use in 
nuclear weapons — out of the U.S. He has made clear his 
outrage at the irresponsible threats issued by Iraq's President 
Saddam Hussein. There have always been significant U.S. 
concerns about Iraqi behavior, and in fact the U.S. Government 
has long imposed many of the measures the legislation would 
mandate. The State Department generally prohibits the sale or 
transfer of U.S. Munitions List items to Iraq. Fifty chemicali 
identified as potentially usable in chemical weapons programs 
are prohibited for export to Iraq. Items on the Commodity 
Control List deemed likely to aid Iraq's nuclear, missile, or 
other proliferation programs are denied. 

Of the other sanctions envisioned by the bill, we note 
that Iraq is one of the largest markets for U.S. agricultural 
exports. The primary objective of our agriculture credit 
programs with Iraq has been to increase sales of U.S. farm 
products abroad. This GSM program, which has run about $1 
billion annually in recent years, provides credit guarantees t( 
U.S. exporters of agricultural commodities. It has been the 
strong and repeated position of the Administration not to use 
food as an economic weapon of foreign policy through the 
imposition of embargoes on agricultural exports, or otherwise 
to place limits on our export programs for political purposes. 

The short-term U.S. Export-Import Bank credit insurance is 
intended to promote the export of U.S. industrial goods. On 
January 17 President Bush signed a waiver to the FY 89 Foreign 
Operations Appropriations Act to enable this program to 
continue on national interest grounds. 


The Honorable 

Richard Darman, 

Director , 

Office of Management and Budget. 
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Regarding u.S. votes in International Financial 
Institutions such as the IMF, which seeks to support a stable, 
market-oriented econo*?, the United States has traditionally 
tried to avoid politicisation of the IMF, which would undermine 
the Fund's technical and monetary character. By basing IMF 
actions on political criteria, the United States would create a 
precedent others would inevitably try to exploit in ways 
inimical to U.S. interests. For example, important U.S. allies 
such as Israel could be subject to similar efforts by other 
countries. Such politicisation would divert the INF's 
attention from pressing needs in the international economic 
system, including debt strategy and restructuring of Eastern 
Europe. In addition, it is the opinion of the Department of 
Justice that legislation mandating U.S. votes in International 
Financial Institutions would be unconstitutional. 

The State Department opposes the virtually total economic 
embargo of Iraq which would result from this Bill. The 
President needs flexibility in dealing with Iraq on such 
important issues as the Arab-Israeli Peace Process, in which 
Iraq has the capability to play a positive — or negative -- 
role. The Administration maintains an active review of our 
policy towards Iraq with a view towards assessing how best to 
further our interests in this thorny bilateral relationship. 

The Administration's approach to Iraq has been to deal firmly 
with problems as they arise within the context of broad, 
many-faceted relations. Imposition of rigid, legislated 
sanctions will not support vital U.S. interests in the region, 
and might well undercut important U.S. objectives. 

Experience has shown sanctions are most effective when 
imposed multilaterally. At this point our allies are not 
contemplating sanctions against Iraq. Any sanctions imposed 
would therefore be symbolic only, with the costs borne by the 
United States. 

For the above reasons, the State Department opposes the 
Berman bill.. 


Sincerely, 

W 


Janet G. Mullins 
Assistant Secretary 
Legislative Affairs 
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NATIONAL SECURITY COUNCIL 

VVA8M40T0N OC 30906 


20456 


April 11, 1990 

ACTION 

MEMORANDUM FOR WILLIAM SITTMANN 
THROUGH: RICHARD N. HAASS 

FROM: ^£A&DRA CHARLES 

SUBJECT: NSC/Deputies Committee Meeting on Iraq 

Attached is a memorandum for agencies announcing the April 16 
NSC/Deputies Committee meeting, and providing a proposed agenda. 

RECOMMENDATION 

That you sign the memorandum at Tab I. 


SIGNED 



Attachments 

Tab I Memo to Counterparts 
Tab A Agenda 



UNe&SIEfIL. 


miASSIFIED 


2 0458 


NATIONAL SECURTTY COUNCIL 

WASMNOTON O C 20909 


April 12, 1990 


MEMORANDUM FOR MR. CARNES LORD 

Assistant to the Vice President 

for National Security Affairs 

MR. STAPLETON ROY 
Executive Secretary 
Department of State 

MS. EMILY L. WALKER 
Executive Secretary 
Department of Treasury 

COL GEORGE P. COLE, JR. 

Executive Secretary 
Department of Defense 

MR. JOSEPH S. CASPER 

Director of Executive Secretariat 

Department of Commerce 

BGEN THOMAS E. WHITE, JR. 

Executive Assistant to the Chairman 
Joint Chiefs of Staff 


MR. H. LAWRENCE SANDALL 
Executive Secretary 
Central Intelligence Agency 


SUBJECT: NSC/Deputies Committee Meeting on Iraq (S) 


ting of the NSC /Deputies Committee on Monday, 
p.m.* in the White House Situation Room to 


There will be a 
April 16, at 3:00 _ 
discuss U.S. policy options for Iraq based on recommendations 
from the April 12 Policy Coordinating Committee meeting. An 
agenda for the meeting is attached. (S) 


Please notify my office of your agency ^s 
plus one) for this meeting. (U) ' 


Oec iivf ‘ >• 

inCf ‘tz.k.-jt* o* l /■ 'tj* 

ey •; v« iw >c Cm*K* 

Attachment 
Tab A Agenda 



rticipants (principal 


William Tl Sittmann 
Acting Executive Secretary 


‘Please note change in time 


UNettSSIEIEIL. SECRE 


cc: Andy Card 
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THE NSC/DEPUTIES COMITTEE MEETING 
DATE: April 16, 1990 

LOCATION: White House Situation Room 

TIME: 4:00 - 5:00 p.m. 


IRAQ 


AosndA 


I. Intelligence Update CIA 

II. Review of U.S. -Iraqi Programs and 

Policy Options State 

III. Summary Robert 


prewjr: o* t c 

to o V»* Tac*. KSS* **** * ^ 




WS9RED 

Declassify on: OADR ' u * ■ 



6S7 



(.'sited State* Department of Suit 

viiPBBWI ***** 

|j- - f A-'-Tr^ 

DXJCUSSION PAPER FOR IRAQ PCC: (I •• ■ I: 


IRAQ: PRORLEHS AND SOLUTIONS 

Susaary: This paper suaaarlxes the eurrent probles with Iraq 

and eurrent eiport controls. It then presents a proposal (or a 
pact age of new eiport controls built on the work of other 
nations. Xn essence# the idea^is to create a Country Croup X 
for countries that have used or threatened to use chesical or 
biological weapons since (date to be deterained). Iraq would 
be the first nation on the list. The eiport controls in 
Country Croup X would be targeted on the chesical Industry and 
are narrow in scope# but have a basis for international support. 

• 

Also in the paper la a plan of action asking the PCC to task 
the CRN Licensing working Croup (Chaired by State/ER) to 
develop a final draft of the proposal within 14 days. 
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what further Action it Possifclc ? 

It it possible to expand Portion Policy Controls on Iraq 
through os# of Section € of tho EAA. Further, existing 
contracts could bo savored under Section € if the President 
deter eined there had been a breach of the peace. 

Considerations: 

— Xf we expand controls, they should be a "targeted package, 
al»ed at the chemical industry, the specific problem secto 

— As much as possible, the oontrols should be effective, not 
simply symbolic; 

-- where possible, controls should take into account measures 
already enacted by other nations. This will hplp build a 
foundation of international support; 

• 

— Denial of all national security control items is probably 
too broad and Ineffective (due to foreign availability and 
its effect on innocent sectors). 

— Denial of all products (pvc pipes, floppy disks, etc) to 
the chemical Industry is too broad (due to foreign 
availability) 



Sueeested Option ; 

Expand chemical controls along the following lines; 

Create a Country Croup X for countries that have used or 
threatened to use chemical or biological weapons since (date t 
be determined). Iraq would be the first nation on the list, 
perhaps also Libya, Iran, Syria. 

(a) Kequire a license for national security controlled 
equipment to chemical manufacturing facilities; 

(b) acquire a license for the export of chemical manufacturln 
equipment, using existing lists from Germany and Canada as 
preliminary discussion models, as well as the watch list of tfc 
Australian Group. 

(c) acquire a license for the export of chemical manufacture 
technical data, using German concepts as models. 

(d) Hake it unlawful for a OS dtlsen to engage in actlvitiei 
with Iraqi chemical industries when there is a reasonable 
expectation that the enterprise will be used for chemical 
warfare ; 
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(•) Afttr developinf our own list of 
contrSTTed; but bo for • anondinf tfio n 
Atiot rollon Group aenbera ontf encouraft 


what need* to bo 
rofulationa# approach the 
encourafo then to expand tbo&r 
existinf oquipoont controlo or warninf lioto oo m to rofsiro 
lieonooo to count rioo who hovo throat mod or uood chooiical 
woo pons within tho fiven tioo fraoo. 


note: Sooo countrioo may bo roluctant to iopoao oxport 

licenainf rofulationa; however# oay bo willinf to uoo thoir 
food officer with induatry to inhibit ouch aales. 

Proa and Cono 

— Tho Australia Group haa already afrood that equlpneat 
aaloa aro a prooloo and thua afrood on oolontary fuidoXinoa 
(warninf Xiata) for auch aaloai , 

— Gernany and Canada aro oa)or auppXiora of oquipoont# ao 
ualnq thoir controXa aa oodoi a will naan our controla aro 
not purely aynbolic r but will have international aupporti 

— Japan# Italy and the Uetherlanda and other nationa 
r ocularly conault with thoir induatry on oquipoont controXa 
and in certain caeca have warninf Xiata. Thia novo oay 
oncourafo then to attend thoir offorta to control Xiata# 
at Xoaat to nationa who actually threaten or uao chon leal 


— Tho tarfot of tbeee controXa ia wary narrow# hence 
inpact on of i n d uat ry will bo alifhtt 

— Other oanufacturinf nationa do not control thia 
oquipoont# ao foroifn availability ia atill a problem 

— tone of tho oquipoont boinq propo u nd for control oay bo 
quite funeral to civil oanufacturinf# ao for the controla 
to bo effective# the producora of thia oquipoont abould bo 
aa ouch aa pooaiblo United to the woo torn indent rial 
power a. 


r 


«* * i * • 


/ % v 


••K. 4 ‘ . v «, . 
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How to proceed froa ?>trt 

Tht PCC snould task tht Cheaical-Biological Licens 
wording Croup (LWG) (Chaired by State/CB) to set up an 
interagency technical task forca that will reco amend to 
PCC s pacifically what conttola should ba imposed. (Tha 
normally raports to tha PCC on Non-Proliferation on OS 
domestic caw axport controls.) 

— Tha LWC should ba asb d to complete its work in tw 
waaks. 

— Onca tha PCC has received tha recommendations of t 
LWC and dacldad on what controls ought to ba# tha 
Australian Croup members (and othar appropriata nations 
should ba approachad with a viaw towards gaining thair 
support along tha same linas. (nota: thasa controls wou 
only offset exports to nations listad in Country Croup 

— Aftar completion of the bilateral affort# tha OSC 
would taka into account tha raactions of tha othar 
governments and than taka whatavar appropriata ragulato 
action is naadad 

Instructions to tha LWC 

By April 27: 

Craft a list of chemical industry aguipaant and tachnol 
that is usaful in tha production of chaaical warfare 
agents, (tha aquipaant need not ba limited to CV 
production)# - 

As auch as is practical# choose itaas already under con 
by othar governments# especially aeabers of tha Auotral 
Groupi (Canadian and Caraan lists aay ba usaful) 

Sxcapt whan a coapalling reason can b* presented# do no 
recommend for control aquipaant or technology that is m 
widely available that axport controls would ba meaning! 
except as a symbol. 

Cite what regulations or laws would have to amended or 
created. 

Suggest arguaants to ba used with friendly governments 
order to convince than to taka similar measures. 


# • 


DIRECTORATE OF INTELLIGENCE 


12 April 1990 


Iraq: No End in Sight to Debt Burden^ 


] 


Summary 


f is unlikely to begin 


Iraq facessenous problems servicing its foreign debt Baghdadi 
paring down its $45 billion debt any time soon because it considers most debt repayment a 
low priority in favor of spending on strategic military and civilian projects, and it is incurring 


new debt 


o Despite a dismal repayment record, Iraq wiU probably continue to secure debt 
relief— including limited new credits— from most of its creditor* who have 
tittle other dunce if they hope to receive any repayment or compete in the 
potentially lucrative postwar Iraqi market^ I 

Debt remains the major constraint to Iraq's postwar economic recovery. 

o Debt payments will siphon off financial resources well into the 1990s. 

o Although Baghdad will try to insulate military and oil projects from financial 
constraint* Us poor repayment record will restrict its access to new financing of the 
magnitude needed to fund many reconstruction projects and to increase imports 
enough to spur growth in nonoil sectors.^ J 

Baghdad probably wants to maintain access to credit guarantees available from the 
United Suttes despite recent political strains in the relationship. Any loss of these 
guarantees would jeopardize adequate servicing of about S2 billion in Iraqi debt backed by 
the United States. Baghdad would probably not suspend payments if Washington refused to 
release the remaining S500 million of SI billion in CCC credit guarantees allocated to Iraq 
for FY1990 but almost certainty would if the entire CCC program were cancelled or seen to 
be politically dead because of Concessional opposition^ 1 


Ttis a ca o u a d M i «n pr epared bj[ 
South Asian Analysis. 


r 


Office of Near Eastern and 
j 



1 


61-458 0 - 93 - 18 
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Front Richer to Poorer 

Iraq's extensive use of foreign lotos since 1982 his transfonned it from one d 
the Third World's richest countries and net creditors into one of its problem debtors. 
The accumulation of debt stems from President Saddam Husayn’s (feririoo to cootmi 
pursuing an ambitious economic development program despite the outbreak of war 
with Iran in 1980. Iran boosted civilian spending while military expenditures raise am 
od exports fell sharply because of the war. This guns and butter* policy rapidly drab 
Iraq's foreign assets 


In response to the worsening financial situation, Baghdad adopted do me sti c 
austerity measures and began borrowing heavily from abroad in 1983. It obtained m 
credits and credit guarantees from foreign gov ernm ents, commercial banks, and priw 
firms to fining imports-induding some military equipment-and projects. We 

G te Iraq's foreign debt increased 

to about $45 billion by the end of 1989. Its Persian Gulf allies provid 
litionalj . - y-„ Vanim^nanaal assistance, mostly oil sold on Bapduft 
that is unlikely to berepaid.r"~ T 


Iraq has experienced payment problems since 1983 that have forced it to 
reschedule the bulk of payments due annually-including short-term credits, interest 
payments, and previously rescheduled debt-and accumulate large arrears. It has 
negotiated debt rescheduling agreements on a bilateral basis in an effort toplay 
creditors off against each other and obtain concessional repayment terms. Debt 
servicing problems climaxed in 1986, when world oil prices plummeted and large deb 
payments fell due. Iraq's already dismal payment record worsened, causing creditors 
that had not already cut off credit lines to do sound forcing Baghdad to scramble to \ 
for essential civilian imports.^ J 


Debt Problems Persist in Postwar Period 


Saddam's policy is to treat most debt servicing as a low priority in favor of 
reconstructing the economy, improving depressed living standards, and maintaining 
high military spending. Press reports indicate the regime has embarked on a S37 btU 
multiyear investment plan for postwar reconstruction and development of industry ai 
infrastructure. Baghdad has spent several billion dollars since the August 1988 cease 


fire constructing ou export facilities, expanding port fadlitiejL repairing damaged 
industries, and rebuffing the cities of Al Basrah and Al Fawf 


f lit also boosted civilian imports last year by nearly 20 percent ti 

*tbe highest level since 1982 to help meet pent-up consumer dcmgnd and quiet popuh 
grumbling. Although imports of military materiel were reduce^ jastyea 

we believe the regime diverted most if not all of these savings to the development of 
own military industries. The acquisition of new financing for ’postwar projects and 
imports has complicated debt servicing woes because most or these credits are short- 
term, add! tij further burden to Iraq's heavy repayment schedule in the next two yean 


i' 


and interest 
It reschedul( 


We estimate Baghdad met only abouf ^nprincq 

itsaue in 1989 despite a 30-percentrise in ofl reyemiesrotheye 


i .. _■ _ j 


’^ndbuyii 
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^ to reschedule remaining payments that were due to other creditors in 1989 , according to 
£ press reporting. To conserve foreign exchangejtagbdadj used oflto 

/ repay debt jd several major creditors last yean 

1 ‘ T Although we estimate it repaid bore in 1989 than the 

Tear before, it did so in most c^ses to unlock new credits. Unis preventing a net 


Tear before, it did sommpst cases I 
reduction in its debt.^~ 7 


Baghdad continues to repay its debt on a selective basis, giving priority to 
suppliers of key goods or new credits as well as to important political allies: 

cl. It generally has made prompt payments for important oil projects, 

J 

o The United States has received timely debt payments, mostly because it 
has provided significant new agricultural credit guarantees since 1983. 


o Iraq has granted priority in recent vpars to repaying its debt to Jordan- 
P - . J>ecause of its gratitude for Jordanian 

support during the war as well as concern about Amman's serious 
economic prooiems. 



In contrast, major creditors generally have had to bear the brunt of Baghdad's debt 
servicing problems.^ J 

Iraq's persistent debt servicing problems have restricted severely its access to 
new loans. Most commercial banks remain unwilling to extend unsecured loans to 
Baghdad. Several govemments-in an effort to promote exports-have agreed to 
guarantee more trade and project financing since the cease-fire, giving Iraq access to 
about Jn financing last year. 1 Most of these credits are short-term, however, 

and contingent upon repayment of old debt, allowing Baghdad to merely roll over its 
debt to some creditors.^ j 

Outlook 


We believe debt problems will remain the major c ons traint to Iraq's postwar 
economic recovery. Debt payments will siphon financial resources away from more 
productive uses well into the 1990s. Although we believe the regime will try to insulate 
nigh-priority military and oil projects from its financial constraints, its poor debt 
servicing record will restrict access to new financing of the magnitude needed to fund 
many reconstruction projects and to increase imports of raw materials and equipment 
enough to spur growth in nonoil sectors.^ f 


1 Nearly al of the fovemnest credits aad credit tgnaraatees available to Iraq art dad to the pwchase of 
goods and services from firms ia tkese eouatrics^ ] 
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Iraq will probably not begin paring down its debt for severtl years. Repayment 
of most old debt will remain a relatively low priority in favor of spending on strategic 


military and civilian projects, particularly in view of the regime's confidence that it can 
secure concessions from its creditors. In addition, Baghdad will incur new debt as it 
obtains financing for .reconstruction projects .and high er levels qf imports. We believe 
will t^ to reschwufc^ ~ — - Jdunng the next few 


Despite its dismal repayment record, we believe Baghdad will continue to secui 
debt relief in the form of reschedulings and limited new credits from most of its 
creditor^ J 

o Mdst creditors probably realize that providing such concessions is the 
most effective way of eliciting at least some repayment of old debt from 
Iraq. 


o Many creditor governments are heavily dependent on oil imports and 
want to maintain good relations with Iraq, which possesses the second 
largest proved oil reserves in the world.' 


o Many governments are likely to supply a limited amount of new credits 
or credit guarantees because they are under pressure from domestic firms 
anxious to participate in this potentially lucrative market 

We believe competition between government creditors to help their firms gain a 
foothold in the Iraqi market will continue to discourage them from banding together t< 
force Baghdad to negotiate debt accords on a multilateral basis-as mosulehtors dor* 
except in the unlikely event that Iraq ceases servicing its debt altogether^ j 

Implications For the United States . 

Although ties with Washington have been damaged by several recent events, 
Baghdad probably wants to maintain access to credit guarantees available from the 
Commodity Credit Corporation (CCC) and Eximhank Iraq relies on the CCC 
program, in particular Jo import a significant amount of food and other agricultural 
commodities on credit^ 


jTIie loss of the CCC 

program would lead Iraq to seek agricultural goods from alternate suppliers willing to 
sell on credit Although few individual countries would be likely to supply new credits 
to Baghdad at a level commensurate to the CCC any time soon, Iraq would orobably b 
able to access smaller credit facilities available from several countries.^ , . J 

Any loss of US credit guarantees would jeopardize continued adequate Servian 
of about $2 billion in Iraqi debt backed by the united States. We believe Baghdad 
would continue to make repayment to Washington a priority only if it believed doing s 
would help restore the aedits in the short term. If Iraq believed there was no 
possibility for new credits, the United States would lose its special repayment status, in 
our judgment. Baghdad would probably not suspend payments if Washington refused 
to release the remaining S500 million ot $1 billion in CCC credit guarantees allocated 
to Iraq for FY 1990 but almost certainly would if the entire CCC program were 
cancelled or seen to be politically dead because of Congressional opposition^ 


US-Iraqi Commercial Relations 


The provision of US credit guarantees to Iraq has buoyed the substantial 
increase in bilateral trade since 1983. The extension of $4.7 billion in credit 
guarantees bv the CCC in 1983-90 has helped Iraq become the largest Middle 
Eastern market for US agricultural goods and a major world market as well. 
Substantial agricultural sales-which comprise about 85 percent of US sales to Iraq- 
have helped make Washington a major source of Bagbaad's civilian imports. Iraq 
has also utilized $200 juillion in diort-term credit guarantees available from 
Eximbank since 1987^ 


i j>or 


US imports from Iraq have also increased significantly. US purchases of Iraqi 
k oil have jumped from about 80,000 b/d in 1985-87 to 675, 0o0 b/d so far in 1990- 
* _ eight percent of net US oil 

L imports. 1 


Iraq has pursued closer bilateral commercial ties because it wants to increase 
its economic importance to the United States in hopes of pffsetting what Baghdad 
regards as Iran's greater geopolitical value to Washington. In addition, the Iraqis 
have high regard Tor US goods and technology. To encourage stronger ties, Baghdad 
has: 


o Treated Washington as a favored creditof 


[ 


J 


J 

Iraq also gave extensive publicity to the US pavillion at the annual Baghdad Trade 
Fair last November, including the unprecedented visit of Iraqi Demitv Prime 
Minister Sadun Hammadi and two otner ministers to the pavdlionT J 
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DEPARTMENT OF AGRICULTURE 
orncp tx- rue sccnctary 
WA fH'NOTON, O.C. 20300 


001:00 


April 16, 1990 


HI* Excellency 
Mohamed Sadiq Al-Mashat 
Ambassador of the Republic 
of Iraq 

Washington, D.C 20036 
Dear Mr. Ambassador 

At the meeting on March 27 in my office, we conveyed to you the interest of the U.S. 
Department of Agriculture and the Commodity Credit Corporation (USDA\CCC) to meet 
as soon as possible with appropriate representatives of your country to discuss a number of 
issues regarding past and current conduct with respect to the Export Credit Guarantee 
Program (GSM- 102) for Iraq. A similar request was conveyed in Baghdad on March 25 to 
Under Secretary Nizar Hamdoon of the Iraq Ministry of Foreign Affairs by U.S. Charge 
d* Affaires Wilson; and to Mr. Fakhri Rashan, Advanced Countries Director for Foreign 
Economic relations in Iraq's Ministry of Trade by the U.S. agricultural trade officer in 
Baghdad. 

We very much appreciate your commitment to use your good offices to urge that such a 
meeting take place as soon as possible. You asked us to provide more detailed background 
on the nature of the problems we wished to discuss. We are hereby providing that 
information in the attached document The document will also be conveyed to the 
appropriate officials in Iraq by our embassy personnel. As mentioned in our prior 
communications of March 25, the issues which the United States wishes to discuss with Iraqi 
representatives include GSM contract pricing, shipment tendering practices, and request for 
additional services and imposition of special taxes. 

We would, in dosing, repeat our desire to move forward expeditiously in resolving these 
issues. 


Sincere! 





Ri 

Under Secretary 

International Affairs and 
Commodity Programs 
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Meirc To: • 

Through: 

Fro*: 

Subject: PCC Mooting on Iraq 

At tho intoragoncy sooting on Iraq on April 12, 

had oach agoncy roviov its progi 

Iraq and emphasised that thoro should bo a coordinated a 
(soo attached mono) However ho did not say how it si 
coordinated, but alluded to tho possibility of a National 
Council Mooting on Iraq. 

Should thoro bo a sooting, a key issue will bo how 
with legislative proposals for oconosic sanctions again 
Thoro is considerable sontisont in congress for soss sort c 
against Iraq. Tho Adsinistration has already opposed logisl 
Congrosssan Borman that would tighten export controls, don] 
Exim Bank credits or guarantees and require tho U.S. 
against loans to Iraq by international financial instit 
Tho dilossa is how to prosoto U.S. exports to Iraq while 
exports that could have silitary uses. It is high technolc 
that Iraq wants to buy from the U.8. 

The Treasury has not taken a position on the issm 
level and type of exports to Iraq. Rather, our position 
confined to limiting U.S. agency export financing or 
worthiness grounds, since Iraq is in arrears to boi 
creditors and refuses to reschedule on a multilateral ba 
have opposed efforts by Iraq and U. S. business to get 
provide medium term financing and have tried to limit the i 
in CCC credit guarantees. Me are also insuring that the CCC 
for 1990 includes safeguards and control again 
irregularities . 

More generally C. is now faced with real 

of its policy to improve relations with Iraq in view of tk 
military threats by Iraq. U.S. high technology exports, an 
credits are about the only leverage that ~£ has to act 
goals. 
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TO: P - Hr. Kimmitt 

ntOM: HEA - John H. Kelly 

SUBJECT : NSC Deputies Committee Meeting on Iraq 

April IS# 1M0 
White House Situation Room 
4:00 pai 


i. e « anna 

! * 

Rocont Iraqi actions — especially tha London simiqqlinq 
: arrests and Saddam's throats against Israel — have virtually 
eliminated political support for efforts to build useful 
i relations with Iraq. Some agencies, such as Commerce, have 
I moved to curtail activities involving Iraq without interagency 
i consultation. Critics of this relationship see this as an 
opportunity to cripple it for the foreseeable future. 

I In order to regain control of policy toward Iraq, we need 

to establish a political frasmwork that provides a strong 
i response to irresponsible Iraqi actions in the near term and 
i lays down some longer term markers for gradually rebuilding tr.e 
relationship. 

; zi. iMTEiAcatcx rosmona 

CCC Program: This is the major immediate issue. U5DA has 

taken no position on whether the YTtO second tranche ahould te 
released but in any event does not want to kill the program 
. altogether. A U8DA delegation is leaving on April 1$ for 
. Baghdad to review past irregularities in the CCC program with 
the Iraqis. Based on the Iraqi response, U8DA will decide 
whether to propose a second $500 million tranche. There is 
strong pressure from agricultural suppliers. (Last year Iraq 
accounted for over 20 percent of U.B. rice exports.) 

Exim Program: Exim has never been more than lukewarm in 

defense of its $200 million short-term rotating credit 
insurance facility for Iraq. Congress sought to suspend the 
program in the PY90 Foreign Appropriations Bill but provided 
for a Presidential waiver, which was issued earlier this year 
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Licensing and. Trade: NSD-2S noted that this was the -si 

in which the relstionship was most likely to grow. eb, T, 
and Commerce believ# we need to expand current controls on 
exports to Irag — especially in the chemical field (Tab B] 
and a non-proliferation PCC, chaired by Reg Bartholomew wi] 
look at want can be done. Defense and CIA will support 
initiatives to limit sales of virtually any technology to ] 

Legislation: Por a variety of reasons State, Justice, 

Treasury and USDA ell registered objections to the Berman 
sanctions legislation in a letter to Richard Darman, but tfe 
measure is likely to be resubmitted when Congress returns, 
says many members are waiting to see what the Administrate 
will propose with regard to Iraq and are willing to let the 
Executive branch take the lead. If our efforts ate deemns 
insufficient, howeve r . Connres x will enact a host of ml.i 
resolutions and ammendments in the next sessio n. 

Other: The HSCS is considering a strong presidential 

message to Saddam that will reiterate our concerns and dis< 
what would be needed to revive the relationship, me think 
might overload the circuits now and that this option should 
held in reserve. 

XXX. PROPOSED STRATEGY 

The dilemma we face is that the relationship is already 
paper-thin, me do nothing int Iraq. The EXXM and CCC prof 
are essentially export promotion measures. Their cancellat 
• would hurt U.S. exporters. Tbe_ X r a.qJjLJpi 1 1 find others to 
them food and other things they need, nevertheless, wqnei 
send a signal to both Irae_ inr t Cangsose Uai ^ 
tiki lotio n against Iraq aa_a concrst e slon of our d ispleai 
— dver PiCBAt Iraqi actions. Given the Administration's poll 
— trtrsr" rood “will* not be“a~fblitical weapon, we may not be in 
position to make a formal announcement that there will be v 
second tranche of CCC credits this year. 
the program ooder indefinite review, resulting in the same 
(possibly USOA's motive in sending its team to Baghdad). 1 
Iraqis mill get the message. A more visible and immediate 
action would be ^withdraw the Presidential weldor issued 
U, January that permitted EXIH to resume operation: Taking t! 
0 action would go a long way towards placating Congrassional 
critics and help head off sanctions legislation that would 
limit our flexibility. 
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A t-*a ■!!* 1 1 to win t tft cnmidag 

fOLJiwa- rights -dyusstpns., The Iriqis/r« 

A*J*+*Oteps nowafflOHainTTtii up their hdman right* ttfcT A 
n«w Constitution is in the final stages of preparation, and 
political parties are likely to be allowed to operate. 

Progress in this area will be slow, but any movement in the 
bleak Irag contest is worth supporting, and Dick Schifter might 
bo able to give it a push. 

Attachment: Tab A - Talking points 

Tab B - EB paper on export controls 
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talking sorirrs 


i ssim 


Canaral 

— whan the President briefed San. Do la on Iraq on wednei 
ha emphasised that Iraq remains an important country, 
tha ona hand, we naadad to raapond effectively to aavi 
racant Iraqi actiona and Saddam's thraata. On tha ott 
hand wa naad to preserve our ability to daal with tha 
Iraqia in tha longar tarn. 

— Tha Praaidant‘a views ahouid guida our own daciaiona. 

-- San. Doia haa delivered a strong naaaago to Saddan Mur 
and wa have followed it up with demarches datailing tt 
Iraqi actiona to which wa object and indicating what 1 
must do to rastora bualnoaaliha rolationa. 

o Among tha araaa wa touchad on warn nuclaar/niaail 
proliferation. Iraqi disragard for U.S. law. and 
rights. 

— In. the longar tana, Iraq's rasponsa in thosa araaa wii 
determine how rotations develop. 

•* 1» tha naar tarn, wa naad to dacida on sonetcoacrete s 
that win make it claar to Saddan that wa naan businas 

CCC Proa ran 

-- CCC is oar lsrgast single prog ran with Iraq and is of 
concern to tha Iraqi Oovernnent . 

-- In tha currant, stnosphera. thora is no possibility tha 
second SSOO nil lion tranche for PY»0 will ba ralassod. 
State would oppose ralaasa at this tins. 

" However, wa want to ansuro that tha program Itself sur 
so that wa can revisit tha issue seat fall to datamin 
light of Iraqi actiona in tha interim, whether wa shou 
propose a progran for Iraq in PT91. 

— USDA has a legitimate concern that wa not appear to aii 
standing policy that forbids the use of food sales for 
political puposes. In addition. USDA is going ahead w 
consultations with Iraq on past abuses of tha CCC prog 

— He should permit USDA to continue tha process it has pi 
train but make no new conni taunts for IT**. 
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f«ia 

-- circumstances haVe changed drastically sines tha President 
waived congressional sanction on Iraq's Csia program in 
January. 

— we need to reeoghisd that this program, like tha CCC 
program, basically benefits domestic exporters. 

— That being said* there is ample Justification for 
rescinding the waiver .. at least until the Iraqis have 
demonstrated that they are prepared to respond seriously to 
our concerns. 

— Unless Csin raises some strong and convincing objection to 
such action. State would support it. 

Ltgwtiuinn/Trade 

— There is no need for us to be apologetic about our current 

regime of export controls for Iraq: if they were 

ineffective# the Iraqis would not have felt constrained to 
smuggle the items they needed. When they smuggled* they 
were caught. 

— There are a number of proposals for expanding export 
controia on Iraq* and they deserve serious consideration. 
However, stete opposes uniletsral action by the O.S., which 
in many cases would involve difficult efforts to deny Iraq 
widely available technology. 

— In order for such action to have an impact, it requires the 
support of our partners in non-proliferation efforts. 

— we will crests problems for ourselves by promulgating 
controls unilaterally and then seeking to bring our allies 
on beard. 

— Undersecretary iarthelomew will chair a non-proliferation 
PCC to look at what what we might do with regard to Iraq in 
tbit area and report back to the DC. 

— we would then approach the irrct and Australia Group on what 
further limits should be placed on Iraq and then act in the 
wake of consultations. 

— This night result in less comprehensive additional limits, 
but they would be more effective. The Iraqis would view an 
international effort much more seriously than unilateral 
steps. 






665 



"■f. 





United Suite Department of Suit 
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Uadtr Signify ijStmfr* PeUws/ AJfan 
fuMfiw . D. C. 20320 

April 17# 19t0 


Kcrt to trc sccncTAny 


S’JSJtCT: DC Heetlnf on Iraq 


ai i noted at the ataff nett Inf this norninf , neither 
Agriculture nor treasury was at yesterday's Deputies 
Conr.it tee nett inf . Afrieulturt la new leaninf forward 
on the aeeend $900 nllllen CCC tranche# while Treasury 
it still skeptical. 

1 continue te believe that we ****** 

tUMlA flftliAJLssl nannsda technically, political 
eonsiderationa are net supposed te Influence cce or 
txiH ltndinf dteiaiena# but in fact those decisions 
hsve to be node in the breeder political contest. Xf 
"• fo forward with CCC and SXXK# X think Sadden Hussein 
•ill retard that deelslen as a positive political 
cifnal# which will lead bin te downplay other efforts 
•• aifht undertake te step bis proliferation caupalfn. 


Xob.rt n. RlMltt 


D 
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FROM: Alan Charles liaul/fyf 

General Counsel 


SUBJECT: EmJ of Week Report 

L (rau. An investigative team left for Baghdad on Monday aftenux 
team included an attorney from OGC (Kevin Brosch) and two FAS represeatai 
Dickerson and Larry McElvnin). Tliey are pianning to return neat Monday. Si 
appears the Iraqis are being quite cooperative, although it seems not enough oi 
documentation may l)e available to answer ail our questions about the pricing 1 
Tlie Iraqis have already committed to us. however, to cease their practices of ir 
"after sales service" from our GSM exporters and imposing special "stamp" taxe 
letters of credit opened for our GSM ex|>oriers. 

.As you know, the team was originally scheduled to leave last Sum 
However, (he Iraqis delayed the arrival because they were somewhat exorcised I 
issuance of die press release last Friday. That release announced (i) die fact tl 
L’SDA was engaged in an administrative review of alleged past irregularities rc: 
die GSM program for Irau. id' the lorihcomiiig investigative trip to Gaitndau. C 
Iraq was cooperating, ami that any decision on further credits for Iraq wouiv 
die conclusion of our administrative review. 


Hiere was an NSC "Deputies Committee" meeting on Mondav. Ac 
discuss the Iraq policy lunluT. Ann Venenmn. at Deinny Secretary Paraed’s ret 
cailed over to the White I louse. Site was toid that LSD As "position wouiu be 
respected" but (hut she slumid not pints on attending die meeting. I have an f ’ur 
informal io** *v: .::cc’.i::». 

As I mentioned at statT. I briefed Treasury and State on Thursday. 
Secretary Robson encouraged us. as you know, to provide broad Congressional t 
Also. I worked with Kelly Shipp .aid \nn \*c:icman on :.;c Ncv. Vj rK :nu 

regarding Iraq. 
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April 25, 1990 

hmohanduh tor the piles 

A* 

non: 


SUBJECT: 


G~ 


> t the request of s ._ officials f 

Cr /and G- met with Treasury representatives to di 
“whether fUrthTt action should ba taken at this time to 
Congress about CCC programming in Iraq undar tha CSH c 
guarantaa programs. 


i indicatad a strong das ira to keep a broad bi 
playars cn tha Hill informed, with as much raspensibla 
disclcsura as possible. Ha expressed particular conca: 
about potantial criticism of tha administration's decii 
to go forvard with 5500 million in GSK-102 credit guari 
earlier in tha fiscal year, in light of tha possibility 
Iraqi non-repayment and of tha substantial anti-Iraqi 
sentiment that has bean generated through recant 
developments. 


Cr rr+'*j'd felt that tha question of further cradi 
.authority for Iraq was not in tha immediate effing and 
~ Cr '*** keeping both tha House and Senate Agriculture 
Committees informed. .He felt that — Ge .'was in. fairly g 

shape with Congress on the issue^jl C. 

indicated his department was iiTTouch wj^h staffers on 
Hamilton's HPAC subcommi ttee, and thatC £ 

would be giving testimony concerning Iraq oh Thur 
“April 26. The testimony would likely deal with the CCC 
program la the opening statement and perhaps in follov- 

and A's. Both Treasury and.. Lr. requested the opportun 

review'C e£?^>.testimony. 

5 sfcZuT: said _Sr"~ is concerned that foreign policy 
considerations may cause curtailment of the program, am 
is uncomfortable emphasising foreign policy as the publ: 
rationale for making available the first tranche of PT9( 
GSM guarantees 1 (To stressed that further GSM programmix 
Iraq wou^d.dependT'on the outcome of its administrative 
reviewj I He added ti at the A gricul ture commixtlfs under] 
that Iraq^Tight default on outstanding debts if a furthi 
tranche is not granted. ^ 
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OSSA'* three-person investigative t«u left for Baghdad on - 
April IB. - (Their departure war delayed oao day because ; 
of Iraqi unease about USOA's prtao release of April 13. 
announcing that OSOA was looting iato irregularities la CCC- 
aroe ramming la Iraq.)* Tho toaa vtt expected back by oarly in 
the week of April 23. This investigation is not tied to that 
of tho Justlco Dopartaont in tho BNL aattor but is undor 
USOA's ovn administrative author! tits. <Zt now appoars that 
Justlco is pursuing othor aspects of tho lift, investigation 
and is aot likely to return to tho Iraqi question until lato 
in the year# if at all.) 


la raaponaa to • qaostlon fro* — — fj-.rfrr* 
aotod that, although. C. otill daairad a eShttructivo 
t.latiOBahip with tra$, raeaat davolopaoata had eauaad th. 
aituacioa to doearlorat* froa last fall. 


Attachment: 


List of Attend* 

f 


css 
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E.O. 12356: N/A 


( J uclcTE Nor-&v. 

F<M bMmpttons 


( JCLV-SKw ( 

| ( J DOWNGRADE T9 to ( 


) S or ( 
I Sor t 


E.O. 12356: N/A 

TAGS: PARM PHUM MCAP# IZ IS 

SUBJECT: ASSISTANT SECRETARY KELLY'S HFAC TESTIMONY ON IRAC 


1. SUMMARY AND INTRODUCTION: ON APRIL 26# NEA ASSISTANT 

SECRETARY KELLY TESTIFIED ON U.S. -IRAQI RELATIONS BEFORE 
THE EUROPEAN AND NEAR EAST SUB -COMMI TTEE OF THE HOUSE 
FOREIGN AFFAIRS COMMITTEE. A/S KELLY SUMMARIZED HIS 
STATEMENT (TEXT IN HIRELESS FILE)# AND FIELDED QUESTIONS 
FOR ONE AND A HALF HOURS. QUESTIONING FOCUSSED ON 
PROLIFERATION# IRAQI INTENTIONS TOMARDS ISRAEL# AND HUMAN 
RIGHTS# PLUS ADMINISTRATION POLICY TOMARDS IMPOSING 
SANCTIONS ON IRAQ AND THE LIKELY EFFECTS OF SANCTIONS. 
UNCLASSIFIED 
* UNCLASSIFIED 
5 

= PAGE 02 STATE 136806 

t 

THC THRUST OF QUESTIONING BY CONGRESSMEN LANTOS K F RMAN 

l 
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UNCLASSIFIED 

AND LEV WE HAS THAT IRAQ.S BEHAVIOR HAS REACHED A POINT AT 
WHICH THE ADHINISTRATION SHOULD RESPOND HITH SANCTIONS. 
(HAIRNAK HAHII.TON HAS CONCERNED HITH THE POSSIBLE EFFECTS 
OF SANCTIONS. HAHILTON* LANTOSi AND BERNAN HERE ALSO 
CONCERNED ABOUT ASPECTS OF ARNS CONTROL; SPECIFICALLY. 
WHE'HER .THERE SHOULD BE A REGION-HIDE BAN ON HEAPONS OF 
NASS DESTRUCTION. THIS NESSAGE IS A SUHNARY OF THE 
HEARING.* END SUHNARY AND INTRODUCTION. 

UNCLASSIFIED 

SANCTIONS 


2. CHAIRNAN LEE HAHILTON (D-INI LED OFF QUESTIONING BY 
ASKING UHETHER KELLY BELIEVED THERE IS POTENTIAL FOR 
INPROVING IRAQI BEHAVIOR. IS THIS A TRIAL PERIOD/’ KELLY 
POINTED TO LIFTING OF TRAVEL RESTRICTIONS AND THE NEH 
DRAFT CONSTITUTION AS EVIDENCE OF POTENTIAL FOR 
IHPROVEHENT * AND AGREED HE ARE IN A TRIAL PERIOD TO SEE 
WHETHER IRAQ . S BEHAVIOR HILL INPROVE. HE AFFIRHED HE ARE 
NOT RULING OUT SANCTIONS UNDER ANY CIRCUNSTANCES. 

3. TON LANTOS (D-CA) DECRIED THE * ALICE IN HONDERLAND* 
TONE OF KELLY'S STATEHENT . THE STATEHENT CATALOGUES A 
•CHAHBER OF HORRORS* BUT THEN EXPRESSES THE HOPE THAT 
SADDAN HILL CHANGE. ALTHOUGH* LANTOS CONTINUED. THE 
STATEHENT DRAHS A DICHOTOHY BETHEEN HORDS AND DEEDS* HORDS 
LIKE SADDAH'S HAVE NOT BEEN HEARD SINCE ADOLPH HITLER. 
WHEN* HE ASKED* IS THE ADHINISTRATION GOING TO RECOGNIZE 
THAT SANCTIONS ARE APPROPRIATE/ HEL LEVINE (D-CA) AND 
HOHARD BERHAN (D-CA) SECONDED THESE SENTINENTS AND ASKED 
UNCLASSIFIED 

UNCLASSIFIED 

PAGE 03 STATE 136806 

WHAT POSITIVE STEPS THE ADHINISTRATION IS LOOKING FOR. 

1. KELLY RESPONDED THAT DEALING HITH COUNTRIES THAT DO 
ATROCIOUS THINGS IS DIFFICULT. HE FACED THAT PROBLEH HITH 
THE SOVIET UNION AND HITH SOUTH AFRICA. OUR POLICY IS TO 
ENGAGE : HE BELIEVE THERE IS A POTENTIAL FOR POSITIVE 

ALTERATION IN IRAQ'S BEHAVIOR. HE DON'T BELIEVE SANCTIONS 
WOULD LEAVE THAT POSSIBILITY OPEN. IN ADDITION EUROPE 
AND JAPAN HILL FILL ANY GAP LEFT BY OUR SANCTIONS. 
REGARDING HHAT HE HOULD LIKE TO SEE* IRAQ SHOULD STOP ITS 
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ABUSES OF HUNAN RIGHTS AND VIOLATIONS OF U.S. LANS A» 
SHOULD BEHAVE RESPONSIBLY IN LINE WITH ITS CONN1 THENTi 
THE NPT AND OTHER INTERNATIONAL AGREEHENTS. 

5. LAHTOS FOLLOHED UP BY ASKING WHETHER THE 
ADHINIS*TRATION HAS TAKEN UP THE POSSIBILITY OF SANCTII 
HITH OI|R ALLIES IN EUROPE AND JAPAN. KELLY RESPONDED 
HE HAS -DISCUSSED THE ISSUE * AND FOUND NO GOVERNNENT Ii 
INTERESTED IN SANCTIONS. THERE IS AN ACROSS- THE - BOARI 
BELIEF THAT THE HAY TO INPROVE IRAQI BEHAVIOR IS TO Et 
IRAO. OUR ALLIES BELIEVE HE SHOULD HAINTAIN DIPLONAT] 
AND TRADE CONTACTS. 

6. BERHAN HADE THE POINT THAT THE THREAT OF SANCTION! 
IN HIS BILL TO RESTORE IRAQ TO THE TERRORIST LIST AFTi 
THE ADN INSTRATI ON REHOVED IT IN 1982) IS HELPFUL IN 
CHANGING IRAQI BEHAVIOR. BERNAN POINTED TO THE AREA ( 
EXPORT CONTROLS AS ONE IN HHICH SANCTIONS WOULD HURT 

IRAQ: HE ASSERTED THE U.S. EXPORTED DOLS 60 HILL ION 1 
HIGH TECHNOLOGY DUAL USE I TENS OVER THE LAST YEAR . 
HAH1LT0N ASKED FOR A FULL ANALYSIS OF THE BERHAN BILL 
CH.N585): HHAT RESTRICTIONS DOES IT IHPOSE THAT HE Af 

NOT NOH IHPOSING* HHAT EFFECTS HILL IT HAVE ON U.S. 
EXPORTS* AND CAN HE ABSORB A RETALIATORY OIL EHBARGO I 
IRAQ* HHICH HAS BEEN SUPPLYING 8 PERCENT OF U.S. CRUDI 
UNCLASSIFIED 
UNCLASSIFIED 

PAGE OH STATE 136806 

IHPORTS. KELLY AGREED TO PROVIDE AN ANALYSIS. IN 
RESPONSE TO FURTHER QUESTIONING* HE REVIEWED OUR CCC ( 
EXIH PROGRAHS* RESPONDING TO HAHILTON THAT HE HAVE NO 
ON-BUDGET PROGRAHS PROVIDING U.S. TAXPAYER SUPPORT FOf 
IRAQ. OUR PURPOSE IN PURSUING THESE PROGRAHS IS TO 
FACILITATE SALES FOR U.S. EXPORTERS. 

IRAQ- ISRAEL 


7. HAHILTON ASKED WHY SADDAH HUSSEIN HAS BEEN HAKING 
IRRESPONSIBLE STATEHENTS. KELLY BELIEVED IT NIGHT BE 
IRAQI FEAR OF HILITARY ATTACK BY ISRAEL OR IRAN. OR F\ 
BY THE U.S. THERE IS AN ATHOSPHERE OF APPREHENSION If 
IRAQ I*N HHICH EXTREHE AND TNFLAHHATORY THINGS ARF SAII 
ME HAVE DISCUSSED THE HATTER HITH THE IRAQIS IN KAGHDf 
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AND MERE.. AND SENATOR DOLE RAISED THE HATTER H1TH SADDAH 
DURING THEIR CONVERSATION. THE IRAQIS HAVE NOT RETRACTED 
SADDAM'S STATEMENTS. BUT HAVE HADE THEN HORE EXPLICIT. 
SADDAH ORIGINALLY THREATENED RETALIATION FOR ANY ISRAELI 
A11ACK AND BOASTED OF POSSESSING ’DUAL* CHEMICALS . SADDAH 
TOLD SENAJOR DOLE IRAQ HILL RETALIATE AGAINST ANY ISRAELI 
ATTACK! IF ISRAEL ATTACKS UITH NUCLEAR WEAPONS IRAQ WILL 
RETALIATE' WITH CM. 

PROLIFERATION AND STRATEGIC PARITY 


8. HAMILTON ASKED WHAT HE ARE DOING TO STOF THE 
PROLIFERATION OF WEAPONS OF HASS DESTRUCTION. KELLY WENT 
OVER OUR EXFORT CONTROLS ON NUCLEAR. MISSILE AND 
CM-RELATED ITEMS. PLUS OUR MULTILATERAL EFFORTS VIA THE 
AUSTRALIA GROUP AND THE MISSILE TECHNOLOGY CONTROL 
UNCLASSIFIED 

UNCLASSIFIED 

PAGE OS STATE 136806 

REGIME. BENJAMIN GILMAN (R-NY) ASKED ABOUT IRAQ.S SFACE . 
HISS I LE . CW AND NUCLEAR PROGRAMS KELLY TOOK HOST 
QUESTIONS FOR CLASSIFIED RESPONSES STATING THAT WHILE 
IRAQ'S CIVILIAN NUCLEAR PROGRAM IS UNDER IAEA SAFEGUARDS. 
THE ATTEMPT TO PROCURE MIL I TAR' -APACTORS LEA S US TO 
BELIEVE IRAQ IS ACTIVELY PURSUING A NUCLEAR H EAPONS 
CAPABILITY. HOWEVER. HE NOTED THE THOROUGHNESS OF THE 
REGULAR IAEA INSPECTIONS FOR POSSIBLE DIVERSION OF 

SAFEGUARDED FISSILE MATERIAL. REGARDING MISSILES. IRAQ.S 
RODIFIED S'UDS HAVE A RANGE OF SSO-600 KM AND CAN REACH 
ISRAEL. KELLY COULD NOT RULE OUT THE POSSIBILITY THAT 
IRAQ HAS CHEMICAL WARHEADS FOR THESE MISSILES. 

9. HAMILTON ASKED FOR IRAQ'S POSITION ON ARHS CONTROL 
KELLY SAID IRAQ IS A PARTY TO THE NPT AND CENEVR 
CONVENTION. AND IS AN OBSERVER AT THE CD IN GENEVA. 
HAMILTON ASKED FOR THE ADMINISTRATION'S ATTITUDE TOWARDS A 
RIDDLE EAST REGION-WIDE BAN ON WEAPONS OF MASS 
DESTRUCTION. KELLY RESPONDED THAT HE WOULD LIKE TO SEE 
THE REGION FREE OF SUCH WEAPONS. IT IS OUR UNDERSTANDING 
THAT ARAB COUNTRIES MOULD ONLY PARTICIPATE IF ISRAEL 
DOES. HAMILTON ASKED WHETHER WE OPPOSE AN ISRAELI NUCLEAR 
WEAPONS CAPABILITY. -KELLY RESPONDED WE HAVE URGED ISRAEl 
Til JOIN THE NPT. 
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to LANTOS POINTEO TO AN ARAB EIGHT-TO-ONE ADVANTAGE I 
CONVENTIONAL ARHS OVER ISRAEL > AND ASKED WHETHER A STAT 
PALING SUCH A DISADVANTAGE COULD DISPENSE WITH A 
DETERRENT. KELLY RESPONDED THAT THERE ARE THREE ROUTES 
DETERRENCE DEVELOF WEAPONS OF HASS DESTRUCTION. ALLY 
ONESELF WITH A STATE THAT ALREADY POSSESSES SUCH WEAPON 
OR NEGOTIATE NUTUAL REDUCTIONS OR ELIHINATION OF THESE 
WEAPONS. 'LANTOS RECOUNTED THAT HE SUPPORTED ISRAEL'S 
STRIKE ON *THE OSSIRAK REACTOR AND ASKED WHETHER KELLY 
AGREED THAT THIS PREVENTED THE WAR WITH IRAN FROH GOING 
UNCLASSIFIED 
UNCLASSIFIED 

PAGE 06 STATE 136806 

NUCLEAR. KELLY DISAGREED. STATING THAT THE ADHINISTRAT 
HAS NOT CONVINCED IRAO WAS CLOSE TO DEVELOPING NUCLEAR 
IXAPONS. KELLY NOTED US 1*81 CONDENNATION OF THE TUWAI 
RAID. HAHILTON ASKED FOR A FULL ANALYSIS OF REGIONAL 
FINANCIAL SUPPORT FOR IRAO. 

HUNAN RIGHTS 


11. JAN HEYERS ASKED FOR ADHINISTRAT I ON VIEWS ON 

H. CON. RES. 298. CONDENNING IRAQ'S HUNAN RIGHTS RECORD. 
KELLY REPLIED HE SUPPORT THE RESOLUTION WITH ONE CHANGE 
LANGUAGE I WHICH HAHILTON READ OUT: CHANGE CONDENNATION 

FRON 'CONSISTENT PATTERN OF GROSS VIOLATIONS OF 
INTERNATIONALLY RECOGNIZED HUNAN RIGHTS STANDARDS* TO * 
GROSS VIOLATIONS. .*1. HEYERS ASKED WHETHER CONGRESS 
SHOULD SHY AWAY FRON H. CON. RES 298 IN LIGHT OF SENATOR 
DOLE'S WAR: INC THAT CONGRESS SHOULD WEIGH CAFEFULLY THE 
EFFECTS ABROAD OF RESOLUTIONS SUCH AS THE JEFU-ALEH 
RESOLUTION . KELLY REITERATED THAT WE CAN SUPPORT THE 
HUNAN RIGHTS RESOLUTION IF IT IS AHENDED . 

12. DEN JAN IN GILNAN (R-NY) ASKED ABOUT KURDS IN IRAO. 
KELLY GAVE A BRIEF OVERVIEW AND STRESSED OUR CONCERNS 0 
THE USE OF CW TO SUPPRESS A KURDISH REBELLION AND THE 
RELOCATION OF 500.000 KURDISH VILLAGERS. KINNITT 
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to i Larry OrgsMon 

Chief, Fraud faction 
Criminal Diyiaion 

Uni tad Stataa Department of Justice 

FBOMi II loan ta» A* Rukatala 

Uni tad Stataa Attornay 
Northern District of Gaorgla 

STt Gala HcKansia 

Assistant Uni tad Statas Attornay 

Mi Notice to OSOA of Iraqi Complicity in Criminal 

Violations 


This memorandum is submitted in response to your request for 
information to prove an oral briefing to the USD* Office of General 
Counsel prior to their Friday meeting with Congressional 
representatives . 

This office continues to support the Northern District of 
Georgia/Department of Justice, April 24, 1990 decision to give 
written notice of Iraqi criminal complicity to the USDA Office of 
General Counsel as follows t 


Flaase be advised that the Department of 
Justice has developed credible evidence in 
connection with the Banco Basionale del Lavoro 
(ML) Atlanta investigation which shows 
criminal complicity of certain Iraqis who were 
also involved in the CCC program. 

As we previously discussed during our meeting 
of February 23, 1990, various Iraqis are 
implicated in a scheme to defraud BML, to 
demand after sale services from exporters 
receiving CCC guarantees, and to collect 
payments from non-CCC exporters. 
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t The written notice My be important to avoid any i 

mis understanding, a Inca naithar Ganaral Counsel Raul nor Assi 
General Counsel Broach acknowledged prior briefings on the exi 
of Iraqi complicity discussed with them on February 23# 19f( 
fact# the US DA General Counsel's Office had bpen advised ol 


\ examples prior to their October# 1989 release of the first FI 


l! 5 ' 


ir 


$500 million in Iraqi CCC guarantees. 

^ — — An interesting segment of testimony in this regard wi 
revealed during any trial on the proposed Northern Distri 
Georgia criminal indictMnt. In November 1989# when BN 
attempting to negotiate at least partial collateralisation < 
over $2 billion of credit extended through the Drogoul/Iraqi t 
to defraud# the Iraqis simply laughed. They cited the "cleai 
of health" just provided by the United States g ov ernment t! 
the October# 1989 extension of $500 million in CCC guarantei 
The currently proposed oral briefing of USDA raises 
concerns of this office. First# is the Rule S(e) abi 
restriction on dissemination outside the criminal arena. S4 
is any possibility that release of lnfoxMtlon in this cri 
proceeding could be sade public in violation of Northern Dii 
of Georgia Local Rule 115-2. We have raised with Assistant Gi 
Counsel Kevin Broach the fact that a direct quote from a 
Northern District of Georgia briefing was published J 
agricultural trade journal. 

However# regardless of the concerns of this offic 
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certainly •ekAMltdgt DOJ'i dteiilon to pr oceed with an oral 
briefing and provide tha following information as requested! 

• 

1* Falsa stat a nants ralating to CCC programs PL 
490 and GSM 500 will ba inclodad in tha Initial 
Mortham District of Gaorgla indictment, if tha 
Grand Jury concurs , as will as falsa Statanants 
ragarding tha proposad sala of GSM 102 and 103 
assignaants to Louis Drayfus. Tha falsa making 
of USDS CCC Paynant Guarantaas and writings in 
imitation tharaof in violation of Tltla IS, 

Uni tad 8tatas Coda, Sac t ion 493 will also ba 
included. Saa Northern District of Gaorgla 
Prosecution Memorandum (Pros Memo pages 1 and 
2 ). 


2 . Iraqis who were also involved in tha CCC 
program are proposad as defendants in tha 
initial indictment. Saa Pros Memo pages 9 and 
9 and exhibit 35. Details of criminal 

complicity of various Iraqis in a schema to 
defraud SSL, to desund after sala services from 
exporters receiving CCC guarantaas and to 
collect payments from non-CCC exporters are at 
page 43 through 93 of tha Pros Memo. 


There is a non-grant jury source for all 
3 
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lnYO lvun t in Section VZ B, VZ SI and VZ E4 
through lino 22 on page 62 (pngo 43 - 50 and 
60 - 62, lino 22). Tht grand Jury was oaad to 
obtain documentary evidence of facta aat forth 
in Sections VZ E2, VZ S3, and VZ K4 lina 23 on 
paga 62 to concluaion of VZ B4,. although 
ganaral information regarding the nature of 
auch pa y ma n ta vaa obtained prior to uaa of 
grand jury aubpoanaa. 

3. The fact that Zraqi officiala involved in the 
CCC program aa identified in the Proa Memo have 
travelled to the United Statea and elsewhere 
to commit Crimea in violation of 0.8. law will 
be revealed in northern Diatrlct of Georgia 
indictmente and/or triala • The fact that theae 
Iraqi officiala "had to know" that their acheme 
to defraud BML resulted in materially falae 
atatementa to U.S. agenciea and departnenta, 
including the Federal Reserve and U.S. 
Treasury, will alao become public. 

Zt la our understanding that no portion of the infon 
developed during the course of the Northern District of & 
criminal investigation and provided by DOJ to USD* General Cc 
Raul will be released outside his department. Of course, 
office and DOJ wish to avoid any possibility of preindic 
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disclosure of punitive defendants or improper public disclosure of 
eny other information gained pursuant to a criminal investigation. 


5 



680 


HS'U*'*. 



OKPAftTMCNT OF MMCULTUM 00004 

OmCI OP TX* MCMCTAItV 


May 7, 1990 


MEMORANDUM FOR LEON SNEAD 

Acting Inspector General 

FROM: Richard T. Crowder 

Under Secretary 

SUBJECT: Iraq GSM-102 Program 


As you are aware, a team with representatives of FAS, CCC OGC and the Sta 
Department met with Iraqi officials in Baghdad during the week of April 16, 1990 in 
furtherance of our administrative review of the GSM-102 program for Iraq. I undent 
that on Friday, May 4, the team briefed you and your staff on those 

1. In the course of those discussions, representatives of the Government of 
Iraq disclosed that Iraq had, during the period 1967-1909, requested and, in some cast 
received so-called "after-sales services" from US. exporters participating in the GSM-1 
program. Based on information we have received from the trade in the past, these 
requests have been for a number of different benefits: cash rebates or discounts, 
agreements to use certain Iraqi shipping lines, additional agricultural products, and, is 
some cases, non-agricultural items (e^ truck or air conditioning equipment). Accort 
to the Iraqi officials, this practice occurred primarily in conjunction with sales of worn 
products, but we understand that requests for aftersales service have been a common 
strategy of many Iraqi state enterprises. Iraq identified several U.S. exporters in the 
wood products industries that provided after-sales sendees in conjunction with specific 
GSM-guaranteed contracts. That information has been provided to your office. 

The pro v ision of aftersales services in conjunction with GSM-guaranteed sales 
could constitute a violation of program regulations if the exporters did not subtract tk 
value of the 1 benefits from the contract price at the time that it reported th 

"port value" of the sale to CCC when registering foe the CCC guarantee. As you too 
the regulations require that port value be reported net of any "discounts or allowance 


581 


000C68 


1 1 bunion request that the Office of the In spe ct o r General institute an 
invtfrifarinn of tho ex por t e rs identified by the Government of Irac^ and of U-S. wood 
product salat to Iraq in general to dataradna tha extant of this problem, and to 
determine whether than haw* bean any violations of the GSM regulations. Moreover, I 
would be interested in tha views of your office about tha need to pursue a more 
coaprehamiro study to determine whether this type of practice map have occurred in 
other sectors of the trade, or in transactions with other countries. . 

2. As a result of our administrative review, it also appears that certain U.S. 
aaporter s participating in the GSM-102 prot ram for Iraq may have included freight 
charges in the F.O.B. prices they submitted for the CCC guarantee at a time when such 
charg e s ware not authorized under the GSM program. Again, tha specific information 
available to us was provided to your office at last Friday's briefing. I would request that 
OKj investigate this m a tt e r as well to determine the extent of the pest problehi and 
whether this practice continues to be a factor in any other areas of the GSM program 
where freight chargas an not cumntly authorized to be mdoded within the guaranteed 


cc Alan Charles Raul 
General Counsel 


2 . 
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Memorandum 




Om 

Notice to USDA of Iraqi 


Complicity in Criminal Violations - 
Additional Information 

May 7 # 1990 


Larry Urgtnion Kimantas A. ftukstele 

Ctilaf , Fraud Faction United States Attorney 

Criminal Division Northern District of Georgia 

United States Department of Justice 

BYt Gale McKenzie 

Assistant V.8. Attorney 


Attached please find a USDA report regarding an 
administrative review of the Iraq GSM-102 program. We understand 
this report aty be used as a basis of a Congressional briefing. 
This report reinforces the position of this office that USDA 
should be notified in writing of Iraqi complicity in criminal 
violations as set forth in our 4/27/90 and 5/4/90 memoranda to 
you. 

Past communications have clearly been "misunderstood" by 

USDA as the report totally ignores specific' information provided 

in person to General Counsel Kaul and Assistant General Counsel 

Brosch on February 23, 1990. Page 13 of the report apparently 

alludes to that meeting only in vague terms without acknowledging 

the specific Information provided! 

At an ensuing interagency meeting, it was 
learned that the Atlanta investigation was 
unlikely to produce Indictments or to 
disclose information in the near term. 

As you will recall USDA wa* specifically advised of millions 
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cf dollars in after sale services demanded and paid by C 
tobacco companies in connection with CCC guaranteed shipments 
Iraq. See page 55, Pros Memo. Not only does the USDA rep 
fail to include this relevant information, it also relies heaV 
upon current Iraqi statements that after sale services u 
limited to the timber industry - statements USDA has to know 
false in light of our February 23, 1990 briefing set up 

Assistant to the Attorney General, Mark Richard. See page 
USDA report. It is difficult to understand how the April 
22, 1990 four days of USDA/Iraqi meetings can be characterized 
page 31 of the USDA report as "marked by a very high degree 
cooperation and disclosure on the part of Iraq" when USDA k 
they were being provided false information by the Ira 
regarding the extent of after sale services. 

Of further, interest is the statement in the USDA report 
page 30 that implies USDA "very recently" learned Iraqi 
charging tax stamp fees on CCC guaranteed exports. In fact, U 
was aware of tax stamp fees before that committed the first $ 
million for Fiscal Year 1990 in CCC guarantees for Iraq. 

Also of concern is the omission from the USDA report of < 
reference to the fact that Mssrs. Raul and BroSch were advised 
February 23, 1990 that Iraqis who were also involved in the < 
program are subjects of the criminal investigation because tl 
were involved in a scheme to defraud BNL and to collect milli< 
in payments from non-CCC exporters, as well as to demand aft 
sale services and tax stamp fees. The USDA report simply d< 
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not deal with the fact, aa diacusaad with US DA on February 23, 
1990, that Iraqi officials involved in the CCC program have 
travelled to the United States and elsewhere to conlt crises in 
violation of U. S. lav. neither is it clear that these taav 
Iraqi officials Involved in the CCC prograa "had to know" that 
their scheme to defraud BMC resulted in materially false 
statements to United States agencies and departments, including 
the Federal Reserve and United States Treasury. 

This office certainly recognises that we do not "make 
policy", nor do we seek to do so. However, when relevant 
information is shared with policy makers and we have reason to 
believe that such information is being "misunderstood" to such an 
extent' that Cpngress may be mislead, it seems appropriate to 
correct any such "misunderstanding" before the remaining $550 
million in CCC guarantees for Fiscal Year 1990 are extended to 
Iraq. S ince oral briefings by the no rthern District of Georgia, 
United States Attorney and Assistant United States Attorney in 
your presence were not successful , we have no recourse other than 
to recommend written communication. 

As you know there have been numerous newspaper articles 
alleging unwarranted Iraqi favoritism by the administration. It 
would be unfortunate indeed if this office which has diligently 
pursued the investigation should be set up as a "scapegoat" 
through unfounded allegations of non disclosure. 
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DEPARTMENT Of AGRICULTURE 
or ncr or nr '4 crirTAnv 
WATttHNCrON, O.C. 203!>0 

May 8, 1990 


MEMORANDUM FOR LOON SNOAD 

Acting Inspector General 


FROM: 


SUBJECT: 


Richard T. Crowder 
Under Secretary 

Iraq GSM-102 Program 


As you are aware, a team with representatives of FAS, CCC, OGC and the State 
Department met with Iraqi ofTidals in Baghdad during the week of April 16, 1990 in 
furtherance of our administrative review of the GSM-102 program for Iraq. I undcrstai 
that on Friday, May 4, (lie team briefed you and your stall on those meetings. 

1. In the course of those discussions, representatives of the Government of 
Iraq disclosed that Iraq had, during the period 1987-1989, requested and, in some cases 
received so-called "after-sales services" from U.S. exporters participating in the GSM-10 
program. Based on information we have received from the trade in the past, these 
requests have been for a number of different benefits: cash rebates or discounts, 
agreements to use certain Iraqi shipping lines, additional agricultural products, and, in 
some cases, non-agricultura! items (c.g, truck or air conditioning equipment). Accordir 
to the Iraqi officials this practice occurred primarily in conjunction with sales of wood 
products, hut we understand that requests for after-sales service have been a common 
strategy of many Iraqi state enterprises. 

The provision of after-sales services in conjunction with GSM-guaranteed stiles 
could constitute a violation of program regulations if the exporters did not subtract the 
value of the additional benefits from the contract price at die time that it reported the 
"port value" of the sale to CCC when registering for the CCC guarantee. As you know, 
the regulations require that port value be reported net of any "discounts or allowances." 


OOIli J i 


I therefore request that the Office of the Inspector General institute an 
investigation to determine whether there have been any program abuses and violations of 
the GSM regulations. Moreover, I would he interested in the views of your office about 
the need to pursue a more comprehensive study to determine whether this type of 
practice may have occurred in other sectors of tl»c trade, or in transactions with other 
countries. 

2. As a result of our administrative review, it also appears that certain U.S. 
exporters participating in the GSM- 102 program for Iraq may have included freight 
charges in the F.O.B. prices they submitted for the CCC guarantee at a time when such 
charges were not authorized under the GSM program. 1 would request that OIG 
investigate this matter as well to determine the extent of the past problem and whetlicr 
this practice continues to be a factor in any other areas of the GSM program where 
freight charges arc not currently authorized to be included within the guaranteed 
amount 


cc: Alan Charles Raul 

General Counsel 
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ftltphoM Call Had* by Craig Naidwp f laaittut I np a ct or 
fltMral for ZiTMtigatiou, 0.1. Dapartant of Agrioultmre 

5/8/90 Nemo of Telephone Coll 

Call to Larry Urgenson, Chiof , Fraud Section, Criminal Division 
[Dapartmont of JUstioe] 

I told Urgenson that I had diacussa d USOA admin raport with Dick 
Allan [ ] . Ha vara conoaraod that raport did not raf lact all 
information concerning aftar solas sarvicas, ate. It gava vary 
incomplata pictura of Iraqi involvement, ate. I said I vas 
concarned that USOA getting ready to issue report, brief Congress 
and I thought the U5DA and DoJ [Department of Justice] could be 
embarrassed. I said it vas important that someo n e brief Raul and 
Crovder. . . . Urgenson said he understood my ooooem s and vould 
discuss them vith his boss, the Dep[uty) Assistant AG [Attorney 
General]. Mould get back to me. 

^/?6 


'~zr /S/ Up**- /fa y- 

CmM 
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Ttl tptoii Call MU* by Craig Mavehttf, Uaiattit Imspeotor 
Oemeral for Iaveat igetioes , o.i. Oapartaast of Agriculture 

5/10/90 Iraq 

Talkod with: Larry Orgonaon Chief, Fraud Suction [Criminal 

Division, Department of Justioo] 

I called Urgenson as follow-up to ay call to him on 5/S. 

I told Urgenson that Leon Snead had told Allen Raul to hold off 
issue of USD* admin report [Administrative Review] . Raul wanted 
meeting ?and one set up today at 4:00 pm with Raul and Under Sec. 
Crowder. At that meeting Z was going to raise problems with USDA 
report re: after sales services, rosy picture of Iraq. Urgenson 

said good, said DoJ to send letter to Department. 


/ 
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L.V Dtptnmcfu of Juwkr 
Criminal DiviMon 


0*Hm «f 0»f»ir / 


0 C ) 0 JM 


isxai azziszu irir 


MAT ie no 


Mr. Alan Curias Raul 
$M*rtl Csunssl 

®»*ted «tataa Department at Agriculture 
Administration Puilding 
Room 243V 

14th t Independence Avenue, l.w. 
Washington, o.e. 30290-1400 


Dear Mr. Rauli 

Following up on tha dissuasion you had an tha oaaa subject 
rj*5 ot tha Oapartaant at Justice an ntnary 31, 

v * »»* » auamariae tha stata at our eurrant investigation* 
tha activities at tha Ounco Naslonala dal iivoro rivL] aa It 
complicity of Iraqi nationals. In this 
roqard, tha tnited States Attorney for tha Northara Oistrlet of 
5“ ***• DaP»«aant of Juatlea that 111 offlea has 

“• v *-?P* d e r ^ 1 • avidonca shoving eriainal coaplielty on tha part 
of ctrtian Iraqi national! involved in tho emodity Cradit 
< C \ C1 . I T >,r “- I" 5 !* •PACifically, various Iraqi* ara 

a l " 5 ,e \ M * to dafraud BKL of 93 billion in eredit 
to demand aftar-oala aarvleao and tax staap faaa froa. >J* 
c * rs * ln t^phar and tqpasso and oth er exto rter* 

tae«^-nq C-. guarantees, and to eollaet payaont* froa non-css 
■v x ?? r6 *5"’ * S# *taqi offlelala involved in tha ccc proqraa ara 

*° t* v * travdllod to tho United States and elsewhere to 
in k v *«i«tlon of U.S. lav. Tho United states 
involved r ** ,on *• believe that tha Iraqi offlelala 

M'^ 858 »*•«/“ h « d to knov- that thoir aehaaa to 
wwi 1 t in tatarlally falao etataaant* being aada 
£.aw.’ rt n*iV2f , .* , l“ C i!! ,M d «P*ft»ant*, including tho radar* 1 
&i-ad states* ,Ut ** Tr ** ,ur V« «d tha txport-Iaport bank of tha 


**** . United Statas Attorney's Offloo'o eurrant prosecutorial 
rooaaaandatlens are consistent vith those previously disclosed to 
«M"d jyry concurs , ho anticipates that falsa 

'nitiai ccc P r ??*»■« vlll be ineludad in an 

??f , ** * 9 *tharn oistrlet of Saorqla lndietmant, as vail aa similar 
Ml » ot MX 103 and 103 assignments. The 
raise mak.nf of CCC Payment Guarantees and vrltlngs in imitation 
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ULwrrga flmciAl Mg 

thimf In violation of Titlo II, United ftotoo Cod#, faction 491 , 
will aloe bo charted. The promoted prosecution lo currently belnf 
rovlavod within the Department of Justice. 

The United ftatao Attorney aloe expect# guilty pleao to VfOA 
count# from two eubjecto lamedlately upon return of the indictment. 

These plea# will involve the larfe hlckbacko te DML- Atlanta 
employee# and coconapiratoro whom the United State# Attorney's 
Office previously indicated as having been paid out of the itas 
Sntrade ccc fuarantaed "com deal". 

raise otatamento to the rodcral Deserve, U.S. Department ef 
Treasury, the Import Import Sank ef the United States and the 
General Accounting Offleo resulting from illegal concealment cf 
almost 91 billion of unauthorised extensions cf credit te Xrag by 
DHL-Atlar.ta employees may also Included in the proposed charges, 
as veil as ether violations. 

The information that the United States Attorney discussed with ] 
you in February regarding the several million dollars in after-sale | 
service payments te the Iraqis by certain U.S. tobacco companies * 
continues to be relevant. Tobacco exporters under the GSM 101 and % 7 

101 programs had paid ever fl.l mill ion in after-sale services in 
addition to seme 9909,900 demanded on non-CCC guaranteed shipments. 

The Iraqi demands on the tebacce industry became so oppressive that 
tebaccs companies as a group refused to pay at the Increasingly 
higher rates. You may wish to take these facts into account in 
assessing the information provided by Iraqi officials during your 
meetings in Saghdad on April 19-13, 1990. 

Also of intorsst to the United States Attorney's Office io the 
routing of these payments through Dulgarle, tngland, Germany, 
Austria, Francs and ether countries. Likewise, it is believed the 
Iraqis attempted concealment ef payments demanded from non-CCC 
exporters by routing such funds through off-shore, nominee 
companies. Many cf the Iraqi officials Involved in the scheme to 
defraud DDL and te obtain funds from non-CCC exporters were 
involved in the CCC program activity. ^ 

Criminal prosecution of the following Iraqi officials, among j 

others, is under consideration: Sad lk M. Ta ha, Olreetor General i 

for Agreements and Loans, central Dank of Iraqi Raja Massan All, , 

Director General, economic Department, Ministry of Industry i ! 

Abdul ahad Petraus Toma, Officer of Central Dank ef Iraqi Dr. Abdul 
Hunan Aaaheed, Director General for Investments , Central Dank ef 
Iraqi Ashed Al-Dulaml, Under Secretary, Ministry of Industry end 
Military Manufacturing! and Dr. Safa Al-Nabobl, Director General, 


limns orriciAL m 



608 


S 


mrmp omciAi mi 

CmiUKi Ministry ef industry snd Tree ident/ Chairman ef 
TOC snd Fresldent sf Matrl*»Churchlll, U.X. Messrs. Tshs snd 
ftseheed sifnsd ttfL-Atlemta/CCC sfreeasnts snd Tshs snd nil vers 
n s s hsrs sf Xrsfl dslsystlsns ts nsfotists the CCC fusrsntsss. The * 
United Ststss Attorney's Offies believes that these individuals ; 
specifically hnev thst the CCC trsnssetiens snd ether extanslene \ 
sf credit vers net eutherlsed by SSL* Seme snd thst esen test ? 
sstiens ts cone eel such trsnssetiens free SN1» ss pert ef their | 


Zn recocnltien ef the pel ley dee Is leas vhleh you cust ret eh 
refsrdlny extension ef additional CCC export fusrsntees ts tret, 
the United Ststss Attorney's Office verklnc vlth the inspector 
Ceneral's Office in Atlanta has continued to share indorsation vlth 
your office, to the extent permitted, since the crinlnal activity 
et llfWtlanta van discovered in August 1919. however, ve suet 
stress thst the information snd metefrlals provided te you relate 
te an onfolnf criminal lnvestlcatlen and should not he disclosed. 
Moreover, ve veuld appreciate if you veuld restrict dissemination 
of this information vlth in USOA to the eatent possible. 

Sincerely, 

/L — / 

Mark N Klehard 

0.9uty kaalstant Att.m.y 

Criminal Olvl.i.n 
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May 16. 1990 


MEMORANDUM FOR RICHARD T. MCCORMACK 

UNDER SECRETARY OF STATE 


EDWARD S.G. DENNIS. JR. 
ASSISTANT ATTORNEY GENERAL 


TIMOTHY DEAL 
SPECIAL ASSISTANT 
TO THE PRESIDENT AND 
SENIOR DIRECTOR 

INTERNATIONAL ECONOMIC AFFAIRS 
NATIONAL SECURITY COUNCIL 


FROM: 


Richard T. Crowder 
Under Secretary 
International Attain and 
Commodity Program! 

Alan Charles Rani + 
General Couaael 


SUBJECT: 


Report of Administrative Review of Iraq OSM 


Attached lor year review and clearance b a draft report of USDA*i administrative 
review of certain traanctione in coonectioo with the OSM program for Iraq. We intend 
to release tide d ocument to the House and Senate Agriculture Committees, and make it 
available to the public, together with an executive summary and a press release. We 
believe it b essential to pet these bets and coochisioos out to the public as soon as 
possible* 

In essence, after fatterviewby Iraqi agriculture officials and certain US. shorten, 
and reviewing certain bank records, exporter records and Iraqi record^ we have 
c oncluded that certain Iraq GSM transactions improp er ly included freight charges within 
the amounts that were registered with USDA. In addition, the evidence suggests that a 
number of exporters provided Iraq with "after sales services* in pomibie violation of the 
OSM regulations. 



m 


1 


Ou rprmiuU aaa would ohoaaoo ibat uadi ibo nirfirina atom tmpten 
praptm JvoTtaJjnt ao fatbJftnaMnlor InqtriOb* IZoaoaiSbla.** 

W« would Hka » aafct tbo rapon pubtidy aoaBabla and box (bo pm raboat by 

aolooortban dooo of b u ri a n o tbio Friday, My U. • — ■"-[■) mil mbiiiImi 

your eoawwatt tad daaraaca by ao latorlbaa aooa. Tbunday. May 17. rttaocaataci 
Alas Raul as 44T-3SSI abb your mpoma. 
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UN CLASSI FIED 


May l| t 1990 


MEMORANDUM POR BRENT SCOWCROPT 
THE WHITE HOUSE 


Subject: Options Papsr on Iraq 


Attached is a pa par containinq a list of options for 
raspondinq to roctnt actions and statements by tho Government 
of Iraq. It was prsparsd at tho request of tho Ooputios 
Committee, which not on April II, 1990. Wo ash that you pass 
this papar to Robart Gatos for his review, and circulato it to 
obtain tho views of Ooputios Committee members and concornod 
aqoncios in advanco of furthor discussion by tho Ooputios 
Commit too. 


/J. Starfeton Roy 7 
ylUocutivo Socrotary / 


Attachmont : 

Options Papor 



UNttSfegfflED 
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iiifli aaisms 

Th« following list of options Cor responding to rscsnt 
actions and statements by Iraq was prepared at the request of 
the NSC Deputies Committee. which met on April It, 1990. The 
only intention is to be coop rehens ive: the list does not 

advocate any particular option or qroup of options. It offers 
a ranqo of choices from the largely symbolic to e virtually 
total economic embargo and political breah with Iraq. (A 
non-proliferation PCC will develop specific options for steps 
in the area of export controls and licensing.) 

rrottomic 

tin Purchases: The largest benefit Iraq receives from 

the United States is through our oil purchases, which coaid 
total more than $3 billion in 1990. PRO: Oil provides the 

wherewithal for Iraq's efforts to develop its own 
non-convent ional military production capacity. A total ban on 
U.S. oil purchaaes would have some short-tern impact. CON: tn 

the longer run. Iraq would soon find other buyers. Such action 
might also have an impact on U.S. oil prices. 

rcc srooran : This is the largest program we currently have 

with Iraq. All the sanctions legislation on the Mill, aside 
from Inouye-Kasten. exempts CCC. PRO: Since Iraq's record of 

repayment on CCC-guaraateed leans is good and US&A's review 
will probably give Iraq a fairly clean bill of health, 
suspension of CCC at this point would be a strong political 
statement. CON: It would violate our policy against using 

food as a political weapon and hit some U.S. agricultural 
exporters hard. It might also lead Iraq to default on 
CCC- insured loans. Other countries would sell these 
commodities to Iraq. 

tn January the President waived the statutory 
prohibition on Sxim programs with Iraq. The program could be 
cut off by rescinding or suspending the waiver. PRO: It would 

be a clear, relatively easy to accomplish public gesture 
containing a political message. CON: The Ex in facility is not 

essential te the Iraqis, but its suspension would harm some 
U.S. prodecars. 

Llctsilse/TradH Current controls on exports to Iraq are 
already very restrictive, but new controls could be added to 
ban sale of all possible dual use items. Congress is 
considering new controls to ban such sales to all states ia the 
region, including Iraq. A non-proliferation ICC will look at 
possible options in this ares in the near future. 
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PRO: It would its* • strong signal, 

-niii Thl« “WW « victual and to rolatlona with tcif. 

S" alliiS 22ld not go aloof and. indood. ^uld jump la to 
cako our place wherever thay could. 

p'l.irifftti - amitm 

s educe MUU1 staff : PRO: withdrawing ouc Ambassador or 

reducinotmbassy staff <“* th parallol reductions at the Iraqi 
embassy here) would clearly demonstrate our displeasure to tho 
COM: It would (urthar limit our ability to work in 

Baahdad and atraln aa Eabaaay state that ia alraady 
short-handad. Removing othar Embassy atatf (tho OATT. for 
esample) wSuld not impress tho Iraqis but could aartoualy 
raduca mission effectiveness. 

n.iturti! USIS runs savaral programs. iacludlnf a 
salt -sustaining and vary popular Cnfliah instruction program 
and a small numbor of aschanfaa. tt also plans to halp 
establish a Baghdad haadquartara for O.S. archaolog lata working 
in Iraq. PRO: Cutting thaao program* would bo a symbolic 

gasturo. COM: # tta only substantive impact would bo oa tba 
parsons involved. 

MorcMMi: Iran had its first-eves consultations 

With OCA tils year and espresso* latoroat in getting OO 
^rainino for S ISI 1 1 MSOSl Of ppliCO Officers. PBOt 
Cancellation of the training would, again, have soma symbolic 
importance. COM: It would have little practical affect for 

tho Iraqi Government. 

...•nia*"** connotation: Intelligence aachangas have 

waned since the GulfWar ceasefire. PRO: Thay still provide 

TJJ2 - With limited information on Iranian military activity that 
w^Jld be missed. COM: Ending this contact would close off our 

vnry limited access to this important segment of the Iraqi 
establishment. 

. — Mnnnaaa i Saddam Mussain likee tho personal 

touc^ PRO: A carefully eraftad aasaago from the President 

could be affective if it hit hard on our hey concerns, 
oroliferation and regional tension (conflict through • , 

S tcilMUtion by .Hher Ira, or Israel). but .ls* • 

continued doslro fof inpeoved r«UtioM. COH. It could to 
construed hero hoinf soft oo Saddoa. 

ivsfli QaafljtiliftB : Tho political oppooitioo to Saddao t.nd 

»b| sa *sth Pscty " such as it is* is down-ot-tho-hoolio aott.y 
in eaile. and (apart from some Kurds! lacks a tel lowing U 
l?ao we could, nonetheless, find some public way to 
acknowledge it - the Kurds especially. There is little to 
recommend this option. 

UNCLASOFIED 
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eCLUICAL - MULTILATgMAL 

2^X1 Toward «QfMlin»ifli with 1 hq: PBO: A change in 

policy toward a more neutral or even pro-Iranian stance in 
intornat ioiral fora (UM8C* IMP* Mo rid Bank* etc.) would bo a 
strong signal. COM: It also would sand paranoia-meters in 

Baghdad off the end of the scale. It would raise basic 
questions about our policy ia the Gulf and the region as a 
whole that would have to be addressed here. Iraq's reaction 
would be unpredictable. 

T«olatn Irao : Me could use diplomatic pressure with our 

friends in Cairo* Amman, and Sanaa to encourage resistance to 
Iraq's efforts to make itself a political and military leader 
of the Arab Morld. PMO: This would help limit Iraq's 

influence. COM: It could bring an unpredictable reaction from 

Baghdad and could* in .fact* backfire in important Arab capitals. 

Uvmmn tight* : Me could sponsor or encourage further action 

on Iraq's huma£~rights record bilaterally and in a number of 
international fora. PMO: Me have already criticised Iraq's 

human rights policies on the record* and Saddam is clearly 
sensitive to such criticism. COM: It would be difficult to 

get Honaligned support for further action on Iraq in 
international organisations. Saddam has demonstrated time and 
again that he will not allow public pressure* especially from 
foreigners* to influence his behavior. 

set inn with Allies: Possible joint action on Iraq 

would be an appropriate subject for consultations with our 
allies and for consideration at the Houston economic Summit. 

PltO: Concerted steps by the United States* Mastern Europe and 

Japan on such issues as technology transfer would be of much 
greater concern for the Iraqis than anything the U.S. might do 
unilaterally. COM: Consensus on concrete measures would be 

difficult to achieve* and failure to agree on serious joint 
action could even encourage the Iraqis to ignore our concerns. 


UNCLA88OTEI 
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NATIONAL SECURTTY COUNCV. 


W*>t QTON OC i 


May 17, 1990 


ACTION 

MEMORANDUM FOR BRENT SCONCROFT 
THROUGH: RICHARD N. HAAS 

FROM: SANDRA CHARLES#' 


•• 

sw® 


SUBJECT: NSC/Daputlas Coaaittaa Moating on Iraq 


Attached at Tab I is a aaa orandua to tha Daputias Coaaittaa 
principals forwarding a PCC options papar on Iraq (Tab A) taskad 
by tha April 1C NSC /Daputias Coaaittaa Mating. Tha papar 
providas a listing of all US political and aconoaic prograas that 
could ba usad as posslbla lavaraga to raspond to racant Iraqi 
actions and stataownts. Tha aaao asks for agancy positions on 
thosa options ralatad to thalr spaclfic programs by Nadnasday, 

May 23, 1990. 

Tia Daal concurs. 


That you sign tha aaaorandua at Tab I. 


Attachaants 

Tab I Nno to DC Principals 
Tab A PCC Options Papar 


Aru4 them ‘ m **mm o 
mrm \ZM 
M B Vr fsw Kmrs Caro 
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MEMORANDUM TOR DR. CARNES LORD 

Atiittm to the Vico President for 
National Security Affairs 

MR. ROBERT KXMMTT 

Under Secretary of Stoco for Political Affairs 
Department of State 

MR. CHARLES DAL1ARA 

Assistant Sacra*. ary for Znternatatlonal Affairs 
Department of Treasury 

Ml. PAUL NOLTONIT* 

Ondor Sac rat ary of Dofonso for Policy 
Sapartaane of Defense 

ms itfMHTt s tain 

under Socrocary for Export Administration 
Department of Ccamerce 

Ml. RICHARD T. CROHDSR 
Under Secretary for Zntornational Affairs 
and Cossiodity Programs 
Department of Agriculture 

Ml. RICHARD J. KERR 

Deputy Director sf Control Intelligence 
Central Intel ligance Agency 

ADMIRAL DAVID C. JXREMXAI 
Assistant to the Chairman 

Joint Chiefs of Staff 

SUBJECT: MSC/Oeputles Committee Review of PCC Paper 

on Iraq (SI 


In respcr.se to the HSC/Ooputies Coomltto nesting of April 11, the 
PCC has prepared an options paper on Iraq (Tab Al, listing all 
;.S. acsr.emie and political programs that night be used to 
rospcr.d “ d recent Iraqi actions ar.d statements. Based on yeur 
consideration of the options outlined in the PCC paper, I would 
like to have your agency's position on options for those programs 



HI 
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for triiic* your uticy it mpoaitbU or lo vhlcH you hovo 4 
direct interest toy noon itod Mrt iy, Hoy 23 . (SI 

If you !*.ove My furchor questions, the MSC point af contact ;s 
Mt. Sonera Charles, 399 - 39 S 2 . «l) 


,<C? 

tronc Scowcroft 

Ass 1 scoot to ttoo President for 
Saciceil Security Affairs 


Attachment 
Too A 


rcc Sopor 


lt\ay U> 
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Oft S 0*1 ** er 
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HEHDICTWBWM 

TO: L - Abrahaa D. Sofaer 

FROM: L/NEA 

SUUCT: Weekly Repo rt 


mb ® 

United States Department of State 

r«du^AC j wo 

Hay U, 1990 


1. (S) CCC erotrao for Iraq . USDA's adolsistratlve review of 
Its CCC progran tor irac, in valih Ceoff Vttsia took part, turned 
up ooly alaor irrofularitioa for 1914-11, aott or all of which 
have b««a rectified. Noaethelesa, USOA la apparently prepared to 
suspend the CCC progran pending the coaclusloa of Its inspector 
Coaoral's investigation into thoso Irregularities. Iveat 
S cover of t has Issuoctef HIM Mt to aaasesco such a doclsloa 
uatll tho trhlto Hcuoo claars It.' 

Meanwhile, Justice says Iraqi officials aay be Indicted for 
conspiracy to defraud BML and on other charges, but wo have seen 
little direct evidence to support such charges. Alan Krecxke and 
Mike Young have convened a netting this afternoon with Justice, 
Nick Rostov and USOA to discuss the natter. 


"A#tUSSi* 

>. *• 
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FAX TRANSMTTTAL SHEET 


0Q+.Ll'7 


FROM: lAmM CtmeuE s 

TELEPHONE: ^>-355^ 

FAX NUMBER: 


TO FHOMS 

1. l^ichd. ^ i-Q 7 ~ 3l / / 

2 . 

3 . 

4 . 

5. 

6 . 


FAX NUMBBR 

^<95 y 


SPECIAL INSTRUCTIONS: 


UNCLASSIF IED 


61-458 0 - 93-20 
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May 18, 1990 




Washington, D.C., May , 1990. Under Secretary of 

Agriculture Richard T. Crowder released today the results tc date 
of the U.S. Department of 

agriculture's administrative review of the Export Credit 
Guarantee Program (GSM- 102) for Iraq. 

The administrative review has involved the examination and 
analysis, over the past seven months, of certain records 
pertaining to GSM-guaranteed sales to Iraq, including information 
submitted by exporters to the Commodity Credit Corporation iCCC) , 
bank records and exporter records. As part of the review, a U$CA 
team travelled to Baghdad for discussions with Iraqi officials, 
and review of Iraqi documents, on April 17-22, 1990. The Office 
of the General Counsel, the Foreign Agricultural Service, CCC and 
the Departxsant of State were represented on the review team. 

The administrative review focused on four particular 
potential problem areas identified by USIA: unusually high 

commodity prices in GSM sales to Iraq during the period 1985- 
1987; Iraqi requests co exporters for "after sales services"; 
attempts by Iraq to impose certain taxes on GSM transactions; and 
questions regarding the arrival of commodities ir. Iraq. 

The U.S. government has not incurred any leases as a resu.c 
of GSM-guaranteed sales co Iraq. Iraq :.&s participated ir. the 
TSM program si-'ce 1933 and has purchased rr.oie than f-i.5 billicr. 
ir. J.S. agriu ..ural products. 
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bThT^mo? (in)l 

Unked Stales Jlcpift^rO of Stole 
r«MMM/>rc. jng$* 

901«19 . * \ . 

•wmYnif 3:0S m • 

si 4 • 2 


•*y 19, 1999 


TOt 


Nr. Klnnitt 


L - Alrilua D. Sof eer<f(£”* 

Ml - jMfc OBVifi AOtiRff^K 

I Sensible Indict— ts of Iraqi officials 


* L * 


The o.s. Attorney's office in Atlsnti, Ooorfia believes it 
..has developed •credible evidence* to support indict cents ef 
; several senior Iraqi officials in connection with a scbece to 
( defraud ienca Nesionele de Levero (Bin,) of 83 billion in credit 
- extensions « The freed relates to aspects of the Coeeodlty 
Credit Corporation (CCC) prop ran for Iraq. Jostles has not 
done its ova asses ascot ef tbe case and cannot say when the 
0*8.* Attorney trill press for approval to indict. In the 
ooentiee, U80A is proper lop to release en Monday its report 
findinf only einor irregv lari ties In tbe CCC prop ran. 


In c oncent Inf en USOA's proposed report on tbe CCC prop ran. 
* tbe Jest ice Depertaent provided 080A (and os) a status report 
.on crininal Invest if at ions into the activities of BML as it 
pertains to possible conpllcity of Iraqi nationals. (See 
Jostles letter at Tab A.) Tbe letter indicates that the U.S. 
'^Attorney for northern Oeorfia believes he has credible evidence 
shoe lnq crininal conpllcity on the part of Iraqi nationals 
Involved in the CCC proqran. 


t 


Q Specifically, the U.S. Attorney believes lra~« officials 
" are iaelicated in a scheme to deftaud SOL of $3 billion In 
"credit extensions throuqh the submission of misrepresentations, 
!^t@ denand after-sales service ami stamp tax (wr froa certain 
> exporters, and to collect payments fro* ncn-CCC exporters. Tlie 
>0.8. Attorney believes that Itaqi i f Q|i ||»ip Iml l g bn n~ that 




that Iraqi o 

*1 AMlMCn 
1 mitmj 

DECl:(tt1>R ■ 
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• -a- /v 

* # •* * ^ •••!% • 
the wlwiM would, result in •u^bImIoo of ’ **. 

ftit«Miti to 0 .*. agencies. llraqi official* h*V| f jffclfOOd to . 

• It least 000 aspect Sihm allegations. the dduandf , 

after-sales services • ) .The letter liata six ‘seniof IW** 
official* *a being "under consideration* for prosecution.^ % 5 

' Bepresen t stives of L« MCA and USOA Mt with Justlc 4 on *t 

Friday. H*r It in an fffort to obtain a fuller •***•"•**•• of 
the possible charges. Citing grand jury secrecy, Justleo t 
1^! doclinod to go into detail, but they did offer none 
general, information. 

Juatlca summarised the oaae a a • colle^i^ ofillioit 
activities, including misrepresentations 

erodit brokers to get credits from ML for Iraq. According to 
Justice, it is not clear whether ML Mtuallyl “ 
a result of the misrepresentations, even though ML nay have 
extended credit in situations la whlchthey ■*•**??* *?"•■ 
otherwise done so. It is clear that of the $3 billion ljh 
suspicious loans, only a relatively small portion were covered 
by CCC guarantees. 

Th. wfkliit lwl »fc Jaatlca MlitTM that Iraqi o.ftcl.U 
mt km kiom that ■larapraaoatatloaa imb>}g ■*•*••?* 
tb. aradlt. aoumwt, Juatic. kii aot wtm < 
auffiolaat d.tall to (pcaulato a » . o« ohothor tha ov1«omo 
doaoMtr.tos th. raqalalta orU.ln.1 knowladga # " **I® t. 

individual Iraqi official.. Tha ititii ol tbo la 

fluid, aad Juatieo cannot pradict uhna tha 0 .». Attornar "Hi 
press Justice for a decision on seeking Indictments. 

In the noontime. USOA has completed it* report on the CCC 
orooram. As we expected, the report concludes that market 
condition, asp 1 a iaadnoat of tbo hl«h eomodltr Jf 

Iraq froa im-.T, bat that oapottora aoaatlaoa wad MJ wodlt 
to help finance a portion of freight financing, which at that 
time USOA says was inconsistent with CCC regulations. In 
addition, the report notes that Iraq demanded •after-sales 
services* during the period in question, but that Iraq Ips 
provided written assurances that this practice would cease. 

U8DA plans to isn:o the report Monday. Mote that after 
extensive negotiation, the USOA statement (Tab •> 
the report is silent about the status of tho second tranche off 
CCC credits for TOO. 


Attachments : 

Tab A - Letter from Justice 
%Tab • - USOA statement 
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TO i Larry Urgant on 

Chiaf, rraud Sac t ion 
Criminal Division 

United States Department of Justice 

FROM: Gale HcKensieT^ 

Assistant United States Attorney 
Northern District of Georgia 

DATES Nay 21, 1990 

REs Northern District of Georgia recommendation to 

decline DOJ clearance of USDA report of 

administrative review of Xrgq GSM- 102 Program 


As stated by telephone on rriday. Hay 18, 1990, this office 
opposes any DOJ clearance of the above-referenced USDA report for 
the following reasons! 

1) The report contains inaccurate and misleading 
information. Although not prepared by DOJ, the requested DOJ 
clearance gives the report further credence before Congress and 
puts DOJ in a position of misleading Congress. 

Specifically, the report fails to clearly state that the 
Iraqis recently provided false documents and information to USDA 
when payment of after sale services in the tobacco industry was 
denied. The report, also incorrectly finds that no kickbacks or 
payments were made from GSM sale proceeds. Both of these items 
were specifically brought to the attention of the USDA by DOJ and 
by the USDA OZG. Other examples could also be cited, but these are 
crucial enough to make our point. 
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For obvious reasons with pending criminal cases DQJ 
cannot rewrite the report to correct the factual assertions , but 
neither can such inaccuracies be cleared for the stated purpose of 
dissemination to Congress and the public. 

2) The USDA report references many contacts with this office 
which are portrayed inaccurately. The recent Richard's letter to 
USDA was to have corrected the continuing USDA assertions that no 
information has been provided to them. While USDA cannot reveal 
the content of such information, it is certainly inaccurate to 
flatly state that none was provided. 

The USDA report also inaccurately states that the 
Northern District of Georgia could provide no reason to decline 
further CCC guarantees. This is a false and misleading 
characterization of the position taken by this office. First, 
specific non Rule 6(e) information very detrimental to the Iraqi 
position was provided to USDA as reflected by the Richard's letter. 
Second, the position of this office was that having provided such 
non-protec ted relevant information, we could and would not offer 
opinions, decisions or advise on policy matters such as extension 
of further CCC guarantees on exports to Iraq. Such a Northern 
District of Georgia response to USDA inquiries cannot properly be 
characterised as "no reason to decline further CCC guarantees could 
be provided.” 

3) References to contacts with the Northern District of 
Georgia criminal investigation are woven throughout the 33 page 


2 
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USDA report giving the appeerance that much of the USDA report text 
could have been obtained froei or verified by the criminal 
investigation. A DOJ clearance could further bolster such a 
conclusion. The USDA report as it stands will certainly give rise 
to numerous due process attacks in the criminal case alleging 
improper release of Information and improper use of a criminal 
investigation for administrative and civil purposes. 

4) The name of Entrade, a major criminal defendant, with 
inaccurate details of that defendant's activities are listed 
repeatedly and prominently throughout the USDA report. Again, USDA 
has previously been advised of many of these inaccuracies. 

The Entrade portion of the USDA report is extremely 
detrimental to criminal prosecution. First, the government will 
have to show cause that the publically released Entrade information 
did not come from the criminal investigation which will entail 
hearings and defense discovery beyond that otherwise permissible. 
Second, the Entrade defense team will use the inaccurate facts 
released by USDA at the highest levels to challenge the good faith 
return of an Indictment, to frame devastating cross examinations 
at trial, and even to call USDA officials as defense witnesses 
(which would subject all the recent intergovernmental discourse 
regarding who was advised of what, when and where to public 
disclosure) .• 

For the above stated reasons not only is DOJ declination 
of the requested clearance appropriate, but affirmative DOJ 
objection to publication of the USDA report is also indicated. 


3 
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USDA has cited no compelling reason for release of this report to 
Congress or to the public. Indeed, there can be no reason to 
release such inaccurate or misleading information. 

Although this position of our office was expressed by 
telephone on Friday, the position was taken after hurried review 
of the USDA report which you had just faxed to us. Through this 
memo, the Northern District of Georgia reconfirms its position 
after being able to study and evaluate the report at length over 
the weekend . 

Thank you as always for considering the input of this office 
when formulating DOJ decisions regarding the BNL-Atlanta 
investigation. 

Also please send for our file a copy of the Richard's letter 
to USDA which was composed from our draft. 
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Coiled Sute» department ol State 
VbUiaj un, D.C S0S20 

4/6/ Jtfrrt 


Dear Mr. Chairman: 

This letter forwards ths Stats Dspartmsnt 's visws on ths 
Bsrman Bill, H.R. 4583, which imposts sanctions on Iraq. 

Ths bill imposts open-ended sanctions against Iraq without 
linking thsm to any policy objective. It would sliminats 
Prssidsntial flexibility in dealing with an important but 
difficult country, without specifically furthering any U.S. 
national interests. 

The President has made clear his concern at the recent 
Iraqi attempts to smuggle capacitors — with possible use in 
nuclear weapons — out of the U.S. He has expressed his 
outrage at the irresponsible threats issued by Iraq's President 
Saddam Hussein. There have always been significant U.S. 
concerns about Iraqi behavior, and in fact the U.S. Government 
has long imposed many of the measures the legislation would 
mandate. The State Department generally prohibits the sale or 
transfer of U.S. Munitions List items to Iraq. Fifty chemicals 
identified as potentially usable in chemical weapons programs 
are prohibited for export to Iraq under the authority of the 
Export Administration Act. Items on the Commodity Control List 
deemed likely to aid Iraq's nuclear, missile, or other 
proliferation programs are also denied. 

Some provisions of the bill would require changes in 
current U.S. policy. These include Section 2(c) - Exports of 
Dual Use Items; Section 2(f) - Assistance from International 
Institutions; and Section 2(g) Denial of Access to the 
Export-Import Bank. 

As noted above, the U.S. already denies Iraq items likely 
to be of use to nuclear, missile or chemical weapons items. We 
are currently reviewing our export regulations to see if we can 
further clarify U.S. controls on exports of technology related 
to these items. Such action is taken in cooperation with the 
non-proliferation efforts of our allies in order to ensure its 



The Honorable 

Dante B. Fascell, 

House of Representatives. 
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effectiveness. The relatively small number of potential dual 
use items approved for sale to Iraq are not central to our 
non-proliferation efforts. Prohibition of such sales would 
deny u.S. exporters access to the Iraqi market without 
impairing Iraq's ability to obtain the items in question. 

The legislation would subject to political criteria U.S. 
votes in International Financial Institutions, such as the IMF, 
which seek to support a stable, market-oriented economy. The 
United States traditionally has tried to avoid politicisation 
of the IMF, which would undermine the Fund's technical and 
monetary character. By basing IMF actions on such criteria, 
the United States would create a precedent others would 
inevitably try to exploit in ways inimical to U.S. interests. 
Furthermore, during the last 20 years, Iraq has not shown any 
interest in using IMF resources and shows no interest in using 
them now. Such politicization would divert the IMF's attention 
from pressing needs in the international economic system, 
including debt strategy and restructuring of Eastern Europe. 

In addition, it is .the opinion of the Department of Justice 
that legislation mandating U.S. votes in International 
Financial Institutions would constitutionally interfere with 
the President's perogative with respect to the conduct of 
foreign policy. 

The short-term U.S. Export-Import Bank credit Insurance is 
intended to promote the export of U.S. industrial goods. On 
January 17 President Bush signed a waiver to the FY 89 Foreign 
Operations Appropriations Act to enable this program to 
continue on national interest grounds. 

The President needs flexibility in dealing with Iraq on 
such important issues as the Arab-Israeli Peace Process, in 
which Iraq has the capability to play a positive — or negative 
— role. The Administration maintains an active review of our 
policy towards Iraq with a view towards assessing how best to 
further our interests in this thorny bilateral relationship. 

The Administration's approach to Iraq has been to deal firmly 
with problems as they arise within the context of broad, 
many-faceted relations. Imposition of rigid, legislated 
sanctions will not support vital U.S. interests in the region, 
and might well undercut important U.S. objectives. 

Experience has shown sanctions are most effective when 
imposed multilaterally. At this point neither we nor our 
allies are contemplating sanctions against Iraq. Sanctions 
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required by M.R . 4505 would therefore bo symbolic only# with 
tho costs borno by tho United States . 

For tho above reasons# the State Department opposes the 
Berman bill. 

The Office of Management and Budget advises that from the 
standpoint of the Administration* s program there is no 
objection to the submission of this report. 

Sincerely# 


Janet G. Mullins 
Assistant Secretary 
Legislative Affairs 


Enclosure: 

Six Copies of 
Proposed Report. 
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WASHMQTON. DC. 20280 


May 22, 1990 


NOTE FOR JAY BYBEE 

WHITE HOUSE COUNSEL’S OFFICE 

FROM: Alan Charles Raul 

General Counsel 


J«y. 


As discussed. 
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COOuJtj 


hdiorandun for ns n onorarli print scovoon 

ASSISTANT TO TVS PRKSIDgNT POft NATIONAL SSCUUTT AFFAIRS 


froni 



Richard T. Crowder 
Under Secretary 


SUftJSCTs USOA'a Poaitlon on Opt Iona In NSC/Deputies Coanittte 

Rev lev of FOC Paper on Iraq(S) 


The option# paper properly characttrixea the lapact of aanctloninf Iraq 
vith respect to CCC export credit guarantees. Iraq is an iaportant 
narket for over tventy U.S. agricultural coneodltles sold under the 
credit guarantees of the GSM- 102 prograa. Bovever, it cannot be 
overeaphasixed that any constraint on CCC credit guarantees nust not be 
phased. -oa-e- ioi stfH~pdTTcy 'rat Tonal* . — ^ 

Notwithstanding the above considerations, additional GSM- 102 and GSM-lS^ 
credit guarantees to Iraq should not be node over and above the $300 
nil lion already authorised in fiscal 1900 until the questions concerning 
irregularities vith sales to Iraq are cleared up. 


OSOA wants to sell as nany agricultural coaaodltlos abroad as possible. 
Including to Iraq, but Integrity of the prograa supersedes the desire to 
sell at any cost. 



" l» 

//SC aot/ji'" 
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' Mil: May 24 , 1990 

TO: OIG-Leon Snead 

Ret Request to Review GSM Sales 
Transactions (attached) 

Leon: . 

Is there any way at all to coaqtlete 

this earlier? The economic inpact of 

delay is huge. 

Thanks. 


Attachawnt 
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* SUBJECTS Request to Barlow GSM Solos Transactions 
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TOs Rioherd T. Crowder 

Under Secretary for Intaraatlonal Affairs and Orllty Pragmas 


This la In rs a po n aa to your Itay 6, 1990, — o ran d u i to as an the above sub- 
ject. You requested that we review GSM 102/103 sales activities to detemlne 
whether purchasers had requested "after-sales services” and whether transpor- 
tation oosts were Improperly Included In the GSM trensactlons. 

Ua are currently conducting an audit of the GSM 102/103 Pro g raw sales 
activities In Fiscal Year (FY) 1988. Ua will expand our coverage to Include 
selected transactions fraa FT 1987 and PY 1989- One of the objectives of this 
audit Is to determine the oause of the large differences betwee n the price 
In the GSM aalee agreement and those quoted free other official sources. 

Our audit will focus on GSM sales transactions with the largest differences 
In prices. The scope of this audit will Include sufficient coverage of 
exporters' records to address after-eales services. Ua also plan to detemlne 
whether freight oosts have bean Included In aredit guarantees, and Whether 
such Inclusion was In accord an ce with the Foreign Agricultural Service's 
policy. 

Your staff Identified three exporters of wood products who nay have tarnished 
after-eales services to Iraq and one exporter who nay have Included freight 
charges in CCC guarantees. These four ooapenles are already under review, as 
part of the ongoing Bence Rationale de Lavoro (BML) investigation. Informa- 
tion concerning the four exporters will be provided to yon as soon as It 
Is determined that release of the Inforaation will not oo^roalse ongoing 
criminal Investigations. 

Ua anticipate completing the audit la a^teMber 1990. Me will keep you 
advised as problem are Identified. If yon have any questions, please oall 
as or have a neater of your staff oall Janes R. Bbbltt, Assistant Inspector 
General for Audit, at W-69*5- 


Deputy Inspector General 

cc « FAS Administrator 
General Oounsal 
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NATIONAL SBCUNTTY COUNOL 
wa» cto ec jmos 

Nay 24, 1990 

MEMORANDUM FOR MR. CARNES LORO 

Assistant to the vies President 

for National Security Affairs 

MR. STAPLETON ROY 
Executive Secretary 
Department of State 

MS. EMILY L. WALKER 
Executive Secretary 
Department of Treasury 

COL GEORGE P. COLE, JR. 

Executive Secretary 
Department of Defense 

MR. ROBERT S. ROSS, JR. 

Executive Assistant to the Attorney General 
Department of Justice 

MS. SUSAN NELSON 

Executive Assistant to the Secretary 
Department of Agriculture 

MR. JOSEPH S. CASPER 

Director of Executive Secretariat 

Department of Commerce 

BGSN THOMAS E. WHITE, JR. 

Executive Assistant to the Chairman 
Joint Chiefs of Staff 


MR. LAURENCE SAND ALL 
Executive Secretary 
Central Intelligence Agency 


SUBJECT: NSC/Deputles Committee Meeting on Iraq (SI 

There will be a meeting of the NSC/Deputles Committee on Tuesday, 
May 29, at 4:30 p.m. in the White House Situation Room to discuss 
U.S. policy options for Iraq. An agenda for the meeting is 
attached. (S) 


Please notify my office of your 
plus one) for this meeting. <U) 


rticipants (principal 


wtf. nor » W : v *« 
tv c vm let t. xiw '• * * 



Attachment 
Tab A 


wfUrHAvr. Slttmann 
Executive Secretary 

cc: Andy Card 


SECRET 

Declassify on: OADR 


fltiGHifiED 



UNCU£S' f ' eo 
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THE _MSC/S£PL*TIES COfrMITTEE FETING 
DATE: Hay 29, 1990 

■ CATION: Nhite House Situation Room 

TIME: 4:30 - 5:30 p.m. 


IRAQ 

Agenda 

I. Intelligence Update CIA 

II. Review of U.S. -Iraqi Programs and 

Policy Options State 

III. Summary Robert Gates 


*0 


w* •* f « 


UNOeSSW - SECR ET- 


C* 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 


MEMORANDUM FOR ASSISTANT SECRETARY DALLARA 

PROMs St#ph#n J. Cannar 

Acting Deputy Assistant Sac rotary 
Trad# and Inv#stm#nt Policy 

SUBJECTS Possibls NSC M##ting on CCC/lraq Naxt Nook 


On th# basis of a racant trip by staff to Iraq# USDA has 
concludad that th#r# have improprieties in its c rad it 
guarant## prog raw in Iraq. As a rasult, USDA intands to shut 
down th# Iraq program and has boon so advising th# Hill this 
w##k. Agricultur# had planned to r#l#as# a raport on th# 
trip to Iraq today aft#r th# markets clos# and (w# baliava) 
announc# termination of th# program. 

NSC has ask#d Agricultur# not to go public about closing 
down th# PY90 Iraq GSM-102 program without int#rag#ncy 
raviaw. USDA may still r#l#as# th# trip report# sine# it 
apparently (w# hava not s##n it) contains no policy 
recommendations. II# understand that NSC plans to con van# a 
m##ting next w##k to discuss th# U.8. postur# vis-a-vis 
Iraq. 


cci Ns. Holiday# Mr. Ni#huss 
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IRAQ 


nuczM iozm vok nay at oral — ietcpo rot me mi r im 

-H I — t ing h— b— n initiated by NSC staff bacau— they want to 
p reve nt tbs OOC orsdit progran from baing oancallad as it would 
exacerbate tbs alraady strainad foraign policy ralations with Iraq* 

—Agriculture had planned to pot out a pr es a relea— on Nay 21 that 
—id the progran ms baing suspended until the investigations into 
inpropriati— in the progran mre completed. 

—The NSC prevailed — Agriculture to — y only that their 
investigation abound that inpropriati— n*y have occurred and 
remained silent on a susp en sion. 

—In fact /there is a suspension in effect. Agriculture has already 
briefed congre— — this prospect, and the pram has reported on 
the investigation. 

— lie believe that further OOC programing for IRAQ should be 
suspended if USQA believes it is warranted under its own statutes. 

—the likelihood that Iraq will stop paying on the CCC credits — y 
depend on whether A ss ad f— Is that there is the p— sibillty of new 
credits under the progr am at a later date • 

—If Iraq doe s stop paying there will be a budget cost as USDA 
•tarts paying off claims of the banks who— credits were insured. 

—Iraq mm y want to reschedule its repayments, but will only do — 
under a bilateral agreement, while the U.S. will only go through 
the Paris dub. 


Sourct: Treasury Department 
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Dir *e car, Offlea of IOZ. Privacy. 

oa Claaalf icatlon hrlM 



July 21. t*M 


BRIEFING MEMORANDUM 
S4 



MilvWf'Jwl i ) 
inittd Staici \f f rt 

fatAtafioa. o. C. 20320 
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4 

rfw' 


TO: 

P - Hr. Kiamitt , 

Nf A - John M. Kollyjv 

fRON: 

SUBJECT: 

NIC Ooputioa Commit toe Meetlnq on Iraq 
nay II. 1*10 

\a. Q/ 

4:30 pm 


i. auaaa 

Thera continue* to bo alqnlfleant proaauro In aome 
quortota, f:om the Hill In particular. (or a atronq reaper.** to 
rooont Iraqi actlona and atatomenta. On April Id. tho NSC/OC 
caked for a papor liatinq poaalblo optlono (or action on Iraq 
(Tab >). wo nood to find a formula that Hill Mho clear, both 
hero and in Iraq, our aorloua eoneorna over an abyamal human 
rlqhtt record, throata. and nuclear, chemical, and mlaalle 
proliferation without torpedolnq our relatlonahlp with an 
incroaalnqly important atate. Richard Haaaa bellovea that i 
full ssc mootlnp will be needed before (Inal deelalona can to 
fatten. 

rtm.iBtafY o<?CT-rQue 

Tho optiona paper la broken down into throe auction*. 

There ia unlikely to be qreot enthualaam (or any of the 
political - bilateral optiona: they are paltry, mainly 

aymbolic and would damaqe our ability to operate in Iraq 
without Mktnq any qreat lmpreaalon on the Iroqla. 

. BIN and CCC ore the only two put ram* of al«nlficar.et 
have with Iraq. 

CCC Preoram: The traqia have made nay >1 the deadline ft: - 

a roapenae te their roqueat.for a aecond MOO million tr».-.:-» 

*of CCC credit quaranteea (or PT*0. and the chief purpoaa ft; 
tbla DC meetlnq ia to force t deeloien by thia deadline. 
wanta to deny the aecond tranche ea the prounde ef 
irreqularltloa in the proqram. It eeuld then tell O.t. 
oxportora that the dental **a on technical rather than 
political qrounda. 

:rcV:oVoa" 

*rr'"Tn 
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If tha iMidl it fat MM U kMf tka till iiMtia 

Mill ll»iW «• lltlil III Mil M MMMtl HI 

MlitiMl fiNUi, ta iMfM it. mil m Mil far*. triimn, 
iHlktM ill# (if OH* an* III M, tmll iimiii <niil •! th« 
immI iiiicii Hciun it uMtuntikiMM ninrii. use staff 
u •»*•••* n MtiN it hihm Hint eee •« n» an m 
•tames imi n mil M MHIn Mtiilni la in iaa«. 

Sal* mtiMt tojflii mif km Mta tha* lakawata la 
IiImii i< it* NM allUn ahatt-tana ratatiaa ata41t 
laaurtaaa Util ity lit S*m . Ua§fm mikl ta ausaaaf tha 
MHin *• in nl* liriln *»»ra»rlatlaaa am m UalMae a 
ttMieyatial waivaa, »klik «n 1mm* •atllat Ml* yaar. Tha 
Nte. with tha nnitt i< MO ill yaaaifely cantaa/attaatly 
iavaf* *•**!»« this yraytaa at in a ana itiaali at eee. * 7 

M Naayrallfaratiaai 
<•»•!« •Ml*** III 9 
lri(l Mkniit aa* lay 
asaarts. MMI Mta* 


Miyrallfsrstiaat A haaarallfaratiaa vee will *a m 
i» *M1*** «•* yaiitiaal aal mltllataral at«9* ta 
Minin aae imrava saatrals aa yrallfaratiaa-ral 
— r — is. mmi aatM that this waa tha at 
rslstlsMhly waa Mat UMly ta fra*. ?. • 

Mliawa wa ml ta MaalMr aayaa4iM Mart 
•«9*«ta ta late. **a alrai 4y km • ham aa 


hal* ta 
iiitfnt 

thal thia waa'tha'ana'ia'wkiek tha ■ 
». 9M Ml CMMtCl 

aattaat Mataala aa 

•“» Hhiliii tattaritlen 
"1** Sf*t ta* will Mt ifftm isyarta •< Mal-uaa taahaalaay, 
•aatralla# fac aassihie mini sayllaatlaM at aa tha htc* 
Aaaaa. If thyy ate ImmI UMly ta tMtrihuta ta tasa's 
»y«Jy*« •< Hnlli a»a«f«M. Mmm aa* CIA ata taaarally 
wiiiiaa ta auyyart ialtiatiaas u Unit aalaa af auaa 
taahMlafy ta hit. ta ia lass aa«as. hut will ausaart 
•ffaatlva ahaMtal iMmui aaatcals. me wawie ilia ta 
Manaittia aatlth la this atas. hat ayMifla fasamaaSatlaM 
mat await tM haayrallfaratiM 9CC. 


l>a«i*lttiMt 


att 


asMtltM laylslstlaa ta in 9all«M 
haatam aM data raisa* : 

HataaaM— . Narkawaki am 
i rchf.— 


> tha Mll*MlM Cfw hill. 
JatladiatlMal ytahlaM. 

I tfMtaa — all af whaa 


ka4 Nay 19 ta attaaii 

hill. M (alia*: 
Data. 

...t -r — aaw Iiliia 

thl* rm ~ ayaka Htlut saMtlaM. m «i« eaahtaa. Aa 
yaearaChatfiM w*a tinkM that tnc mil Ml* MarlM* aa :ra; 
iA 9«ya N My. lat t aMaa * ftaa-staMiaa 

MhhtlaM latlalatiM (with-ccc ffaalllaally m« 1«M4 from 
MAMliai) Aaw yaMiaa 1 a Nf*e. Stata. Ttaaaary. aM Juatiea. 
Jffl <*t raaaaaa af its awa. amt lava ta await tha Mama 
•ill. lank Incur- — * easftae a Mai lataaina a 

caaylata acanaals aaMtn m laaa. TUty failae la aa alfart 
attach it ta tha fMiM<MeitHvi awyylaMatal aa* tfa Inii*) 
tit iMtnt mien. Many a a wha ri ata waitia* ta saa wkat 
AMlalstratlaa will ia with ta«tc4 ta lata* feat wa aan ha i.:« 
‘"•"Hll M aaatiawae affarta ta ana mm tyya af aanc«;:*s 
la«ialatiaa., . , , ^ 
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m. uaaua cusa 

Our It a lander. t»ii IXXM and CCC yrtframa at* 

miotiiUy uyirt yromotion moeturoa. Their cancellation 
would hurt U.i. oayortera. Tho Xrtyia will find ethera to aoll 
tnon food and ether thinya they nood. Xt tho lrayia ahould 
•too yayment. tho gain oayoaure la taoo million and VISA la 
•vacantor of ovor as billion in commercial otodita. 
never tho leer . wo nood to aond a alynal to tooth Stay and 
cenyreaa that wo ato yteyared to take action aa a ooneroto 
reayonao to toeont Xraoi aetiona. 

eee will too tho main yelnt of oantontlon. Adminiotrotion 
oolley ia that food win not too a yolitloal weapon. Ono 
yeaeible ecu ran would too to yut tho yreyram on loo toy kocyiny 
it under yamaiRi review in heyea that Xraoi yerformaneo would 
lmyrove to tho yeint that wo oould redye* It in tho nost f local 
year. 

x noro viaitole and immediate action would ho to withdraw 
tho toroaldontlal waiver iaauod In January that yormitted <x:k 
to reaume oyeratlon. What intoroata Iray in tho yroayect of 
exyanded invoatiaont to aaalat roconat ruction. Thorn arc otno 
key ylayero (franco, do many, U.X. , Jayan) , and while wo weal 
hoyo they would follow our load# it in noro likely that they 
would jumy in to carve uy our aarkot chare. 

The DC will take ylaeo while tho tafhdad Arab commit ia 
full awiny. we would hoyo any neyative doolaion can too tiyst.y 
hold until tho cuanlt la over and, lndood, would yrobohly war: 
to make it doyondont to a doaroo on tho commit* c outcome. 

finally, tho Juatieo Oeyartment hat indicated that tho 
Aaaiatant o.l. Attorney la conoidorina tho indietaent of aia 
Xraai offiolalo la tho IM, caae.' Xt could bo aryued in tno :: 
tnat it io iayrudont to yrocood with tho cee yreyram when 
criminal lndiotmonta may too only wooka away, on tho other 
hand, there aeon to too real dlfferencca within OOJ over Jut: 
how aolld tho ovidenoo of official Xrayi Involvement la. 

- wo uaderttand Nick hootow will oonvono lowyora from var::.t 
ayoncioa to dlotuaa tho loyal .yuoatloat on tho aornlny of fu? 

39 .. 


Attachmonta: Tib A — Talkiny yolnta 

Tab • — Oytiens yaycrldadOMooiv ih«i*o») 
Tab e — Conclutloaa Section of VISA reyort 


to II 
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fitlllHl 

— w « *• «a racant itMl miim. w« alas „, M 

ta avr HUlty ta (ill with tha Xraaia in tha 

lanyar tars. Hit la aa invariant stata. 

— X* laMia i Nnsaain'a »arh«n«a with Ian. Oala and durinc tha 

Naaaa »lait wa raaaivwd visas indlaatiana that tha Xratia 
wawid tua ta M talatian a »aah an tcaak. M 

a 

•• Xrafa raanansa in avaaa aueii at auslsar, aiiaaila and eiw 
praiitaiatian win dataraina daw ralatiana da'alap. 

• Tha XAth haa atatad puhlitlr that thara ia na 
awidanaa that Xra< haa divartad aatarlala fraa its 
civilian nuaiaar prapraa. 

— alas want ta aaha aara tha daaisiana wa taka hara da pit 

11 *»»• dwrrnatly takin? plana in 

IlfAfilli 


CCC ia our laryaat ainyla pra«rsa with Xra« and ia al «n«: 
eaneacn ta tha Xrspi davarnaant. 

UtM haa a la«itlaats aanaara that wa natappaar ta via!»:a 
*tandin« palitp that larhida tha aaa ad land aalas jar 
palitical pwpaaaa. 

« Mhataaar UdOA avan tua Ur daaidaa. wa waald insist that ar* 
lia atataaaata ha aanaiataat with tha findin«s at tna 
titrla* and nat apan wa ta ahat«as af daalin« in had 
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•• X VSOA (itli it eannot «• InMdiiHly with tit 

»»»!»*. the bin solution may m to ktiy it under rovitw 
until w« fool wo oon oot positively on it. 


bis 


— Citouostsnoos have chanted dtsstioslly oinoo the Pros! font 
wsivod sons toss i sail ssaotioa on Xrat’o Uio pretrem in 
January. 

— This proves!*, liho the CCC protram, hasioolly honofits u.s. 
exporters. 

— it wo doeldo to withhold CCC lor bow, without esplioit 
rejection of tho second tranche, our point win have boon 
made, wo should not rescind bin on well. Others believe 
wo should oanccl one preprsa or tho other to show thst this 
is not business os usual. 

— Thorn is no need (or us to bo spolofotic about our current 
retime of export controls lor Stats they arc effoetivo. 

The trapis had tc caustic the itcac they needed, when they 
sautfled. they wore caufht. 

— Thera are a number cl proposals let cspandlnt esport 
controls on Zrst. end they deserve serious consideration, 
but our export controls would have to bo matched by other 
suppliers to bo effective — and fair tc our exporters. 


bdlibrittan 

'■cnproliforatlon PCC will moot Juno t to develop a 
Hot? for lrst< 

tryint tc persuade other countries (e.«.. Prance. 
u IN. Jopan) tc raise nwelesr/misslle/Ctw concerns 
directly with Scat' a Arab friends* just oc wo have done. 

wo already ban nuclear cooperation with Xrsc. nest of o. 
allieo. includlne tho french, at roe with this policy. 
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— this international rttimt aiy have ton* iaim an t ru > a 
tanavior an d rhttorit. h« tan toordlnato our dialomatit- 
'J " 4 •? ,h# •< *ho rolovaat multilateral 

“** *•» -««« k J 


tau LUx umm u mi 


ux 


Our Muntry Wtl fer'IPSS tharattorised Xtta a human 
tlfhat retard at ebyaaal. ’ 

Jrafa roprttaivt political ratine prohibits (rat tellt‘e*i 
discourse and imprlatat those who dart tt spot* tut; it * 1 
operates an eatreordiatrlly repressive secret polite ihieh 
fretuontly rtsorts to tht ttrturt of prisoners. 


In 

«hta 


. Iras has premised that tht now Constitution currently 

•I Stamuiyiw. 1 ' •« «*•« >U mil 

2* *ho premulpatien sad tntry iat# offset of that 

nJSJiiiMi*?.^ 4 *!** 4 * **•*••* *•*, te dttormiao whether ;ti 
provisions lead tt a more epta satiety. 
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n^iSuMrUSn* V»i»ttn tl tM :m MHU.Mtftw. ?n*y 

in *• 

at nti Mtir'i* Wim»» mt <wu» u« mi. 

1»#1. Mil ptiAAt M J»n *•• Ml*. itM Wl Mflf Mill Ml asm. 
ies lllfiu MII.AM* klftu MM |»M linll Ul MM( Mfllti. 
run livill fill fry X*M »»«» »• M M »MM UI/RT UlM| 

Mil MnMMIIl Mill yiillt III fiAA Ml MM. tM 
hipkat III Ilfll. » MTMH IMI MIWII •« ID^Utf 
•lllOtilM UM Ml A AipA till Mlklt KttUf Ml 

wifi Ml IM II AAA iiiiMl IMlII A t l.l* IlffUlfl MA ill 
•Ullll «A AAfAiAlAAtA iA %AA» Mlklt, UMf PtiAAt AM llfftt 
Mllit MI|iM A«ll frA AfrtAiAAfr. J« MitlMi tllf'l pAliAV || 
tAatiAf ItllfM fiAAAAtAp wAlAA ll» AMpyUAfA «AIA AfrlA At 

villint it pmlli, ail Him paIaa IimIi. I* im aaaa a f 

llflf. it AppAAfA Mil tfra Ofl • Apply IlHllAII HfU Mil 
lAlU frA.AA«tiflA« AA O.f. AfiflA. AA Hftim M«tl Ml MM 
pVAfAAA.. A l At MAAUAIAA Ilf A IVAI|MtUl PMlilA At AAA kitk 
prlAAA Ml. MnHi lulliiti MM I Aaaa mt my Paw O.f. 
AWPpliAAA pAniAipAAlnv U Ma Mm IM MlMI. Ml All m* 
MllMf AlffA priAAA. 


(21 In AAAA Af IMA klfhlf ptitaA tflMlltilH, A pattiAA Af 
III Mfr A AtpArtM rot prlAAA — AppAAAiMtAly PP-lOSKf, 
PApfrAAAAAAl Alt tAtifiaifrl A A A 1 1 AA All AA fry tfra MPIIIU At AitftAA 
ftAiffrt AAAA* A* f«Ai«lk« flAAAAlAP AltAffAA. X* At lA4A« «w# AAIAI 

nvlmli it it AiAAt Mi rot ptitt VAptftAl tt CM Iai fitmut 
MlfAIAI AAA 11*11 AiyAAt MM tfrA rot ftftiAA A t A III frit aaaa 
fry M« AicpAftAi to fry ton. Xa m Atfrtt aaaaa, tfrA rot pritA 
tApAttAt ta ece fry tfrt AnpAttA* *»• M*M fripftAt tfrtA iiip'i r:i 
imtirillit. Irt| ifnil tA tfrA tAfMit Af tfrA tntnti tA «p«- 
ros lAttAtA Af APAtfit tt tfrAAA fripfrAt ptitAA. At lAAtt AAA 
AAPAftAt «m tfris ‘AllAAAAiAA* tAAfeAifttA tA Afrift AAAA Af M« 
ftAiffrt fiAAAAiay Af A Cifr AAlA tA tfrA 1 «AA fMIMIttl fry CSS 

luuv a %im paaiaA ia Milk CCC Ait am pataia fiaaaaiM it 

ftAiffrt WlAtA ita fAAfrAfkt AAA • XAAACVtltA UtfttMtiAA AAV ktvt 
AAAA IlMlMAl tA CCC ilt AAlMAAtiAA «itfr ttlttifr Af tfrt IM 
If AAA AMI AAA AAlAAlfrAA iMfA. 

IJiBmMM AtfAifrittVAtiAA ll*il* MIAmm AA AlilMtl 
t* nfMMm tfrAM frAA Aaaa IlntiiN Af AaaaaAitiaa (Ala *.t 
Iflf. MVik Af “PAAAf Af UllMl* ia AitfrAA AAAA •» AApArt * 

taaaaAa A p pa tAi ta fra liahaA tA tfra HMi**ily t aaaaIaaa 
afripaaat tytiAA Mil Xaap frAA t* Unity AftAA ita tun pan • • I 
ala a at 1 Ayr lap tfra fraiffrt af tfra Xyaa-Iatf mi. frltfraapfr it 
ippAata tfra« tup aaiataia * tuna ta AMifriiafr ptaaf af a m 

lll'ltt CM pAAAfrAAAAf AAtAAl AAHAitMtiM Af Mil n«ll iAVt. • 
tfra tAAAAlatAAA tftaa MMiit aaA ataptlttiaa Af Utatilly 
frAltAAAAA At AAAAMAtA laAlwAlAf tAUAtiAf AAAifAttA. AtAtAAl 
AaauaAAtA AAA •AAAfrAAAAAAA list a . 



<4 On MVIfll MMlitM «urin« «n« M*i*« at.,, 

af «»• Cr ifWIM tf tfM imu t» htv« rte!ti.!i 
aalaa MiviNi* (na 0 . 1 . Iirinin. (itMt i/u« ;!' 
v«fM«fta ft* iMitiiNi MHyni. ftr mm " 

iftaiMinril praavata <a.f.. tno ami tr ttraai. far tarn 
rarataa ar aiaaaunta. it far waa af ataifnttta Jnii i” 
itifiniia. ttif haa ifantifla* aavaral taftrtart «m *tjtr«*« 
rraviaii af*ar aalaa aarvlaa in raaaanaa. that i«<m u I m ; 

»•« ««»*•« m * fat fwrtner iantiituiai! l!iri 

Caraty Niniatar af Traaa ku fiiritai c:: with * itf.tr ' * 
mntaiM UII Mt fmrMiM af Xraa ku inatruatea aU af itt 
•taaa anaavyrlaaa na« aa tiauaii aa aaaiyt afttr aalta airv'cti 
in aanr.aatian «iU any Itiut OSD aanaaaata. 1 ‘" 

(f) Smi kaa alaa ra^uaaaaf aa«a mtartara at mm» 
raaaanai»iliay far fayiny a laMiut trial *ata*a tt«* in 
arnnaatian with am tranaaatiana. lira' a liiulyNiAkatii at 
Tata# Mi ctnfimaa in a Imtt «a K: t».«Tr,i lt , 

joiiey ana will, in t.M fvivura. apatlflaaiiy aaanat <«lii 
tvanaaaaiana fran ayyltaatian af (Mi iu. 9 
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United State* Office o< the Washington. 

■(AJ-J Department ol General D C. 

\Jg5/ Agriculture Counsel 20250-1400 


June I. 1990 


COiijj 


MEMORANDUM FOR THE SECRETARY 

FROM: Alan Charles Raul 

General Counsel 

SUBJECTS End of Week Report 



decision appare nfly^fiirned on the various investigations that my office has been 
monitoring dosing. Last night, the NSC’s Special Assistant to the President for Asian 
Affairs, Richard Haass, mentioned to me that there was supposed to be a cable sent to 
Iraq this week informing them of the decision. 
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000069 


UNCLASSIFIED 

WITH CLASSIFIED ATTACHMENT 


June 1. 1990 


MEMORANDUM FOR THE SECRETARY 

DEPUTY SECRETARY 

FROM: Alan Charles Raul^W^ 

General Counsel 

SUBJECT: Iraq 


Attached lor your information h a copy of the cable Secretary Baker sent today to 
the U IS. Embassy in Baghdad. The cable directs the Agricultural Attache to advise the 
Government of Iraq that we cannot make a decision on a second tranche of the FY 1990 
GSM program until the pending investigations are 'completed satisfactorily." Also, 
please note that the Iraqis are to be told that "our inability to release the second tranche 
of the CCC guarantees at this time is dictated by administrative and legal 


cc Kelly Shipp (w/attaefament) 


UNCLASSIFIED 

WITH CLASSIFIED ATTACHMENT 
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frost Undsr Iicntity for export. l43laiimtio> 

frapazad by* Kiehaai 9. Salvia, AM/tX/MXX, 377-3411 


fubjaett Xr.taragancy Xaatiag on Zsaq 

On Hay 39, 1990, tha National Mcaslty Council (NIC) chaired 
a oeputit* Heating to eonaidar possible changes in the 0.5. 
Govemrent's currant policy -toward Iraq in saapoaaa to raeaat 
actions and statssents by the Govecment of Iraq, liter ioa« 
dissuasion, all Dapartneata rapraaantad unanimously agreed to 
taka action in thraa araaas export control!, tola Bank and 
Ccssodity Cradit Corporation. 

rxtart Licaminc : Zt wai agreed that tha United S tat a a should 
taka tha initiative to furthar Improv e rultilataral application 
c f tha Hissiie Technology Control Regime (KTCfl) . ‘ C earner ce was 
ask ad to tabla a workplan to accomplish thia, for eonaidaratien 
at a Juna 12 Policy Coordination Coaoittoe on Non-Prolifaraticn 
(7CC-N9) aaating. faaturaa of tha plan will iaoludat 


•xpanding aaabarahip in tha HXCR; 


a raviaw of tha currant Hat of 
by tha XTCR; and 


norandl tlaa eentrolla 


— sathoda to atrangthan compliance, aafores 
indorsation sharing. 


at and 


ixtcrt-irtort lank i lx in Bank fundr will aontinua to ba aada 
available to Iraq. Hovavar, funds will ba aada availabla aubj 
to pro ject-by-prcject acrutiny. 

C-— cdlr-.- Cr.dlt C;— e-.rlon /CCC1 » Thm CCC profrtt wUl b. 
continued icr Iraq, long enough to complete tha currant round 
(tha • first t ranch s’* ) cf loan guarantees • tha saeond part of 
plar.r.ad lean guarantees will ba dalayad panding tha rasulta o 
investigation into allagationa of fraud and abuse of tha loan 
^e*ca during tha first traneha. 

M • 

Ciassifiad Byi Kultiple Sources 
■^v. :,Lr.v«, >cu«iiy *yt CM* 
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OK N UW QKP m>T p o mm t 

Congress of the United States 

Iwk «r lUpitsoitadbu 

COMMtTTU ON TNI AKXCIAHY 
21NR»TMMNsvNOKl|guMi 
W i J WMT iw.OC 200 IMHO 



Juno ll, 1990 


Tho Honoroblo Joaoo A. Bokor, III 
So crotory of stoto 
o.s. Department of state 
Waehinqton, O.C. 20S20 

Door Mr. Socrotory: 

Ju«nl2 r h!D*K?* ,t • i f ■? nth *' tho Subcoaaittee on Crieinal 

..Sis **• 

jisrtssfi ssjzLuS Ettisnss 

“ «»« not author! tad by hloharluval 

— fit^izssnsirzssi sslks? -* *» — 

DoportiSn^ofil^TII?"* • 1 *2“T ion * hav * b, * n confirmed by state 

jsar«^ 8 £s«-rr « i;: syaw-- 

-3SSS srsa Sa'Xatto. 
ss,sr u - - 

Ooparti»Mt t i2 t !*.^Tf! r ?“* nt ,tr ? ng ' ,r “ ln 9 oC tho Justice 

of o doMan! vfcolly inopproprioto and MOUntO to tho oubluaotion 

E-SitKiiVs. s ftM[ 2 r 2 fi? , “ ti f.t io " for w»tiS 3 bSr 

sus’j.rs.ra." 

bupartaant'a loraatfilSoa™ STlX^TSSS!? “ , ” ,1 “ 



CHARLES E. SCHOHER 
chairman 

Criminal Justice Subcoaaittee 
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FM AHEMRASST BACIOAI 
TO SECSTATE VASIRC IMMEO I ATE 4417 
INTO FAS WAS I OC IMMEDIATE 
BSOOC VASIOC 
ACCT ST ATE* XCWO 



I ACBOAI 11114 


OSOA FOI OS CROWOERi FAS /FOR ADMI NISTIATOI AIOERSON; 
OSH OICIEISON; MACKIE. CAMF; *{T HOLDS t RBIREl. EC 

E.O. 12154: OECL: OAOI 
TAGS: E AGO, ETRO.' IZ 

Sot 1 : 1 1 AO MINISTER Of TRAOE/MMAOCE OISCOSSES OSOA 
GSH CREDIT GUARANTEE MOCRAM 

• * r- 

1. (C-ZHTIRE TEZTI 

2 . SOHMART: TOE GOI IAS OFFECIAllT IHFORMEO. OS. *10 

THE SfIRII Of CLARITY ANO FAIRNESS. * THAT IF TIE ISC ' 
SNOOLI OECIOE TO EZCLIIE 1 R *"0 FROM TIE CCC FROGRAM. 
IRAQ WILL REGIN TO TREAT ITS OSG OILIGATIONS AS IT 
TREATS HOSE TO ALL OTIER CREOITOR STATES H.E.. 
NEGOTIATE A RESCHEDULING OF CCC OEBISI. ROT OUT 

ACS I CULTURAL TRAOE WITH TIE USG WILL RE AOTERSELT 
AFFECTED. AMBASSADOR EMFHASI IEO WE. EXFECI IRAO TO 



?f ’ rc'fi;*rr. 
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department of state 
ara/nea rearcs 


MCC 12 Of IS IACN0A ; 1 1 1 1 4 || of 12 IJH 1 SZ IlSUl 

HOMO* I T S CONTRACTUAL OIUCATIONS TO THE USG. £ NO * 
SUMMARY. 

J. IN HI] CAPACITY AS ACT INC MINISTER Of f I NANCE, II. 
HONAMEO MEMO I SALEM JULY J CAltEO IN AHIASSAOOR TO 
DISCUSS THE FUTURE Or THE OSDA CSM CREDIT CUAIANTEE 
f IOCI AM fOI I RAO. ACR I CUlTUIAl TRADE OFFICER 
ACCOMPANIED. 


4. Dl. SALEH IE CAN IT ASIINC WHAT WERE THE NEAR FUTURE 
POSSIBILITIES rOI ADDITIONAL ACR I COL TUIAL CREDITS? 

WILL TIECSM CREDIT CUAIANTEE PROGRAM IE CONTINUED IH 
THE NEXT FISCAL TEAR? WHAT IS THE FUTURE Of TIE III 
MILLION DOLLAR PORTION NOT MADE AT A I LARI E THUS EAR 
THIS TEAR? WILL IT IE RESERVED f OR FT Mil? 


S. Dl. SALER, IN A FRIENDLY DOT DECISIVE MANNER. 
STATED THAT IT WAS IMPORTANT IN HIS CAPACITY AS TIE 
MINISTERS FINANCE. TO (NOW OF USG PLANS. IIAO HAS 
SEEN CITING ONIOOE PAYMENT *PI I OR I T Y TO THE UNITED 
STATES. (COMMENT: OUR EUROPEAN ANO JAPANESE 
COLLEAGUES ARE UTTER THAT THE CO! NAS SEEN PAVING 
ONLY SSC OIUCATIONS IN CASH. IN FULL ANO ON TIME fOI 
AT LEAST FIVE TEARS. END COMMENT). 


C. THIS REPAYMENT PRIORITY TO THE UNITED STATES IS 
STILL DEIN6 KEPT, SALER STATED. NO DECISION NAS SEEK 
HAOE TO CHANGE THIS COI POLICY. RUT IF THE USG MARES 
THE DECISION TO TERMINATE THE 'AGRICULTURAL LOAN*, AS 
HE CALLS IT. A CHANGE IN THE IRAQI METHOO OF PAYMENT 
DEFINITELY WILL IE MADE. REPAYMENTS TO THE UJIITEO 
STATES WOULD HAVE TO IE NEGOTl’ATEO ON AN ANNUAL IAS I S 
AS CURRENTLY IS OONE WITH All OTHER CREDITOR STATES. 
I.E. SINCE I RAO WILL NO LONGER IE RECEIVING NEW CREDIT 
GUARANTEES. THE UNITEO STATES WILL NO LONGER RECEIVE 
SPECIAL REPAYMENT CONSIDERATION. 

7. OR. SALEH HAOE IT CLEAR THAT THIS POTENTIAL CHANCE 
IH REPAYMENT POLICY REFERS ONLY TO "THE ‘ACRICULTURE 
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LOAN* ANO WOULD NOT AFFECT EX-IM OR OTHER OIL I CAT tOMS 

TO THE UNITEO STATES. REPAYMENT ON THE 'AGRICULTURE 

LOAN* TO THE UNITED STATES IS IINRED TO CONTINUING NEW 

CREDITS. HE SAIO. PAYMENT PRIORITY TO THE UNITEO 

STATES HAS BEEN OEFENOEO ON THIS PRINCIPLE. IN SPITE 

Of CRITICISM FROM All OTHER CREDITOR COUNTRIES. WHO 

EACH YEAR HATE SEEN HE GOT I ATI HG HOW MUCH OF EXISTING 

OEITS WILL IE PAID IN CASH ANO HOW MUCH RESCHEDULED. 

I. DR. SALEH STATEO THE VERY STRONG PREFERENCE OF THE 
GOI HOT TO HAVE TO ASX THE UNITEO STATES TO NEGOTIATE 
REPAYMENT UHOER USDA' S GSM-II2/1IJ CREDIT GUARANTEE 
PROGRAM. CONTINUATION OF THE GSM PROGRAM WOULO IE 
IENEFIT IOTH SIDES: SUSPENSION IS GOOD FOR NEITHER. 

IN THE CASE OF RICE WHERE NEARLY A OUARTER OF THE U. S. 

CROP NAS IEEN IMPORTED IT.IRAO. THE U. S. MARRET PRICE 
IAS ALREAOT DROPPED (COMMENT: AS HE SAIO. AlOUT )f 
DOES A TONI. 

I. IRAOI PAYMENTS HAVE IEEN MAOE ON SCHEDULE SINCE THE 
IECIHNING OF THE PROGRAM IN III.]. SALEH RECALLED. ANO 
THOSE PAYMENTS ARC CONTINUING.' THUS FAR DURING THIS 
TEAR 1111 OVER ill MILLION DOLLARS IN CSM-IIZ/ll] 

REPAYMENTS HAVE IEEN P A I 0. THIS REPRESENTS ONE-THIRD 
OF TOTAL CASH IEXCLUOES OIL PAYMENTS! PAYMENTS MAOE TO 
All NATIONS. MONTHLY CASH PAYMENTS. WHETHER FOR NEW 
COHHOOIIT PURCHASES OR TO PAY ON OLD DCITS, HE SAIO. 

TOTAL Ml MIL DOlS PER MONTH. 

II. SALEH ACRNOWLEOCCO THAT AGRICULTURAL COMMOOITY 
PURCHASES IN LARGE MEASURE RECENTLY HAYC ICE* MAOE 
fROM COUNTRIES OTHER THAN THE UNITEO STATES. MOST Of 
THESE PURCHASES. HE SAIO. HAYE IEEN MAOE WITH OEFERRED 
PAYMENT FACILITIES. HE REFERREO SPECIFICALLY TO RICE 
AMO WHEAT. If T I FOLLOWING THE MEETING AN ATTENDING MIN 
TRAOE OFFICIAL STATEO THIS REFERREO PRIMARILY TO 
CONTINUING CREDIT FROM CANAOA ANO ’AUSTRALIA FOR WHEAT 
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FACE |« OF IS I AGIO A 1)111 II OF 12 115*17 

aho TNAtiANt rot nee. c no mi. 

It. SAiei CONCIUOCI HIS INITIAL C OMHt NTS IT SATING 

that ie dii hot me e v t m to discuss the possiiilitt 

Of A CHAHte ;iN REPAYMENT POLICY TO Tie UNITED STATES 
IDT IT IS I MPORT AMT TO IE CUA* AND TO St TAII: THAT 
CHANCE WOll 0 HAVE TO HAPPEN If THE 'AGRICULTURE LOAH' 

IS TOTAUT STOPPED. 

12. AMI ASS AIOI SAID SHE WAS CRATEFUL fOI THE 
f OITNI I CITNESS Of THE MINISTER'S APPROACH. SHE JOKED 
* THAT SIE" ROPED IIS SERVING HIS, fOR THE FIRST TIME, 
UNSWEETENED COffEE Oil NOT SIGNAL THE FUNERAL Of OUR 
TRADE RELATIONSHIP. *NO, NO. HO.* HE RESPONOEO 
EMPHATICALLY. 

1). AMI ASSAOOI EMPHASIZED WE VALUE OUR TRADE 

RELATIONSHIP WITH I DAO. DOT IT IS IMPORTANT THAT I RAO 
UNDERSTANDS THAT TIE OSC WOULD IE DISTRESSED If THE 
COI WERE TO OECIDE NOT TO'NONOR ITS CONTRACTUAL 
OIL I CAT IONS TO THE U. S..; IN ANT CASE. SHE REMINOEO 
TIE MINISTER, NO OECISIOM HAS SEEN MAOE 10 C HO THE 
CCC CREDIT GUARANTEE PROGRAM. - FURTHER. THE USC 
DECISION TO DEFER ADDITIONAL FT 1SSI CREDIT 
GUARANTEES DID NOT ARISE FROM A U. S. -IRAQI DISPUTE. 

IUT RATHER FROM TIE CONTINUING LEGAL- - HOT 
POL I T I CAL** I NY E ST I CAT I ON Of INL. INVOLVING THE 
ATLANTA IIANCN AND TIE COMPANIES THAT UTILIZEO ITS 
FACILITIES. ISDA'S PART Of THE USC'S REVIEW Of 
IRAO'S PROGRAM USAGE WAS COMPLETED WITH Hi. 

OICIERSOI'S REPORT, RUT THE LARGER INI ISSUE JS STILL 
NOT RESOLVED AND NO ONE KNOWS WHEN IT Will IE. 

14. SALEH. IN HIS MINFIN CAPACITY. REAFFIRMED THAT 
IT IS COI POLICY TO CONTINUE MAKING FULL PRIORITY 
PAYMENTS ON SCHEDULED GSM OGLICATIONS UNTIL SUCH TIME 
AS A USG DECISION IS MAOE ON THE FUTURE OF THE GSM 
OBLIGATI ONS UNTIL SUCH T I HE AS A OSC DECISION IS MAOE 
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ON INC FUTURE Of THE CSH PROCRAH. HE RE C All E 0 THAT 

THE ONCOINC USG REVIEW REFERS TO THE SECOHO- USD III 

Ml ll I OH FOR FT 1311. ANO IS ASSUHEO HOT TO AFFECT r 

IRAO‘S FUTURE ACCESS TO THE PROCRAH. THUS. IF THE 

USC HOES NOT.' REPEAT NOT WISH TO COMMENCE TIE ANNUAL 

HE COT I AT I ONS FOR A NEW PROCRAH WHICH NORMAll T BECIH 

IH AUCUST. THEN THE COI Will NAVE TO ASSUME A USC 

OECISION HAS BEEN MAOE. ANO THAT USC DECISION Will BE 

SEEN AS A POLITICAL OECISION. 

IS. AHBASSAOOR SAIO THAT WE WERE ACREEO THEN: 

NEITHER THE USC NOR THE COI HAS TAREN AHT FJ_NAl 
OECmON. SHE HOPEO THAT NEITHER WOUIO 00 SO. THE 
CSH PROCRAH HAS 8ENEFITTE0 AMERICAN FARMERS. THE 
PROCRAM NAS ALSO SERVED AS THE BACKBONE Of THE 
• I LATERAL RELATIONSHIP WHICH BOTH OUR PRESIDENTS HAVE 
INSTRUCTED US TO BROADEN .AND ENHANCE. FINALLY. 

CRITICS (IN BOTH COUNTRIES) OF A NORMAL U.S.-IRAOI 
RELATIONSHIP WILL USE ANI.IRAOI DECISION TO 
RESCHEDULE AS A WEAPON 7,0 * H I MO E R A MUTUALLY 
BENEFICIAL POLITICAL RH-AT I ONSH I P. 

It. COMMENT: AS THE DEPARTMENT IS AWARE. SOME 

OBSERVERS HAO CONCLUDED THAT IRAO. NOW OESPERATElT 
CASH POOR. WOULO REHECE ON ITS USC OEBT ANO POLL BACK 
FROM ANT ECONOMIC RELATIONSHIP WITN THE USC OR THE 
AMERICAN PRIVATE SECTOR. IF ANO WHEN THE COI 
CONCLUDED THE USC WOULO NEVER RESUME AHT CCC 
PROCRAM. THE COI. HOWEVER. WANTS US TO KNOW THAT IT 
IS TAKINC THE OPPOSITE TACK: SPE C I F I C Al l T : IAI ONLY 

TRAOE IN ACRICUITORAI COOOS WILL BE AF F £ C TED* -.THE 
MINISTER WAS CLEAR IN THAT POINT; (Bl REPAYMENT WILL 
CONTINUE: BUT ON THE SAME BASIS AS THAT OF ALL OTHER 
OF IRAO* S CREDITOR STATES (WITH THE SOLE CURRENT 
E ICEPT I OK OF THE UNITED STATES). 


•LASPI: 
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United States Department of State 
FmsAiAgU*, D.C. 20520 

?J. 2 3 

Dear Hr. Chairman: 

Secretary Dakar has asked me to respond to your lattar of 
Juna 11. 1990, regarding tha Justice Department * a investigation 
of tha Atlanta branch of Banca Rationale da Lavoro (BltL) and 
alleged State Department interference with the Justice 
Departments handling of this matter. I apologise for the 
delay in responding to your inquiry. 

The Department of State has not Interfered in the Justice 
Department's handling of this matter. while the 8tate 
Department ia in frequent contact with the Justice Department 
on a range of issues of mutual concern, including the BNL 
matter, this is not for the purpose of interfering in Justice 
Department functions. Law enforcement actions can have a 
direct and foreseeable effect upon U.6. foreign relations. It 
la important for the Department of State, the executive branch 
aqency charged with the administration of U.S. foreign policy, 
to coordinate with the Justice Department to ensure that 
enforcement agencies have the information they may need 
concerning the foreign-policy implications of matters for which 
they have responsibility and to ensure that the State 
Department is aware of "anticipated law enforcement actions that 
may have an adverse impact on foreign relations. In this 
particular case, for example, it was important that the 
Department understand the nature of Justice's DHL investigation 
in order to formulate *a position on whether to continue or 
suspend our CCC prog vim with Iraq. 

I hope the above Information is responsive to your 
concerns# and I thank you for writing. 

Sincerely# 

Assistant Secretary 
Legislative Affairs 


The Honorable 

Charles B. Schemer# 

Chairman# 

Criminal Justice Subcommittee . 

U.S. House of Representatives 
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Speoisl Orders Given by Chairman Henry B. Oonaales on the National 
Advisory Council's Consideration of the Commodity Credit 
Corporation Program for Iraq 

(Special Orders marked with can be found in Part I of this 
hearing record.) 


February 4, 1991; 
March 2, 1992; 
March 3, 1992; 
March 16 , 1992; 


Scandal Involving Atlanta Agency of BNL 
BML, Iraq, and the CCC Program ** 

CCC and the Pending Payment to BNL ** 
Cover-up Mechanism and Lies to Congress ** 


April 28, 1992; Kissinger Associates. Scowcroft. Eagleburger. 

stpga, Iraq and BNL** 

July 7, 1992; The President i the Rostov Gang. CIA Report on 

BNL. White House Call s Atlanta Prosecutor. 

Atlanta Prosecutors Kept in Dark bv CIA 

July 9, 1992; Scowcroft Improperly Intervened in CCC Program 

and Many Hore Lies to Congress ** 


September 28, 1992; The BNL Case: Hear No Evil. Speak No Evil 
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CONGRESSIONAL RECORD — HOUSE 


p ro eu roro «f aero p Iran aal UmI, so 
the day of the autobus waa ooralnc In. 

Than van thon then, and I raoall 
vtvidly they van wn d dw ed sort of 
east of line, who were aajrtng. well, the 
day la going to ooane when you ora 
going to hove oil of that ateel ahot 
beck at our soldiers. 

WoO. It certainly did aeem that thooe 
In oay generation would never have to 
go to war. much leaa be scattered to 
the four corners of the Earth, and 
aome of them not to return. 

I am forcibly reminded of that 
period because of some of the things 
that have now happened in our coun- 
try. where It looks as if again we have 
not learned anything. We are like the 
Bourbon kings. We do not aeem to 
learn anything or forget anything. 

Mr. Speaker, let me preface Bay re- 
marks before I go Into them too much 
by e xpre ssi ng my gratitude to an out- 
standing staff member of the fun 
Banking Committee. Let me say by 
way of parenthesis, so that some of Bay 
anxious colleagues who s eem to think 
that as chairman 1 have total control 
of ell the funding that is allocated to 
the Banking Committee, that actually 
about an I have is one-tenth of the 
staff, the total staff, that the flanking 
Committee lists as subcommittee staff 
and the Hke. One-tenth. 

I have one-tenth of the budget for 
full committee chairman's discretion 
and direction. 

1 want to keep that in mind, because 
It is very important in order to exalt 
and to emphasise the DreDeratton. 
what I call the genius of such a staff- 
ar. as Mr. Dennis Kane, who la the one 
that 1 want to give credit to for today's 
report. 

I am here today to talk about the 
■tuandal Involving the Atlanta branch 
of the large Italian Government- 
owne d Bancs Naadonale del Lavoro 
IBNL1. This Is a sensational case In 
which former employees of the Atlan- 
ta branch of BNL approved over $3 bil- 
lion In suppos e dly unauthorised loans 
to Iraq over the latter half of the 
1990‘s. Meet of these loans were not 
reported to American or Italian bank- 
ing officials, so It is said. 

The BNL scandal Is a case study In 
bank regulatory failure. It Is apparent 
that the State and Federal bank regu- 
latory agencies failed to adequately su- 
pervise BNL. The Banking Committee 
Is presently Investigating this matter. 

The BNL scandal raises several addi- 
tional eooeems within the Jurisdiction 
of the Banking Committee. Foremost 
Is the adequacy of the regulation and 
supervision of O.S. branches and agen- 
cies of foreign banks. Entitles like 
BNL co m ma n d over $576 billion In 
assets In the United 8tetee and over 
91 * billion of their liabilities are guar- 
anteed by the FDIC. The Banking 
Committee is quite concerned that the 
pr esent sharing arrangement between 
the Sta te and Federal bank regulatory 
agenetea la inadequate to ensure these 
niglM are property superrimdL This 
was cartakily the esse In the BNL 


affair. It Is apparent that a thoro u gh 
r evi e w of the International Banking 
Act Is In order. 

The BNL affair also raises the Issue 
of whether or not we should allow 
UJB.-baasd financial institutions to be 
used as a conduit of foreign policy. It 
is time the committee delved Into the 
Intentions of foreign banks, especially 
those owned by foreign governments, 
and the role they play in our economy. 
We should ask ourselves: Should we 
permit foreign governments to carry 
out their foreign policy through our 
benktng system, especially If It goes 
against our own Interests? Should we 
permit foreign banks that are under- 
written by foreign taxpayers to com- 
pete head on with our privately owned 
banks? One must wonder If It is fair 
for s foreign Ooveniment-owned bank 
to take business and Jobs sway from 
our privately owned domestic banks. 

Maybe It Is time we established s ns- 
tiosl screening board to monitor more 
closely foreign bank presence in the 
United 8tates. 8uch s screening board 
could review applications for foreign 
bank entry into the United Stales, as 
wen as monitor these banks to ensure 
they are not engaged in foreign policy 
activities or unfairly competing 
against our own firms. 


The BNL scandal Is not simply a 
bank regulatory failure. It Is intimate- 
ly linked with Iraq and the current 
gulf war. BNL loans permitted the 
export of almost a billion dollars of 
United States agricultural goods to 
Iraq. These loans not only permitted 
Iraq to feed Its people, they freed up 
scarce foreign exchange that was used 
by Iraq to build up Its military arsenal. 

I have developed evidence clearly 
linking BNL loans to a net work of 
companies that helped to build the 
Iraqi war machine; the same war ma- 
chine or so-called coalition partners 
are now trying to destroy. It Is also the 
same war machine that has taken the 
lives of some of our Nation’s pradous 
young adults, and placed over 500,000 
of our soldiers directly in harms way. 

Unfortunately, the United States 
and European technology and know- 
how used in building the Iraqi war ma- 
chine may have been legal. Inadequate 
export control laws and the lack of en- 
forcement of these laws among the In- 
dustrial nations, permitted the export 
of sophisticated technology and know- 
how to Iraq. Instead of being em- 
ployed in civilian projects, this tech- 
nology was often used to build and Im- 
prove Iraqi weapons. Many of the com- 
panies providing this technology to 
Iraq were financed directly by BNL 
loans, while many others were Indirect 
beneficiaries of BNL moneys. 

Of course deceit also played a large 
part In buBdbig the Iraqi war ma- 
chine. It is quite probable that many 
of the companias providing technology 
and know-how to the Iraqi war ma- 
chine did not real Ira they were doing 
so. During the 1900’s Iraq aat aMt di s d 


a sophisticated network of front com- 
pudH charged with the mission of 
finding and exporting Western tech- 
nology to Iraq. No expense was spared 
possible bribes and higher 
than normal profits for the producers 
of the goods exported to Iraq. 

One must wonder what the United 
States and the Western Intelligence 
community knew about BNL*s role In 
transfering technology to Iraq. It 
would be surprising If the intelligence 
community of the United States and 
those of our Western allies did not 
know about the transfer of this tech- 
nology and its uses. It would I y tard 
to believe that they did not tow 
about BNL’s role In building the i.aql 
war machine. 

The BNL affair also raises q ues tions 
about our own and other Western gov- 
ernments policies toward Iraq. For the 
most part the West ignored massive 
human rights abuses in Iraq. Iraq used 
poison gas against Iran, and even Ms 
own cttlwrra. the Kurds. Brutal Iraqi 
relocation polldea made refugees out 
of over 199.000 Kurds. Iraq was a 
know heaven of terrorist groups. 
Through all of this, the United 8tates 
and other Western governments pro- 
vided billions in export credit assist- 
ance to Iraq which had a history of 
being delinquent or not paying on Its 
loans. 

Over the next several months I will 
be taking Uae floor to talk about the 
many Imputations of the BNL acandal 
Today I would like to start with soaee 
background material. I will introduce 
you to the strategy Iraq used to obtain 
Western technology that was ulti- 
mately used for military applications. 
I will provide background on the 
United States policy toward Iraq, 
background on BNL* and finally a 
summary of BNL’s uae of United 
States Government export credit pro- 
grams. 

At future dates I will provide an In 
depth look at the warning signs the 
United States Ignored in dealing with 
Iraq, provide a more detailed look at 
the Iraqi technotogy procurement net- 
work including BNL’a role In financing 
that network, provide statist lea on the 
West’s role in building the Iraqi war 
machi ne, fend finally the need for our 
society, and that of our allies, to stop 
the proliferation of weapona of mass 
destruction. 

sukmaxt or v illa mm roucr TOW AS* 
mee 

In order to set the stage for an In- 
depth look at the BNL scandal, it will 
be useful to take a quick look at 
United States policy towards Iraq 
during the neat decade or so. 

In 1979, during the Carter admin- 
stratum, Iraq was labeled as a nation 
that had consistently supported inter- 
national te r rorism. At one time or an- 
other. Iraq was reportedly providing 
state spo n eorad support for the notori- 
ous anti-Israeli group the Abu NMal 


nhations Under the export controls 
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m to *■!«■■<* UJS. a gricu ltural 
export markets. Durta« the early 
lthOs. CCC dtrlntf two main credit 
suermntoe prog ram* to accomplish thto 
mlalon: the O8M-102 and OSM -103 


Them programs target eountrtm that 
hare potential for additional food pur- 
chases, but are abort on cash and need 
credit. The U8DA looks at a potential 
pertidpant country's long-term food 
needs, market development opportuni- 
ties for XJJB. commodities, as wen as 
the ability of a country to repay credit 
extended under the programs. The 
U8DA also receives input from the 
0A export Industry, before a final de- 
cision Is made on which countries will 
be eligible to utilise the programs. 

The GSM-102 end GSM-103 pro- 
grams both work In s manner 

BmemiaUy. the CCC guarantee oper 
etee to attraek credit from the private 
aactor to finance sales of UA agricul- 
tural oo ram o d l f l re . rather than having 


In IMS. Just prior to the United States 
end Iraq reestablishing diplomatic ro- 
latioos that had been severed for 17 
yean. The following chart nmmerlens 
Iraq use of the OSM program. 

ummvws /man mat atom 
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kw. The principle and moat significant 
differences between the O6M-102 and 
OSM- 10® programs Is the length of 
the cred it terms. Depending on Indi- 
vidual country anno un cements. OBM- 
10® guarantee programs can cover fi- 
nancing terms up to 1 yean. Under 
the OSM-103 program, credit guaran- 
tees are p rovide d for perio ds from S to 
10 yean, although typically financing 
•overage does not extend beyond 7 
yean. 

^Frior to the b eginning of each year. 
USDA. through Its eommodlty divi- 
sions and the attache service of the 
Foreign Agricultural Service HPASl. 
outer into discussions with foreign 
countries int er e ste d in the OSM pro- 
grams. FAS then the 

amounts of credit guarantees among 
potential participating countries, eg- 
tah H s htn g npedfie country lines by 
c o mm o d i ty. These proposals are then 
pooomted to an Interagency group- 
the National Advisory Council— for Ns 
advice. 

Under both programs OCX? first an- 
Muneca the availability of coverage 
for eligible countries. After the an- 
nmmceiwni . UA agricultural e x per t - 
mn register sales to the eligible coun- 
ttTjCnd pays a guarantee fee to CCC 

Transaction aider both 

5 cwy rt by an hrevoeabie 
letter of credit lamed by a COC-en- 

*~nk located In the knpoi 

rids was the Rafldsbi E 

i of Iraq. DA exporters 

ally assign the guarantee to a United 
Stales or foreign bank which then pro- 
vides the financing of the export 
transaction. 

In the ease of the O6M-103 pro- 
gram. Ooogrem mandated that CCC 
make available “no lees than 18 ba- 
llon" annually In short-term credK 
guomntees. Under the OHM-169. pro- 


On August 2. 1990. the USDA sus- 
pended Iraq from the OSM- 102/ 103 
Program. As of the latest reading, the 
total OSM Program exposure to Iraq 
is approximately $2 billion. Of this 
amount, CCC owes BNL b etwee n 3347 
million— BNL says 3333 million— be- 
cause of Iraqi nonpayment. 

an, mg, air roc 

BNL had extensive dealings with 
high level Iraqis. Employees of BNL 
frequently visited Iraq and high-rank- 
ing government officials often ***** 
trips to the United States to meet with 
BNL employees. 

After BNL was raided by Govern- 
ment officials In August of 1969. the 
Deportment of Agriculture was alerted 
to what appeared to be Irregularities 
In the BNL/lraql OSM 103-199 Pro- 
crans. CCC Investigated several Irreg- 
ularities which Included: 

Fir*, unusually high priees obtained 
by exporters In c o nnec t ion with 102 
•ales to Iraq involving BNL: 

Seo oo d. shifting of some freight and 
freight financing costs to CCC. thus 
lowering ths amount of guarantee au- 
thority under the 102 Program that 
could be used by others: 

Third, truncation of after-sales serv- 
Ices In violation of COC regulations; 

Fburth. Iraq requiring exporters to 
pay a stamp tax. a policy that Is sup- 
posed to be prohibited under the 102 


V 

ms 

dU 


COC Program regu lat ions. BNL fi- 
nancing of Illegal sugar exports is she 

under review. To date, the CCC has 
not suspended BNL from participating 
In the GSM-102/103 Program. 

The following sections explains the 
Exlmbank credit guarantee program 
Iraq participated In with BNL. 


Like the OSM- 102/ 103 Program, 
Iraq used BNL to finance many of Ns 
Imports transactions using 
Insurance programs. Exlmbank fi- 
nances DA exports by providing guar- 
antees. Insurance, and loan support. 
The Exlmbank programs utilized by 
Iraq Include the short-term single 
buyer policy which was utilised mainly 
by American exporters, and the bank 
letter of credit Insurance policy which 
was utilized by banks like BNL Both 
programs Indemnify the Insured 
pert y— a United 8tates exporter or a 
bank— against the risk of Iraqi non- 


Frotn July 1967 to August 2. 1990. 
the Export-Import Bank CExlmbankl 
provided Iraq with 3200 million of 
short-term Insurance coverage. Insur- 
ing against Iraqi nonpayment for up 
to 360 days. In testimony before the 
House Banking Committee. Exlmbank 
officials stated, ***** we ^uMmialy 
opened In Iraq only for short-term in- 
surance despite tremendous pressure 
from the American business communi- 
ty as well as competition from foreign 
export credit agencies * * * ~ 


sure from the Government of Iraq, 
which was continually requesting that 
Exlmbank expand Its coverage to In- 
clude medium and long-term 


-- — Ns revi ew . CCC 

esked the USDA's Office of Inspector 
Osoeral to contort a thorough toveett- 
tatt oo of all CCC-guarantevd sales to 
Iraq. CCC wfll take ths appropriate 
a dmini s tra tive or ctvfl aetton in the 
event that the OIO report dtsdooe 
wrongful violation of prog ram requftre- 
metoa. The CCC Is aho waiting for the 
reeuNs of the Justice Department s oo- 
gotag criminal Investigation of BNL 


Exlmb a nk was cautions about Its ex- 
posure to Iraq because of a history of 
Iraqi payment delinquencies. In fact, 
for 16 months prior to opening with 
Iraq In 1667. Exlmbank bad impended 
Iraq because of payment dettuqoeo- 
dea As recent as July 30. 1990. Extra- 
bank had to pay an exporter 333.000 
becane e of Iraqi refueal to make good 
on a contract Insured by Exhnbank. 

In total. 4Ex bn bank has insured hun- 
dreds nt millions of dollars of exports 
to Iraq. The current Exile he nk expo- 
sure to Iraq Is 373A million, of whkh 
363 million Is for amounts outotandif* 
and 31A3 mmioa repre sents potential 
exposure. The potential exposure of 
3134 mfllloa relates to Ndpmenta 
which did not take place prior to 
August A 1990. Since these exports 


abls to take these guarantees off I 


BNL Is also being Investigated for 
Inks to several tobacco exporting oora- 
paidas tha t have plead guilty or are 
ng foreign 


Letter of 
Credit Program wHh Iraq. BNL was tn- 
surod for 31 export transactions with a 
dollar value of 347 Of this 

amount 343.6 raOUon has been repaid 
by Iraq. Exlmbank c u r rent ly owes 
BNL the ren u d nb ig 63.2 rafUea be- 
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of credit that were funded by BNL and 
Insured by Ex Im bank. 

in LOAMS ros IRAQI UOJilUWUOS 
rHOOSAM 

Officials from the Atlanta office of 
BNL had developed a close working re- 
lationship with high-level Iraq Gov- 
ernment officials due to BNL partici- 
pation In the CCC Credit Guarantee 
Prorram. As the war with Iran ended 
In 1988. BNL Atlanta eras asked to 
take a bigger role In the reconstruc- 
tion program by financing noncotnmo- 
dity exports to Iraq. While these loans 
were supposed to help rebuild the 
Iraqi civilian economy, many went to 
Improve the Iraqi war machine. 

Lending under these agreements 
took the form of four “medium-term 
loan agreements (MTL's) signed with 
the Central Bank of Iraq CCBIJ. These 
loans had 5- to 7-year maturities and 
2- to' 8-year grace periods. BNL aas 
able to borrow such large amounts of 
money because of Its reputation and. 
more Importantly, its top-notch credit 
rating. The loan agreements are sum- 
marized below. 



By the time regulators raided BNL a 
majority of the loans had already been 
disbursed. Disbursement took several 
forma Sometimes BNL paid exporters 
directly. Sometimes the Central Bank 
of Iraq would pay an exporter directly 
and then BNL would make a payment 
to the CBI's account at a U5. bank 
that covered the dollar equivalent of 
all foreign currency payments made 
by CBI. Other times. BNL would lend 
directly to CBI by placing funds In 
CBI accounts. 

Aj of January 1990. a total of $1.55 
billion had been drawn and committed 
under these agreements After the 
raid. Iraq still Insisted Umt BNL make 
good on the remaining loans sim out- 
standing under the agreements. After 
months of intense negotiations, on 
January 24. 1990. BNL and Iraq re- 
negotiated the four MTL’t They 
agreed that the residual 8800 million 
or so would be utilized for new trans- 
actions, two-thirds of which would fi- 
nance projects, the supplies and serv- 
ices coming from Italian firms and 
one-third could be used for purchases 
from other countries. 

You might wonder why BNL renego- 


more more profound policy failure; 
the failure to stop arms proliferation. 

The spread of ever more sophisticat- 
ed weaponry— Including chemical, bio- 
logical. and nuclear weapons— snd of 
the missiles capable of carrying them, 
represents s growing danger to Inter- 
national security. Arms proliferation 
exacerbates and fuels regional ten- 
sions. complicates US. defense plan- 
ning. and poses ever greater dangers to 
UB, forces and facilities abroad. 

The West s policy toward Iraq is s 
esse study in the dangers of failing to 
step arms proliferation. Many of our 
coalition partners sold weapons direct- 
ly to Iraq. The United Slates snd 
many coalition partners, either direct- 
ly or indirectly, provided Iraq with the 
technology and know how needed to 
build and improve the very weapons 
capability we are now engaged in de- 
stroying. 

A recent episode of the ABC-TV 
show “20/20" highlights the dangers 
of allowing sophisticated UB. techno- 
logical know-how to get into the wrong 
hands. A U-S. company developed a 
feared weapon called a “duster 
bomb.” The United States had prohib- 
ited the sale of this bomb to Iraq, but 
this did not stop Iraq. 

Arms dealers apparently bought the 
know-how to produce the cluster bomb 
from the American company that de- 
veloped the bomb for the UB. mili- 
tary. The arms dealers then modified 
the plans slightly, applied snd were 
granted a U-S. patent, and then sold 
the plans to other arms dealers out- 
side the United Slates, who built a 
duster bomb factory. Iraq was grate- 
ful: It purchased thousands of bombs 
snd may have even built its own bomb 
factory. Needless to say. the Iraqi dus- 
ter bombs now threaten the Uvea of 
our soldiers In the gulf. 

Third world nations like Iraq, wish- 
ing to obtain dominance In their re- 
gions by using the military might, too 
often do not have to relay on obtain- 
ing the weapons of mass destruction 
directly. 

Instead, these nations take advan- 
tage of nonexistent or poorly enforced 
export control laws In the West to 
obtain the technology and know how 
to build weapons facilities on their 
own home soils. Iraq was one such 

uuqis successful, in orrsiswc wssttsji 
TSCfOrOLOOT 

The Iraqi's were quite successful In 
obtaining western technology. During 
the 1980 a Iraq established ownership 
or control of a sophisticated network 


nations provided the technology snd 
know-how to build ft- Last year, a 
German Government Investigation 
concluded Taji was meant for the 
manufacture of gun barrels. Many Eu- 
ropean and United States companies 
provided technology for this plant. 

Hopefully, coalition air forces have 
destroyed the TaJI Complex. But the 
TaJl Complex is just one example of 
the Iraqi strategy- Over the next sev - 
eral months I will acquaint you with 
other Iraqi military applications made 
possible by Western technology and 
BNL financing. 

A recent example of a compare 
linked to the Iraqi neta*ork is the 
Cleveland. Ohio-based machine tool 
company. Matrix -Churchill. Iraqis r*- 
cretly owned Matrix -Churchill and Its 
affiliate in Eneland and used both to 
obtain computer -controlled lathes am? 
other Industrial machinery that wen! 
Into the Tail Cannon Complex. 

Upon gaining control of the Cleve- 
land-based Matrix Churchill. the 
Iraqi's set up a procurement division 
within the company. The procurement 
side of the company received Its 
orders, mostly In Arabic directly from 
Baghdad. It was apparently charged 
with finding other United States com- 
panies that would build Industrial 
plants In Iraq. Matrlx-Ch urchlll 
helped find UB. contractors to build a 
Fiberglass plant and sophisticated cut- 
ting tool plant In Iraq. The cutting 
plant may have been used to manulac 
lure parts with nuclear applications, 
while the Fiberglass plant was sup- 
posedly used to produce missile cas- 
ings. 

Ironically, the UB. Government and 
our Western allies often granted 
export licenses for such plants, thus 
permitting countries like Iraq access to 
such sophisticated tec h nology. This 
was the case with the above plants. 
The United States Customs Service 
confiscated Matrix -Churchill In Sep- 
tember 1990. calling It an “Iraqi front 
company." 

■mraasas or sue* comtajixbs? 

It is likely that the Iraqi network 
used dosens of United States and Eu- 
ropean companies to supply the 
needed' technology and know how to 
upgrade Iraqi military capability. It U 
debatable whether or not these com- 
panies knew the ultimate destination 
of their products. Some probably did; 
some probably did not. These compa 
nies were often lured into supplying 
Iraq by higher than normal profits 
and even bribe*. 


Hated the loans. It's simple, under 
International law the contracts signed 
with BNL were valid. 8o Iraq threat- 
ened not to repay the money It al- 
ready owed to BNL unless BNL made 
good on the remaining balance of the 
loans. 

urraooocnoM to umi tscwtount 
nocouuorr nrrwou 
Besides providing an example of 
botched bank supervision. BNL pro- 
vides an example of a leas evident, but 


of United States and European front 
companies whose primary mission was 
to obtain western military technology 
and know-how and export It back to 
Iraq. The Iraqis were very secretive in 
their dealings and were careful to con- 
ceal their true affiliation. 

An example of the success of this 
network is the Taji Complex, a cannon 
factory outside of Baghdad. This 
project was long considered a civilian 
Industrial complex, and many western 


nm was Tax nrmueixes comrcwrrr ■ 
As I stated earlier. It Is hard to be- 
lieve that the United States in tell: 
gence community or that of our allies 
did not know about the applications of 
technology being transferred to Iraq 
It is also hard to believe BNL escaped 
the attention of the Intelligence com 
rounlty. These organizations monitor 
overseas telexes and phone con versa- 
tions. Did they fall to d isco ver the 
over 3.000 telexes between BNL and 
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Iraqi OwwwbI H otita, many pit- mrunammiDioocnowiw om li_ 
vMlat Information ««— m-g loans to £rl 

c ompa n i es that were building the Tejl ***1 l-l— AMXMCED MMUMIY Of 4U-KS R. 7U*TI 
complex and other miiiLarv WMC OuiAXim immr ihh rur mu * T " vm 


eoonlex and other military related MOC GUARANTIES VfUCAfti (MO TH[ TMO- 
profecu within Iraq? TIMM. OX EXTORT CKDT GUARANTO WQM 

aho monltor travel between (6SM-1B2) BUMC FISCM YU* 1M1 
the United SUtes and Iraq. Did they - - ... . 

fall to discover the many visit* BNL * 

employees made to Iraq and vice vena. • f 

and the purpose of such vlsiu? _ ^ 

Olven the magnitude of the loam to JJ, jwe 

Iraq, and the projects that some of the !■?*■ <— •»> 

loans were going to finance, one would — 

almost be justified In asking the ques- «w 

Uon: If the United States and Western — — — ~_ZV '£! S 

Intelligence community did not know — _ tit a 

about BNL. did they fall to do their 

Job properly? “ 

Obviously, many exporters knew UMf l-l — AMXJUnaD CMMttKUi OttDfT IMS— 
they were building or supplying ms* IT COUNTVY AM) COMMOOtTY DUtftC M5CAI TEAR 1«4 
chtnery and know how to weapons ^ 

Plants In Iraq. If It was common 

knowledge among exporters that . . eut-in inn rm m 
many of the supposed "Industrial fa- ~ JtJ z~_~ — — - nw mmt 

cUiOes* in Iraq, like the Taji complex. — — m an 

were actually military plants, one le 
would think the Western intelligence 

community would know shout these iJa ~ m * 

plants? I would also Uke to think our C*. Ml tfi ... M 

Government would have severely rep- 

rtonanded Iraq for such activities. » 

Maybe the United States Intellig ence *•■»— i»i — _ pi _ in a 

community did not know, because Iraq — mt m < - mt » 

was never severely penalised. . 
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BY COUNTRY AM) COMMODITY DUMC nSCALriARlW 
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TABU 1-1. — MORXMXD COMMERCIAL CREDIT IMS- 
BY COUNTRY AM) COMMOOITY DUMC FISCAL YEAR 1917 


Mr. 8peaker. at the end of my re- 
marks 1 am including some tables and 
also copies of correspondence between 
the Honorable Richard L. Thorn- 
burgh, the Attorney General of the 
United SUtes. and myself. Let me say 
that the Attorney General was very, 
very much opposed to my calling and 
holding the hearings last November. 

My colleagues can read what I said 
by way of explanation In this letter I 
wfll just read the first paragraph.' I 
said to the Attorney General: ‘The 
purpose of this letter Is to respond to 
your letter of September 36. I960, and 
to express my distress over your ap- 
parent lack of understanding of the In- 
vestigative and legislative functions of 
the Congress.” 

Mr. 8peaker. there la only one of the 
three basic constitutional powers in- 
herent in the Congress and not delega- 
Uble that has remained. I would say. 
fairly Intact and upheld by Supreme 
Court decision after Supreme Court 
de ci sion. and that one Is the right for 
the Congress to know. seek, and obtain 
Information. Our purpose Is legislative 
because we have the task of having to 
Plug this tremendous hole In our regu- 
Mtory structure that allows, even now 
as I apeak, dose to 600 billion dollars* 
worth of credit resources b» this coun- 
try to be used In a way that may not 
be perceived now any more than It was 
before August 3. IBM. 
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Owaorm lw i MwOwn. 

WmskiUdUm. DC September 24 1«ML 
Boo. Rmr 8. Oonxalb. 

CMmta, CbmMtt« m BrntUting. Ami mc. 
ead l/rb«a 47«irs. (/X Norm «f Jtepre- 
arnLoLicca. Wasklngton. DC. 

Dbar Mr. Chairman: The purpose of this 
letter Is to exprem my profound dtosppotnt- 
Bsnt In your decision to ignore the strong 
objections of this Deportment In the Bones 
tfostomJe del Lsvoro (BNL) metier. I am 
similarly distressed by your refuse) lest 
evening to discuss the metier eilh me. 

Your intention to schedule e heeling for 
October 9th on the Investigation of unau- 
thorised loans to Iraq by BNL end the re- 
quest to interview both the Assistant United 
Steles Attorney end the government srll- 
nrsses In the case raises the prospect that 
culpable parties sill elude prosecution. 
Your staff Is fully aware of the existence of 
our ongoing criminal investigation end the 
likely Impact that these actions will produce 
on our efforts 

As you should be aware, this Is a sensitive 
car? mith nstional security concerns. The 
United Slates Attorney in Atlanta advises 
me that both witness security and the will- 
ingness of witnesses to continue to cooper- 
ate with the investigation and prosecutions 
wJI be Jeopardized by your Congressional 
staff interviews and hearing 

Mr. Chairman, a decision to proceed with 
these Interviews and the hearing at this 
time significantly diminishes the Depart- 
ments ability to successfully prosecute this 
matter. Accordingly, we again request that 
your staff work aitli tne Department to 
find alternatives that allow both the legisla- 
tive and the lav enforcement processes to 
function. 


of their BaMBMaa ate guaranteed by the 
Mml DspasR In— ranrr Corp o ration 
CFDKTL The an gamut i of the BNL fiasco 
(La, tU MW— In u— athartaad toons to 
Iraqi, while not directly posing a risk of the 
PDIC. certainly raises the question of the 
adequacy of state and federal regulation 
and oversight of these entitles Rest as 
sored. In order to ensure the U S branches 
and agencies of foreign banka do not pose 
on undoe rkk to Um already beleaguered 
PDIC. the Bonking Committee will continue 
to Investigate the adequacy of the regula 
lion and examination of these entities The 
BNL case provide s a clear case of a regula 
lory breakdown that needs to be understood 
and addressed 

With regard to (he Banking Committee's 
legislative interest In BNL. the Federal Re 
sene haa notified me that the BNL invest! 
gallon uncovered a loophole in the criminal 
code that will probably allow former rm 
ployers of BNL to escape Federal prosecu 
lion for fraud, theft, enbezaiemcni. mtup 
plication of funds, and bribery You can oe 
sure that I mill continue (o work to correct 
thu over decade tong Justice Department 
oversight. I have been given permission by 
the Rules Catnmittee. and I intend to offer, 
a Floor amendment to the crime bill that 
wiU dose this loophole In the criminal code 

I hope this letter haa served to properly 
Inform you aa to the Banking Committee's 
legislative and investigative interests in 
BNL. I trust the Justice Department will 
provide K full cooperation. 

Sincerely. 

Henry B. Oowzalxz. 

Oioirmea. 


Sincerely. 

Dtcx Thorns—. 

Attorney General 

Coaxi n g oa Banking. Fimawcs 

amd Urban Ajtairs. 

Washington. DC. September it, J9ML 
Hon. Richard L. Thornburgh. 

Attorney General. Washington. DC. 

Dias Mr. Attorney Q animal. The pur- 
pose of this letter la to respond to your 
totter of September M. 1M0. and to express 
any distress over your apparent lack of un- 
demanding of the Investigative and Legisla- 
tive functions of the Congress. 

On September 21. 1M0. I agreed to alloar 
my staff to esett with your staff to dtocuee 
the Justice Department s con cern s related 
to the Banking Committee s investigation of 
the Atlanta Agency of Banco Naztonato Del 
Lavoro (BNL). During, and subsequent to 
this Bveeting. your staff was unable to 
comply with my request for specific j—Ufl- 
cation for suspending this most Important 

Specifically, the Justice Department 
failed to reveal how Interviewing employees 
from the Federal Board, the Federal Re- 
serve Bank of Atlanta, (tie Department of 
Bonking and Finance of the State of Osar 
•to. end current end former employ see of 
BIVL would, as your letter states. "Mgnin- 
contly di minish the Justice Deportment's 
ability to successfully proas nils this 
matter." In addition, the Jintice Depart- 
ment failed to demonstrate how the Bank- 
ing Committee's Investigation would Jaop- 
ardtoc the personal security of witnesses or 
Inhibit their cooperating with the Justtoe 


The SPEAKER pro tempore (Mr. 
Burnt i). Under a previous order of 
the House, the gentleman from Geor 
gla (Mr. Gingrich] is recognized for 
60 minutes. 

(Mr. OINORICH Addressed the 
House. His remarks will appear hereal- 
ter in the Extensions of Remarks.] 


The SPEAKER pro tempore. Under 
a previous order of the House, the gen- 
tleman from New York [Mr. Owens] is 
recognised for 60 minutes. 

[Mr. OWENS of New York ad- 
dressed the House. His remarks will 
appear hereafter in the Extensions of 
Remarks.] 


SPECIAL ORDERS GRANTED 
By unanimous consent, permission 
to address the House, following the 
legislative program and any special 
orders heretofore entered, was granted 
to: 

(The following Members (at the re- 
quest of Mr. Oonzalcz) to revise and 
extend their remarks and include ex- 
traneous material:) 

Mr. Matron, for 9 minutes, today. 
Mr. Anwunzxo. for 5 minutes, today. 
Mr. OucsatAN. for 60 minutes each 
day. on Fetmxary 9 and 6. 

Mr. Bonut. for 9 minutes, on Feb- 


Daparuscnrs tovasugatton of BNL. 
Aa Chairman of the Banking Cm— 
m*ed that the regulation i 
» of the UK branches tof a 



roarySandt. 



(The following Members (at the re- 
quest of Mr. Laoomarsino) and to In- 
clude extraneous matter.) 

Mr. Osekn of New York. 

Mr Kolos. 

Mr. Osabxson. 

Mr. Cunosk. 

Mr. Micro. 

(The following Members (at the re- 
quest of Mr. Gonzalez) and to include 
extraneous matter.) 

Mr. Lantos in two instances. 

Mr. 8tark in three instances. 

Mr. Clement. 

Mr. Dorcan of North Dakota 
Mr. Stokes. 

Mr. Penny. 

Mr Anderson in 10 instances. 

Mr Gonzalez in 10 insuncts 
Mr. Brown of California in 10 in- 
stances. 

Mr. Annvnzio in six instances. 

Mrs. Lloyd in five instances. 

Mr. Hamilton in 19 instances 
Mr. de la Garza in 10 instances 
Mr Matsui In three instances 
Mr. Erdrexch. 

Mr. Hochbrceckkcr. 


ENROLLED BILL SIGNED 
Mr. ROSE from the Committee on 
House Administration, reported that 
that committee had examined and 
found truly enrolled a bill of the 
House of the following title, which was 
thereupon signed by the Speaker 
H .R. 1M. An act to provide for the Secre- 
tary of Veterans Affairs to obtain independ- 
ent scientific review of the available acien 
Uitc evidence regarding associations be- 
tween diseases and exposure to dioxin and 
other chemical compounds in herbicides, 
and for ether purposes. 


SENATE BILL REFERRED 

f Omitted from the Conyressionat Record of 
Thursday. January J J. I fill 
A bill of the Senate of the following 
title eras taken from the Speaker's 
table and. under the rule, referred as 
follows: 

& 2M. An act to amend the Immigration 
and Nationality Act to provide for special 
immigrant status for certain aliens who 
have served honorably (or are enlisted to 
servo) la the Armed Forces of the United 
Stales for at least 12 years; Committee on 
the Judiciary 


ADJOURNMENT 

Mr. OONZALEZ. Mr. Speaker. I 
move that the House do now adjourn. 

The motion was agreed to; accord- 
ingly (at 1 o'clock and 23 minutes 
pjn. ). the House adjourned until to- 
morrow. Tuesday, February S. 1991. at 
12 noon. 


EXECUTIVE COMMUNICATIONS. 

ETC. 

Under ctowse 2 of rule XXIV. execu- 
tive w—BtatfOM were taken from 
the Speaker's table and referred as fol- 
lows 
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that tiraflitarW vatan lt» mar* ilkvty to 
vote Democratic ha— aacc— 4*4 tm Mecklaff 


floor— that la. UU1 to4ay 

$7 )otatef cba praoaat hooorabtehaab of 
VUWbMcaoa who rapport tha m— ». 1U- 
pablKa— LUa Alloa— D'Amete of No* York 
aaf Art— Specter of P— yl—ala cu chew 
tha ktei >of btparUaa— hlo "me W 
eeeda U llV to ha— a reelaUo t 
avoldlof a rath. 

Oppose® a of ''motor voter" — y thay'ra 
worn *4 about coot agd' rota fnai Bat tha— 
oocoanu art — f farh ot Whafa hard to ea- 
aiywtu la U* do— A—artaaa 
a aya— that tea— a oaly Ma of 
Ifflble vote— radiate— 4. Thh^J 
—a vota to afla— that i 


THE ROSTOV OANO 

The SPEAKER pro Lam pore (Mr An- 
of New Jeraeyi L' ruler a pre- 
vloua order of tha Houae. the gen- 
tinman from Ttx&i [Mr OOKtAi.tr] la 
rvcocnited for 00 minute® 

Mr GONZALEZ. Mr. Spatter, today 
I will provide aa update oa the Roe tow 
tariff which will reveal that Pr— Ideal 
Buah. hi a laffal adrleer. Boy dan Oray, 
and National Security Advlaar Brent 
Scowcroft, were all directly Involved In 
the efforte to thwart the oonjreee tonal 
lnv— tlffmtlon of the Iraq policy. I will 
aleo detail ooma of the more prominent 
sxampl— of why the President la ooo* 
tinuinf to thwart (ho Wan king Oom- 
mltLee'a Inquiry of the Baaca 
Naclonalo dal Laroro. Thee# lacludo 
new e video— that ahowe that t day* 
prior to wlaninff approval for a & bil- 
lion fteeal year 1N0 Commodity Credit 
Oorporatloa procram tor Ir a q— t horn 
are taxpayer-guaranteed program - 
the National Seeurlty Ooancil and the 
State Department received a detailed 
secret CIA report oa BNL Indicating 
that BNL loans were need to tond 
Iraq's eland— tine mlaails and nuclear 
weapons procurement program. 

The report concludes that a failure to 
approve the SI bllltoa Seoul year 1990 
CCC program for Iraq would harm tha 
United States- Iraq relations. Tha 
White House staff Intervened In the 
BNL lnv— UgmUon being oonducted by 
the U S. attorney In Atlanta OA. Criti- 
cal lntelllgenoe information about tha 
BNL scandal was withheld from proa- 
ecu lore in Atlanta until after tha Iraqi 
Invasion of Kuwait. 

In my floor statement of Maroh li 
this year I revealed how tha Buah ad- 
ministration had aet up a high-level 
Interagency group ef Lawyers te thwart 
or obstruct tha— oongrs— Inaal lavee- 
Ugntioas af prewar Iraq paUsy. I did 
not have evldowoa that tha President ar 
meat tf his steaaat ndvtossa had direct 


npt U 


ts hll Bhad ba Mntfh and aant r el and oth- 
er wl— d eprive Ude flow ef f for— fl e a 


Vloe Pr— id— it. has Intarveaod la ha- 
hal/ of aid to Iran. We did not have tha 
documentation shewing hie participa- 
tion la this elaborate net that was ini- 
tiated by the lawyer tor the N8C. 
R— tew. la order te keep Congress la 
Ignoranoe. 

Last wee k I obtained new ev ide n ce 
showing that the Pr es i de nt and at that 
am his principal adviser, John 
Susunu. and Brant 8cowcroA and Mr. 
Robert Oates, tha Director of tha CIA. 
and Boy den Oray. all had direct rol- 
ls limiting cong ressi onal sees— te 
Commerce Department export licens- 
ing information on Iraq. TO— were 
the 1 teens— that were doctored before 
they were given to another Member, a 
distinguished Member of our Con gres s, 
of the Hou— of Repfo— ntatlvea, in 
which the purpose, for military pur- 
poses. of tho— Uoana— were blotted 
out. 

Before I gut Into tha details of the 
new evidence, let me refr e sh my ool- 
leagw— ' ’ memorl— shout what I call 
the Roetow gang. In April lfftl. tha He- 
Uonal Security Council's legal advise r, 
Mr. Roetow. called a high-level. Inter- 
agency meeting to d i e re — co ng r — 
slonal laveettgadona of Iraq policy 
prior to the invasion of Kuwait on Au- 
gust L 19)0. The meeting was chaired 
by Nick Roetow, the individual referred 
to. the General Coen— 1 to tha NSC. 
Mr. Roe tow's previous experience ln- 
clud— playing a key role la the White 
Hou— efforts to cover op the Inn- 
Contra scandal and to obstruct a IMP 
OAO lnv— tl ration of then- Vice Presi- 
dent lash's tl— to Panamanian leader 
and drug lord, one Oen. Manuel Anto- 
nia Noriega. Alas at tha meeting were 
President Bush's Oentral Counsel, 
Boyden Oray. and tha top lawyers for 
the Departments of Justloe. Deton—. 
Bute. Treasury. Commerce, Agri- 
culture. Energy, and tha CIA. Each af 
tha agencl— had received requests tor 
Information from tha O on g r s — . and 
the— lawyers wars responsible for 
overseeing the collection and submis- 
sion of the Information. That la where 
I referred to this high-level legal team 
as the “Roetow gang.** 

Tbs Roetow gang — tabltshed a proo- 
e— whereby a oongrs— tonal lnv— Ora- 
tion had to hurdle a sari— of Increas- 
ingly difficult barriers la order to ob- 
tain Information from an executive 
branch agency. Ostensibly the function 
of the group was to review documents 
and information applicable to eongrsa- 
slonal requests for Iraq-related Infor- 
mation and to — tahllah a coordinated 
approach tor tha dissemination of this 
1 nfhrmati oa. 

On tha ourfhoe. that la un ders tan d 
able. If you are In tha executive branch 
and you have requests from various 
nommina— and m em b e rs of tha oem- 
mltte— from tha Onngrsm m what be 
wrong wKh eoordfamtiagf That la sue 
thfc«. But fta reality ttftagaagvaaaa- 


Imwi about M < 

ana. and wa anil are not gutting tha to- 
nality. this was tha 
» of this gang, aa well as to 
mm la alee regw- 
lata tha Oow af potentially omharra— 
lag Iraq-related information to tha 
Congress. 

Now. all executive branch— base 
done this. I base been in this C on gr a— 
and I base been very fortunate and 


being one af President Nixon's highly 
placed Security Council, and there 
were ether related agency l ends— . I re- 
member the memorandum be prepared. 
TOe*. believe It or not. there were 
ether Mde Executive promulgations all 
and— tha secrecy of the President's 
National Security Connell, either edvft- 
eery or — memorandums, which were 
even Intended to su spe n d tho 19N gen- 
eral elections, tf u s — mi r y. 

The whole point of all this basically, 
and the reason I am triggered off In my 
Interest. Is that we are at this time and 
period In our country's develop m ent 
toeing tho gr— toot constitutional cri- 
sis tinea tha adoption of tho 
Constitution. Including the Civil War. 
Now. that has not some true yet, bat 
that do— not diminish our responsibil- 
ity. W# are charged under tho Con- 
stitution to respect tho integrity and 
tho independent ooeqoallty and — po- 
rateoa— of this body. 

So the records obtained by tho com- 
mittee Indicate that tha Roetow gang 
mat at least eight tlm— during April. 
May. and June last year. lftftl. Tha 
Banking Committee recently motived 
doeamentatton Indicating that P r e ti 
dent Bush participated directly In tha 
pro o— of tha Roetow gang. On June ft. 
ISM. there was a meeting of tha Bestow 
gang chaired by tbs Pretideat'e legal 
adviser. Boyden Oray. Lawyers from 
the State. Treasury Commerce, and 
Justice Departments were In attend- 
ance. The meeting eras called to disco— 
a long ponding Commerce Depart ment 
r e q u est for Iraq Ueenslag Information 
and to discu— congress tonal requests 
tor data. Including my own Banking 
Committee's request. 


O 1130 


Most of the meeting was dedica t ed to 
tha different strategies that eowld he 
osed to limit tha flew of Information bo 
Congre— ■ Ctalns af axsenfefea privi- 
lege. which we received one from 
Treasury, were mentioned moat efts*. 

It Is dear from inte rv iew, docn- 
meata. and notea that the atmtagy af 
tha Bestow gang was fta try to claim 
ruatiei prlvftin ar doSbsr— tha 
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p roc »— or«r a many docoiMots y 
possible. Ths Congress *u not to ktvi 
Um on tiro story on tbs administra- 
tion's Iraq policy. It «u hopod that 
making these clAlna would work to 
duiy Congrees tbs most embarrassing’ 
and damaging Information on Iraq, 

As I said boforo. not only executive 
agencies, but all pooplt la power, 
wbothor It la political power, money 
power, or religious power, will do ev- 
erything to try to not disclose an em- 
barrass Inf mistake. We know that. 

The Houston memorandum, for In- 
stance. was hlfhly secret. It was kept 
from the American people. Everybody 
else knew about It. Finally It was pub- 
lished Intact in a book by the assistant 
to J. Edfar Hoover. Mr. Sullivan, who 
died under, some people claim, mys- 
terious circumstances. There be has It 
In the book. 

So here la the Confreu thoufh. the 
Repreeentatlvu of the people, sup- 
posedly, denied Information throufh 
this hlfhly secure state of national 
matters, that they alone, the American 
people and the Confreu do not know 
about, but everybody outside of the 
United States knows. Let ms tell you 
about that later on. 

Coofreulonal challsnfes to the falla- 
cious executive privilege claims only 
worked to deny the eubmlaalon of in- 
formation. One agency's notes indicate 
that Robert Xlmmett of the State De- 
partment advocatd the delaying of a 
request for Information as long sa pos- 
sible so thst the congressional sub- 
poena authority would laps# at the end 
of the 1st session of the 102d Confreu. 

They knew that. As s matter of feet, 
we In the Banking Committee unani- 
mously passed out these subpoenas and 
renewed them. This way the committee 
would have to go to It* members for 
subpoena authority which would delay 
the production of documents for sail 
mors months. 

His following quote from notes of a 
Rostov gang meeting provides a feel 
for ths strategy that this group de- 
ployed. "By Monday. Identify ths most 
aenaltlve documents In each agency. 
Wa will go to tha mat. There are many 
of tbsaa that will head toward denial." 

Several Cabinet members, including 
Secretary of State James Baker and 
Education Secretary Lamar Alexander, 
were apparently opposed to certain as- 
pects of the Rostov gang process. 
Notes Indicate that they thought bet- 
ter of obe tract! ng the Congreu to tha 
point of being eubpoenaed. 

Secretary Baker also did advocate 
withholding Information related to the 
Slate Department's position on certain 
Commerce Department export licenses 
that were to be submitted to Con- 
gressman Gxjdfkson 

On October 36. 1901. Commerce De- 
partment memorandum states, "Note: 
Ktmmett/Bakcr (per Matheson). Do not 
want agency recommendations to be 
provided but will not argue for Execu- 
tive privilege." 

Other agency docuroente Indicate 
that Brent Soowcroft played a promt- 


sent role la determining what Informa- 
tion should be provided to ths Con- 
grsu. I s h ould say that Is Oen. Brsnt 
Soowcroft, the National Security Di- 
rectory far this a d min ist r ation. 

For example, a Commerce Depart- 
ment note related to the eubraleelon of 
a sanitised list of export license Infor- 
mation to subcommittee Chairman 
Dooo Ra award of the Government Af- 
fairs Commutes states. "Up to Scow- 
croft at ths NC8." 

Other Commerce Department notes 
state. "Soowcroft willing to stand up 
and be counted.** 

Tet others state. "Soowcroft will 
take the lead on asserting sxecuUvs 
privilege. " 

Mr. Robert Oates Is also listed as a 
recipient of several Commerce Depart- 
ment memos dealing with the submis- 
sion of information to Congress. So Is 
Mr. Moebacher. the former Secretary of 
Commerce from Texas In fact, notes 
related to Mr. Moebacher'a response to 
a congres si onal subpoena for docu- 
ments related to National Security Di- 
rective 315. NSD-31S, and National Se- 
curity Review IT. NSR-17. are rather 
Interesting. 

The notes state: 

Secretary Mo S b e ch er will have to appear 
before Co ng t ees or rue the risk of coatempt. 
or appear wlthoat document* and Mill nia 
rttk of caw tempt Able to aay Prmldesi di- 
rected him to withhold. No criminal risk, 
•erford. U S. Attorney, will oot prosecute 
whea omoala withhold at direction of Presi- 
dent oe Executive privilege grounds. 

The previous quote appears to Indi- 
cate that the Rostov gang was con- 
templating what potential criminal li- 
abilities lay ahead If Commerce De- 
partment Secretary Moebacher refused 
to comply with a congressional sub- 
poena. It certainly appears that the 
President la willing to allow his name 
to be used as a defense for not comply- 
ing with the law. 

What could the White House and the 
Commerce Department be hiding that 
would be that sensitive? The question 
arises, did the President know bla top 
advisers were using hie name and good 
office as a shield? 

So far I have shown that Brent Scow- 
croft, Robert Moebacher. James Baker, 
and other Cabinet-level members of ths 
Bush administration participated in 
the efforte to limit the flow of Informa- 
tion to the Congress. 

What Is most astonishing and dis- 
turbing Is that the President of the 
United States appears to have been di- 
recting this effort- Notes from one 
Rostov gang meeting quotes the Presi- 
dent's legal adviser. C. Boyden Gray: 

The Pru itt win west to meet with all 
Cab inet Secretaries one to oe* to work It 
out adequately Internally. Very sensitive, 
•ununn Impremed with the significance. 

That la not Um only occasion that 
the President had a lend rols In the 
Rostov gang p recede. A Commerce De- 
portment m emo r a n dum dealing with 
the — hmlmlus of tnibnnaUoo to Con- 


Thls m e m o r an dum is to report that Cous- 
eel to the Presides t. C. Boydea Oray ladl- 
Gated this week It may be aeoe es ary to have 
Cabinet level discussions with the President 
os Executive privilege Issues. 

Ths same Commerce Department 
memorandum states: 

On June 4. 11*1. Chairman Okjocnsom seat 
yoe. Secretary Moebacher. a Uttar reiterat- 
ing bis request and complaining that ws had 
not provided any documeoia. We. Commerce, 
will soon seek to meet with his atari to dis- 
cus* s postlbU socommodstlon under which 
w# would begin providing Information. Any 
•ocb accommodation will have to be cleared 
by the Wbiu House. 

Any such accommodation would ha vs 
to be cleared by ths White House. 
These notes Indlcsts that ths President 
has participated In the effort to stem 
the flow of Iraq-related Information to 
ths Congress. Ths fact that President 
Bush would require hie Cabinet to go 
along with the scheme Is startling. 
With all the reeponalbllltlee associated 
with the Presidency of the United 
States. It Is reminiscent of the Water- 
gate days, that ths Prealdsnt and his 
top advisers should have time to con- 
sider such trivial matter*. The time 
and effort spent on developing schemes 
to thwart congressional oversight Is 
monumental. 

0 1440 

It la too bad tha President didn't put 
as much effort Into high level Inter- 
agency meetings designed to ensure 
that law enforcement agencies had 
enough reeouroee to track down and 
proeecute companies that violated 
United States export control laws re- 
lated to Illegal export to Iraq. 

Now come these notes, and tbs ques- 
tion Is. how corns there are no indict- 
ments of these companies Ilk# Matrix- 
Churchill that wars helping to arm 
Iraq? Where la ths Carlos Cardoen in- 
dictment? Sadly there has been no 
high-level Presidential directive aimed 
at bringing the United States compa- 
nies that armed Iraq to Justice. In- 
stead. scares resources are spent on 
coverup. 

Ths President and hie top advisers 
took an oath of office to uphold the 
Constitution, as ws all do. Ths courts 
have repeatedly ruled that the Con- 
stitution granted the Congress s legiti- 
mate right to executive branch infor- 
mation. yet the President and hie clos- 
est advisers have shown a complete dis- 
dain for ths Congress and ths Con- 
stitution. 

These are frightened officials who ap- 
parently cannot face having their ac- 
tions Judged by the Congress. They 
hide behind the cloak of secrecy rather 
than facing up to their actions. The 
President, or at least people acting In 
his name and apparently with his 
knowledge, has conspired to keep the 
truth about his Iraq policy from ths 
very public that sleeted him and 
fought and died to support h!s efforts 
In ths gulf. 

After reading ths Rostov gang docu- 
ments and seeing ths great lengths to 
which ths President has gone to stop 
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Prorrmm ter Iraq. l adl es t od that there waa a risk that ate p r artoa r of i 

A CIA report of N ovember d. ISO. la- Iraq was dlTartinf agriculture credits acadfee hand at 
dlcatee termination of the SI bllUon to pay for woapoaa aad s nclear equip- Uamapfceaatia Be is tea i 

flacal year IMP OOC Prorram win harm menu la teet, past thla mornlnr It waa *^2“ 

Halted States- Iraq raiaU o aa. e B aeoacad oa the radio that the Patted 

la recent weeks Praaldsat Bosh has Nations is dsmaadlnr a c c ess to the JEJSJtT te Vmry farioa^rfna^SSL- 
heea characterising hie adotialrtra- Iraqi Ministry of Agriculture's raeorda. praartast Jimmy Carw attemp ted la me 
Uoo*a acUooa for Iraq a a p ro p er aad Clearly the United Nations easpeots mto-ifNa to ooaetraia U.a. military seta* n 
ahoee hoard. M Wa were loot tnrtnf to that Baddam Hnaaala ooed the 000 the Third World aad to nego ti a te a aami 
briar Iraq aad Baddam Haaaeia into Procram to aoqolra woapoary. 

the society of law-aMdlm nations." 

What a funny way to do that, by arm- 
lar them, armiac him la a way that I 

win ahow later oa waa o np a rall alad tere the firing started la the Parvtaa SmTio Maaooo *m k*m*D»TwZ a 
with any other conatry oufertde of the Ouff. And It wae from. It la from the pm of Cold War teatfeaTteW ten 
top two ooperpo w e rm . Be states that his BnOeUa of the Atemio Sc ienti st. Be ssrtosa tOort haa ham made ta a era l 
plan waa to woo B a dda m Hnaa a la with maay ef my ooUaacwas aad othan la n a ti ona l anas waflickiag. aad aatao n 
acrlcmltora credits ta order to onooor- the aown media seam to ***** that I Third World have skyrocketed. Aa carter 
•re Iraq to htia the Hastily of nations. 

aa I aald. At least the President Is now meats that I have been puttie* ta the 

adraltUnr that hla policy felled, hot he Hants woald be the excludes source. ^ 

to still latent oa misleading the public Aheolately not. I had been trlccorod by Ska m 

about certain aspects related to the sock articles aa thla aad others. armoet artels U tha Paralea Oalf a «e hem 

OOC Procram for Iraq and the BNL This article la entitled “PuaUv tha ETpaoltiro esteems, there***. itahmMte 
■ s a nd al aad how tha oradlte wore mol- yirr. Bow We Armed the Middle Bast.** to damosswa ta tha upat seed fee eerma 
tiplled. obtalasd through tha BNL Aad la it It says oa tha eery flirt yarn. te*fiotoel arms wade, 
acharaa of flnaoclBr aad thle elaborate aram-trade dearer la nadereoeced ^ ■*— we ia daarw la a a li m a n l hr 

network ef procurement that beg built by tha relative emawith which Bad- B, T * ». 

*P tor military hardware, lacl e dla r dam Hnaaala was able to eaasmhla a 2IT. ~ 

Chemical weaponry and aoclaar. maertee araaaal of ooaeeatioaal wasp jn, . — «. — ■ M wau, 

aag&gjgg&gg rscMSsns Sennas 

Una ftooal year IMP OOO Prorram for w ftw Americans realised we were aver of motors weapons by a Third World 
ta November INI was a well wbolahoartedly eonunltte* by the mwr^foolrtrtia tea. juiwmam 
thoerbt out. predeat approach to alio- luma admlalstratioa on the side of u * ■rtara asetot and Chiaoaa tasks. « 
oatlar taapayer rae oa roaa. Be afoo ee- purchased aa estimated W.T L? * f — 4 ^ "f; 


V Iba 


hsmeatly c la im s t h at the United aain*>m dollara* worth of arms aad mill- Sr**^rT> 
States did art help enhance Iraq*! ale- from frt 

tile and nuclear, biological, aad cbeml- 5moI SSul 

< w» W WW. Otprtmty. m ZZpoL *T . nird V«i4 OOU.UT. 

.— Tt lQM in Mtw. I~.i. — ■ ■ J- - m 

WkU* tMMUr Udn«U« •• Mrt- UMMinMNutotiwiub. 


fc|MM la pravaO la tbs lraa-1 


Iraq War oai 
m or Iraqi do. 


euiture group tae rramaoat etamo: M y_i flgttan anaed wlU "^™**** 

J TO»rty s ort tema COOP wed- boost mleeUaa.** aad St wae oat ef 2VK22!?J5 

zxzfLs rii zzim iZJL — 1 ^*0^1^^ mm » m ow 2 ^.sssjrui 

ll rtU0« »■ ^PW^ O^dobly mlMju «• »» iMirnw. 

team m a way thofa hsosftolal to ftmarlraa 4rm# ^ peraoaael oarrtare, aad MB Bond oalarria« tbs Iraqi araeaal. Altbeech direct 
•frtaoltarotmh tbs aattaaal tatssert of tea ■ eurfooe-to-aurfhoa mlsstlaa." ^ a^ aalmm Iraq haea ham lar»rty 

Uaitod Stales Ibrsmaet la my uni Be I Now. this arttele ap p ears, aad It la Masked ones tee late Kate whm Iraq ha- 
saat say n*s bam psrthat, bet I da Utah eery art onatee. and I am toiag U put It • M»mt af tea assist Ualoa. Watetsf- 

dsyartma et aad l hope the Whm in the RscoKD. I brought It to the at* 9M T itk T 4 T** 

■ossa has Sosa a rood job la the Im p l i m ia tantloa of tha staff tery rslaisd ssimss aad tsnhsolngy. saeiat 

tsKoa of the law aad tea eatag af Ihsas srad* ■“* Madam are aim tight*— d ahaat Maae mTi 

MS. Q ill osntrfbattem ta ■maala'a mUlUry c apaMW- 

It to obeioes that tha White Boost I analysed it. aad I wondered how la 
aad tha State Department did not act the world wo oeoM have helped tha rwartdlaoeera hm^qrmdtatea smeaal IS 
properly la granting tha M btllloo la eery eouatry that the Praaldont was al- straiato Jimmy Oerter proposed la hit. 

OOC credits to Iraq la No e em b a r UB ready engaged la one ef the largest as- Oe tea heals af tela eiperteeco. U S. ete- 
Tbey Ignored maay wanting algae la petition ar y C aress ta the history ef our Mato teoaU ha wary or waa a tom a g mare 
granting agricultural credits to Iraq ae Anaed Perces against. Tha date of this * 'ha N 
well aa what I am not mentioning bora, article was Pece m bar-Jaauary: that to. _ 

aad that to quite a number of hundreds MP-PL Be it had to be prepared and "L . 

ef Btillloas of dollars la export-import printed before, long before say short- 
guarantees, oa which Iraq has da- lag started. I read It haters the s h oot- m Aarmt mm 
fool ted. For example. Iraq wae art lag started. It wae after that that I la- up Mtesl ua 
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MKkttl Milton deal). and * l iH wNr to 
towl a tt bUllonpnukage ef tuki. air- 
•rail. mlaellee Tto Whitt Saw to 


principle to Mil SI bUIloo worth of 'addi- 
tional military btrlnn to Israel. m4 tor- 
|»n a ft Mil too Egyptian arms tot la a c to r 
to allow ■«* mlllttry aalw to Cairo. Mean- 
white, as Aerospace Dally reported la aarly 
S opta mb e r . otter major suppUaro— including 
Praaoo aad Britain— have baaa flocking to 
tto ftfltoJa East, looklay for aow aUltttry 
toltt of tholr owa. helping to lasure that MB 
and UR will brook all existing racorto tor 
arms aalas to tha region. 

la approving saw arms exports. tha admla- 
tetraUou maiattlas that tha weapons will 
tola tottr farther Iraqi mw a l oti tot most 
Of tha was poos ordered la 1M sad Ml will 
aot ha delivered aatll ISO*. IMS. or thoro- 
aftar-loo« altar tha present crista la tto 
Oulf has baaa resolved by oaa maaas or an- 
othsr thass aaw arms ahlpmaots will than bo 
available tor othar mlllttry purposes. ro- 
gnrdleas of tha admlaistratloo'a claims. Tto 
tataadad baoaflclarlM of tfcaas salas wUI oon- 
ttaaa to poraa thalr owa political aad ml 11- 
tory objective*— often rtskiat armad combat 
with thalr aalobbon la tha process. Tto 
most likaly ootcoma of tooth arms deliveries 
to tha middla East wiu that bs Intsaslflsd 
raflooal uasloos aad a helghtooed risk of 
armed eoaflict. 

This prospact dampoas hopa that tha tor- 
oSoa Oalf crisis will halp oshar la a aaw ara 
of psaea aad stability, ss soma la Washing- 
boa suggested. "Out of thaaa troohlod 
times." Georg* Bosh told a foist saasloa of 
Coacrsas oa haptambar 1L “s aaw world 
ardor caa amarva.** oa la which "the rola of 
law supplants tha rule of tto jua«la. (aad) 
aatloas recognise tha sharad raapoosiMIlty 
tor toaadom aad JotUca." Whlla tha Oalf cri- 
sis hss engendered sa sxtraordlaary is yr si 
of International cooperation. It has aot ro- 
aalttd la say talks oa coatrolliaf tha aoa- 
waaUooal arms trads. As kmc ss cos tas tioas 
rational powara ara abla to obtala larva 
QosaUtlaa of aophlsUcatad weapons. tto 
pro ap actt for averting to tars eoaflict ara aot 


Tto risk of sscalsUac eoafllctt la voIaUSo 


n u c lea r waapoas aad to earb tto dllfestoa of 
ballistic misslla Salivary aya tarns. Daspftt 
topsstsd crises. however. thsra ara ao oach 
aoaatralau oa eooveutlooal waapoas eape 
dally oa modora taaks aad aircraft that caa 
to oaad for aggressive military novas of tto 
sort asdarttksa by Iraq. Ara cuts ao arms 
trmasfar poastblaT 


Many countries offer soma typa of waspoa 
tor sola, bat tha trada la major oombat eyn- 
ttma Is hlfhly coooaetratad. According to 
Ito coat rvMlonal R s s s arch Samoa of lha Li- 
brary of Congress. la tha IttOs tha Ualttd 
Stttts aad Serial Uoloo accoaatad for thrao- 
flfths of all arms sa las to tha Third World, 
aad flea othar aatloas— Praaco. Groat Brit- 
ton, Wast Oarmaoy. Italy, aad China aharad 
aa othar B percent. ThaM aatloas romala tto 
soarcs of moot heavy waapoas supplied to 
Middle Easters countries. aad It Is thalr 
solos policies that most to addres s e d If the 
flow of combat fear Is to to ooos trained. 

Maay factors— political, economic, aad 
aUtttry— figure la these nations; rams as- 
port behavior. For tha superpowers. eeo- 
asaals oouldaratioas have fsaorally played 
a lactoda r y rola to political aad otrattgtt 
c oas K a rs Uoaa. I s m sal ■uatlsytoa sag* 



AftoL Ttoos maaoa. to ton. aroasad aadsty 
amnag tha mors radical Arab r agi m aa. load- 
lag Syria, sad tto Iraq to forgo military ties 
with tto BovtaS hiss. Egypt switched sides 
teUowtag tto Ocashsr war of ltn. bat the 
Middle Fearers sms aegalsltloa pattern* as- 
tthUstod tt tto m>d-«o-lato MMs hove ra- 
lasttad soa—ttslty ksttet to this day. 
la Justifying D.L arms trmaafars to the 
« OA loadars rapsa t odly assarted 
r aad radplaat were bound by 
to communist aipaa- 
part. Soviet le a der s 
i straggle so last Un pa- 
hs radploau’ prttclpal 
s was oot tha strag- 
i sad laparlsl Ism. 
t tha military 
might of thalr regional rivals or to deter at- 
tack by aa aatogouletto aeifbbor. As Ste- 
phan to. Walt stogttttd tt bis masterful 
study of Middle East slllsacs patterns. "Tbs 
ssssraowurs sotoht tt fc* 1 **** each othsr. 
(white] thalr cMaatt aoa«ht ootsida support 
to coaattr threats Wool othar 



At lint gtsarw. this system has a carttla 
tatting it 
i deliveries bal- 


ch attar oat. to reality, however, the 
Is fundamentally unstable Ho raclpf- 
ant is soattat with balsodto Its rivals, but 
seeks s margin of advaattga— either to allow 
for a pry leapt tvs strike (should that be 
deemed usoesaaryL or tt compensate for the 
otter sMs*a perceived advantages. Any aisjor 
weapons delivery to one side automatically 
triggers s raapusbU bat Isrgar delivery to 
tto otter, ptnmpllag a aaw round of deliv- 
eries to tto first party, aad so oa The only 
break la this grim pattern occurs when one 
tods or tto otter soaks to forestall aa tmml- 
MM shift la mlllttry sdvaatags to the op- 
posing sMs by launching n preemptive at- 
iln aad again In the 


This Instability In aalrrored In the rein- 
Uone hat w aa a cheat aad supplier. By agree- 
ing to provide anas tt a client, tha supplier 
seeks a local ally for Ito ongoing struggle 
against tto otter superpower. Once the rale- 
Uoattlp has baaa forged, however, the recipi- 
ent co m es to a spe ct continuing and even ex- 
ponded arms deliveries In eschaage for its 
cont i nued loyalty tt tto supplier— end any 
reluctance on tto part of the supplier will be 
condemned m oddsnoo of *— —* --*— m *' T and 
anrellabUMy- Bach chargee usually have the 
efibet of p r y in g additional or more advanced 
weapons oat of tto nappUerTi handa 
Tto r esult in -reverse dependen cy." Tto 
patron finds Itostf bthnlles tn the good will 
of tto sHmi. sad smut mtlsfp the client's 


appetite for msdsra arms. Aa Welt potato 
oat. "A large (mlllttry] aid rolatloashlp may 
actually bo a reflection of the client* ability 
to extort support from Its patrou. rather 
than being a sign of tto patron's ability to 
control its client." For the Soviet Union, the 
principal beneficiaries of reverse dependency 
were Egypt (until 1FH). Syria, and Iraq: for 
the United States, they were Iran (until 
1 FT»). Israel, and Saudi Arabia. 

CAhTcn. (kah. aw catt 

It was tto U.S. arms- supply relationship 
with Iran that first prompted U.S. policy- 
makers to perceive a need for restraints. The 
ralaUoaahip was laittolly forged la MM. 
after tto U.S. Central Intelligence Agency 
engineered the overthrow of Mohammed 
Moeeadeq aad Installed Shah Mohammed 
Rasa Pah lari as virtual dictator During the 
late IMOs and throughout the IMOa. Woshlag- 
too provided Iran with a steady, but sot ex- 
orbitant, supply of munltloos la order to bal- 
ance Soviet military deliveries to neighbor- 
log Iraq. la the early lFIOa, however, there 
was a sharp tnoreaae la U A arms deliveries 
aa the Shah, with mounting oil reveauaa at 
bis disposal, sought to greatly enhance 
Iran's overall military capabilities. Iran's 
desire for arms was complemented, more- 
over. by a U.S. desire to recov e r some of the 
petrodollars sent to the Middle East Is the 
aftermath of tto 19M OPEC oil price la- 
crease, and to Implement the eo-ealled His on 
Doctrine, which called for Third World alllM 
to shoulder more of the burden of regional 
defeoM against Soviet-backed lasurgeau 

totraesTirn and IFTg. Teheran ordered 00 
bill loo worth of advanced U.S. armaments— 
the largest arms export endeavor ever con- 
cluded with n Third World nation up to that 
point. For the first time. UA officials 
ag reed to transfer frost-line U.S. combat 
equipment, including F-M aircraft. 
SpruaAcu-class destroyers, aad Phoenix air- 
to-air mlsallM. These sales were widely ap- 
plauded by DefeoM Department officials and 
American arms makers, tot Co agrees be- 
came concerned when the scale of the trans- 
actions were revealod and whan It was dis- 
closed that U S. companies were using bribes 
to get Iranian officials to sign military or- 
ders. According to s lfld Senate Foreign Ro- 
le lions Committee staff report. "U.S. arms 
sales to Iran were out of control" in the 
early MBs, with sealer administration offi- 
cials routinely approving the Shah's extrava- 
gant arnu nurchasse. 

Suggesting that the United Stales had be- 
come "a kind of arms supermarket late 
which say customer can walk and pick up 
whatever he wants."* Sea. Hubert H. Hum- 
phrey In IP’S sponsored legislation to give 
Congress veto power over major U S. mili- 
tary sales. Tto rsaultlag measure, later in- 
corporated Into Section 3Ab) of the Arms Ex- 
port Control Act of 1MB. gives Congress some 
ooatrol over arms traaasctioaa. but unfavor- 
able court decisions, and a waive allowing 
the president to overrule cong re s siona l res- 
ervations when to concludes that critical na- 
tional security Issues are at stake— which 
Bush used to rush tanks and aircraft to 
Saudi Arabia la September— have diluted 
t omiMsIonal nower. 

With Carter's election la 1FM the momen- 
tum shifted to the White House. On May 1A 
Ml. Carter formally adopted aa “arms ex- 
port restraint policy"— Presidential Direc- 
tive No. 1) (PD-U>— which imposed sa an- 
nual celling oa the dollar value of U.S. arms 
•ales to all non-NATO aatloas except Israel. 
Japan. South Korea. Australia, and New Zea- 
land. aad restricted the export of certain 
high-technology weapons to Third World 
countries. "I have concluded." Carter af- 
firmed on May IS. "that the United States 
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Bala highlights the need te eottoct aad proa* 


pcvm to tte wflw Voleaflal bays— in 
‘1 iMi «o mr on mtor off ageless tbs 


mtlOttoa of mr aon capabis waapoaa. 
Whecevar impact the «e4 of fee OoM Vw 
air have la otter inu, tthu Mt dtale- 
Iffte fee latanetty of local arm ra c es o r 
1 of wglouel conflict -la lit 



li r a vinroau asms 

Thor* to ao nette from thM patter* If Ite 


i to roly oa atelltary ■oooo to resolve 
amputee vita their neighbors. U.S. uf Se- 
Hot leader* oaf ateifw tlr. the 
of Praaco. Briuia. u4 Chi na w a t t 
Haeof that a stable latoraatioaal ardor 
act ho achieved la a vorM of 


it la tte 

Middle Int Mo lafflof progress toward ro- 
ftoaal ooeortty oaa bo made aaloao tho ae- 
Uom of tho MMdlo Boat agree 

afdaltv ery^A* 

arena. tacladlat bouadary’dlapaua. Bat tho 
hlatory of Raet-West negotiations dem- 
oa ante coatrol will 
oolaaa o oa at rloa talk to ova aa- 
v. aad preliminary oorotlatloao oaa 
a rooaH to tho adoptloa * 



pletoua “Boat** opera 1 1 oaa ta target eoaa- 
trtaa aad lalbria police aad aOlltary aathort- 
uaa of aay ■pparont wrongdoing. hoch a 
mechanlim aright draw oa tho tuff aad ex- 
pa n s e os of OOCOM (tho Oo-ordlaaUaf Com- 
ariuee ter East-West Trade Policy), tho 
Western agency aotabUahad to latsroept 
traaafara of high-technology fooda to the lo- 
Ttot hloo. 

la tho aboooeo of controls. the arm* trade 
will ooatlaao to oparau aa ta tha peat, aad 
there will be a co ati aa la g aarloa of regional 
ertaaa aad ooaiUots. Bat thooo seven maaa 
area ooald stguifleeatly Improve tha global 
aacarlty environment aad act tha ataga for a 
corapreheoteve eolation to tha Middle Bast e 
outstanding aacarlty concerns. 

PraOldaota Boah aad Oortechev have apo- 
koa glowingly of tha aew world ardor they 
hope to ooaa tract oa the rataa of tho OoM 
War system. Bat a lew order caaaot ha batlt 
oa tho preailsoa that bare goMad later* 
aatloaal behavior la the past. Obsolete prac* 
tloeo will have to be aha n doe ad. partloalarty 
Che practice of supplying implements of war 
la re taro tor po ll tloa l proatfaaa aad tevoro. 
Oaly whaa auaaltlooa are a a c ho wo d aa aa ta* 
strnmant of statecraft aad diplomacy will a 
aiora paaoafal order be p oss ible . 


Tbooa objectives may take yean of effort. 


ata ta alohal aacarlty: 

Reconvene the CATT talks. Aa the oaly 
U-S. -Soviet oefotlanoaa ever aadartakea ta 
this OoM. the C oav aa tl oaal Arm Traaafar 
Talks art a aaetel atechaalam At tho orlgv 
aal aaaalaaa. CATT a ago tie tors reportedly 
reached a g re e meat oa aaaay basic at 
of nomen cla ture. scope, aad appltcaotwty 
which could mva moo tha of fa tare talks aad 
ooaaaJtaUoas. lesamlag CATT talks woaM 
also aoad a po w erful slgaal to other soppUera 
aad to reclpiaota that the two aa par p ow ar a 


la a evicts: aad matoal promleao to alga 
abide by the Kecteer Moa-Prollferstloa T 
ty aad tho pr o p osal Cb a ai loal Weapoas ( 
A U.M. ooateraaoe ooald also 




g aaelear wea p oas. 
The DJI. trade aatoargo has prevented the 
traaafcr of amtertals aad teehaology to 
1 / 00*0 weapoas dovelopmaat aad prodoctloa 
teetUtlaa. ladedlag Its ooclear aad chemical 


ahoaM agree to set a anataal ceillog oa am 
traaafara (perhaps Id-10 billion each par year) 
while pledglag to aagotla t a lower leeolo la 
sabsaqoeot talks, after esparteace baa beea 
gmlaed la ImplemestatJoa aad verification. 
Tho saperpow ere should also agree to baa or 
reotrtet the sale of partlcalarly lahomoao 
aad destabUtslag weapoas sock aa ari da a r ea 
cluster bomba, toel-alr explosives, tacaadlary 
devices. sbooldar* fired anti-aircraft 
aad loag-raage bombers. 

B^paad aad eahsaoe the MTCR. The Mia* 
sfle Teehaology Coatrol Regime, sstabllebed 
ta l«S7 to restrict s sports of ballistle mlaailo 
teehaology. r e pr esents aa importaat prece- 
deat tor multilateral action. Bat It baa criti- 
cal defects: several eooatrtce that have 
played a vital role la tha traaafar of micellae 
aad missile teehaology to areas of ooafltct 
are aot slgnaiorlee— notably Argentina. 
Brazil. China, aad the Soviet Union. Aad tho 
MTCR geoerally eaempte technology need la 
developing misalign for spaoe exploratloa. 
moat of which caa be converted to military 

To be effective, tha MTCR. needs ta be cab* 
scan daily strengthened Including the Soviet 


nealatalaed aatil Baghdad agrean to di 
tlo its aaelear aad chamlcal weapoas 
Uea aader lateraaOaaal laspectloo. 
tha oarreot crisis la over, the United Nations 
SboaM develop aa array of trade aad aoo- 
noatee aaactloaa lo apply against aar 
that paretst la davaloplag each weapons after 
International norm are aatabllshed. Saae- 
Uoaa ooaM bo Uateted to a baa oa traaafara 
of military technology la the cnee of ata tee 
that agree to participate la regional negotia- 
tions. or aatall awn atrtagaat maaaares if 
states retosa to participate la each a proce ss . 

Eadaca or restrict latoraatioaal aid to aa- 
tsoan developing domsotlo ar m industries. 
Maay of tha score affluent Third World coua- 
tries are dsve l epl a g elaborate military-la* 
dastrtal miaplsvse modeled oa thoee found 
la tho mater military powers of the Industri- 
alised ”Korth. M 

These oo m pl es a s ooatrfbaU to the world- 
wide dlffestoo of oooveatloaal weapoas. aad. 
la the case of Iran aad I rag. help to sustain 
ragtoaal wars of grant deration sad ferocity. 
Moot of thsae coaatrtea raoetve stguiflcaat 


gamete P. W aa t lag w a. “ Mur a ef I 
a Amartaa sad lbs Beri m e la the AM wens.- 
res neomai m*w (Seriag twrx pp w-ac *r a 
aad fectsMM a steu ms An* 
draw J. Plana, res CSW Mm tf Am m JSJee 
(P nas st ea Prl ecstea Uni vanity Pram. kHA. 

•SUftea M wait, res Own* of Am mem ttthaaa. 
ST: Cerate! Onventty Frees. tm SO te-MS 
•Qesaaa la Mas Fw* «■•*. Oct. ML HA 
•U S hawa. Beam Oemmnaa aa Parelga AS- 
SMCteuufteaaasnVZewtouieM- 
fey. Aapart by tbs Omgrmteoaal 1 — a rrS f 



tty. particularly aa Soviet officials have al- 
ready met with their U S counterparts to 
discern possible cooperation la this area, aad 
aa agr e ement would be consistent with pol- 
icy neat aments laeeed by Soviet leadership 
It woaM then be aaalar 


North that aaablaa them to divert scarce aa* 
Uoaa! veaoarcea to pet esUUary protecta. In 
the tatara. each aaststaaon— whether pro- 
vided by Individual goverameau or my mul- 
tlla tarsi ageactea Uka the World Buk- 
shouM be daated to sutaa that divert aa aa- 
temre of tkolr aaUooal Income to 



Her* la Urn Prasldeot telling ua now 
that ho would continue, and depend on 
him to protect the national Interest, 
thee# agricultural credits. Hare are the 
record a. which we have already pub- 
lished in the OoMORSMioNAL Record. 
from the Federal Reserve Board mem- 
bers at the Advisory Council, the Na- 
tional Advisory Council to the Export- 
Import. tho professional credit ana- 
lyser saying. "But look. Iraq has de- 
faulted with ala other countries." moat 
of those that had obtained these arms 
that I lust referred to In the bulletin of 
the Atomic Scientist, aad It ta aot 
cr editworthy, bo* than here comes the 



660 


July 7, MM 


Vtot F mH i rt *6 tM time «M Omm 
later the Pr eside nt . Bath; Imn oooms 
the Deputy Nc n Unr of State. on 
Bsgtoberger. and bon mam Boorotary 
ef State Jaama Bakar and sage. "Ha. 
m. tibia la aaaaaHal te maintain our n> 
latloaa with Iraq. Wm lava te do mm. ft 
la aaaenUal te oar political foreign pol- 

^Hla la whara I oaaa la. This to where 
I atlll am. because te tela moment 
there la bo telling bow many BNL'a 
and BOCI’a white lad dan tally. Mr. 
Spaakar. oar ooounlUee la not finished 
with yet, thara ara right now, baoaoaa 
of oar lax dafaaaa of oar national later- 
aata from the aland point of safety aad 
soundness. sot aaly of our banking sye- 
tem. but tha uaa of our eradlt aad our 
OQvammant'a eradlt. Va hava learned 
ootblnf alnoa than. Wa ara now doing 
tba aama thing with othar ooontriee 
teat conceivably. and Ood forbid, I 
pray dally doaa not bappaa. tha ao- 
callad Balkan araa la flames. yat la baa 
enlarged and It la baa dad that way. Wa 
ara expoaod with millions of dollars la 
tnaranteaa to aoma of tbaaa oonatrlaa 
teat might ba on tha oppoatte aida bo- 
flora too long, ante aa with China. 

Wa not only consider China u tfhr 
voted nation trading partner. but wa 
haaa alao axtandad aoma g over nme ntal 
guarantees that I think ara Just, abso- 
lutely fhntastio and unbelievable. 

Our commlttea baa Jurisdiction. la 
aooordanoa with tha definition of tha 
rnlaa prodding Its Jurisdiction, on nil 
eradlt- issuing activities. This la whara 
wo ooma la. This la why aoma ml- 
leagues atom aurprlaad whan I aay. M Wa 
hava Juriadlctloo ovar Partner Mae. tea 
cradit-laaulng aacondary banking sye- 
tem. and all of tela oyatam la shaky." 
ft la vary shaky. Wa aro In an acute 
critical condition. 

However, thara man te ba no gen- 
eral awareness, Uka la Ml thara 
aaamad to ba aad thara was a planned 
effort not to reveal tea serious ooodh 
tlons of tha SSL's. InddmtaUy. tea 
banking system. too. even though it 
hae boon denied, but today It la tea 
banking ayatam, and atlll oooUnulng 
SSL conditions. 

How can tea Pedsral Haaar v u Board, 
which la our monetary policy making 
body, ba able to aet the right monetary 
policy for a country If It baa no knowl- 
edge about U trillion of this kind of 
money floating around la this ooaatryf 
1 am not talking about tho external 
money. International. I am talking 
about that that can bo leveraged with 
Juat a small chunk of It. My estimate la 
that In this there la at leant 11 trillion 
Involved la tea drug money laundering 
Illegality teat la so nefariously adverse 
te tea beat Interests of our oountry. 
and at tea bottom of (tall Is financing, 
banking. That la why wu ara oonoamad. 

K am not Interested in tea foreign 
peliey. but I am If teat polities of for- 
eign policy la used u anneal out tea 
policy of tea monetary-petti^ bodies, 
and our central bunk, aa It Is known. 
Hat la whara I ooma In and tent la 
where I hava stayed. 


Htttl 


Ha main memo of Ootebar MM. Indi- 
cated teat thara wee a ftt teat Iraq 
um diverting, aa I aaltf and repeat, 
oredlta te pay ter w eapoaa and naolaar 
equipment. In Mot, Juat tkte mondng. I 
repeat, tea United Nations osrtalaly 
auapacte it and they ara tear* now in 
Baghdad, oamplng out. Hoy hava been 
refused ao c eaa. but they ara atlll tears. 

ft Is dear that tea administration 
violated Its own policy and need (bod an 
n political tool. All team years wa hava 
bom denying It to tea world, and bare 
It la. Ambassador April Olsspls admit- 
ted that, and 1 placed tea r eoord in tha 
Oowau Mua onAL Rnooas. Tho dodalon 
to approve tha fiscal year I960 000 Pro- 
gram tor Iraq la not without coot. To 
date tho taxpayer la out more and still 
la default ovar MOO million, but 10 
American banks hava already boon paid 
out Hi billion of taxpayers' money, ao 
tea exposure to the taxpayer for them 
activities, not counting the Export-Im- 
port Bank, will bo around II billion. 
How desperately our States, our titles, 
our communities, our school system 
naada Juat a little chunk of that SI bil- 
lion. which mold make a big dlflbrenoa 
te aay cos of our more seri ous ly det- 
rimentally impacted communities Wa 
ara out. Ho taxpayer la going to have 
to make up tor tho default on those 



Ha repast tad* 
cates that several of tea BNL-flaaaced 
Bunt companies In tea networ k wort 
secretly procuring technology tor 
Iraq's m t a el l a programs and nuclear, bi- 
ological. and chemical weapons pre- 


Tbe President recently denied point 
blank that tea White House or tea 
State Department knew of tha flianaa 
that Iraq was diverting United States 
assistance to build nuclear waapona 
Tha President was quoted as saying: 


aad If wa ted I 


i It weuMal have hap- 


The Italian bank, and nobody seems 
to raaliaa, oven some of tea people, tea 
regulatory authorities, do not s ea m to 
raaliaa that when wo talk about foreign 
banka. Uka tha BNL. wa ara not talk- 
ing about aa entity like a United 
States bank or a private bank, Haas 
ara all 


Olvan tha contents of tho CIA repast 
tea President's statement soam ratter 
disingenuous. Ha White Hoorn ant 
State Dapartmant ware kaahly aware 
teat BML loans ware tied to Iraq's 
highest priority weapons p r ograms 
Ho CIA alao had plenty of Informs flea 
la Its files showing teat tee Iraqis In- 
volved in tea HNL soandsl represented 
tha highest levels of tea Iraqi Govern- 


Por example, one of the unindicted 
oooonaplratota In tea BML ooundal la 
Hn aaaln Kamil. Mr. Kamil Is Saddam 


Senate, te whloh. Incidentally. I owe a 
great debt of gratitude, particularly te 
tha chairman. Senator Oarta of Room, 
who did a magnificent Job In Its Inves- 
tigating committee. They came ever 
and I mat with them. In fact, whan tea 
Federal B am n ra Board would not give 
me eocno documents wa found a way to 
gat them Bom this other source, ao 
that tea Italian Government and tho 
t ax pa y ers of Italy win be out about an- 
other SI MUlon on BML tor that and 
othar Involvement, Incidentally, whara 
BNL and BCCI dovetail. It la Uka a 
giant web. a big web. Wa toach one and 
and the whole thing quivers. 

The decision te approve that fiscal 
year 1M0 OOC Program tor Iraq la not 
without oost, I repeat. That la not tho 
and te this costly story of Imprudent 
and Improper management, ft gate 
worse. Two days prior to winning ap- 
proval for SI billion, tha National Secu- 
rity Agency and tha State Department 
received a detail se cr et CIA report on 
BML. Ha CIA report la entitled. "Iraq- 
Italy. Repercussions of tha BNL-At- 
lanta Scandal.** Ho report was pre- 
pared by the CIA's spatial divltion. tee 
Office of tha Near Beat and Southeast 
Asia Analysis. 

□ IMS 

I am writing and I haeu « 
to tea CIA Dimeter netting 


was In charge of Iraq's massive mis- 
tare affort At tha 

time of tea BNL scandal tea CIA Hated 


la Iraq. At this point I would Uka te 
place a talox In tea Raoons showing 
Kamil wishing tea employees ef BML a 


The telex referred to teas foUowac 


Par tbs attention of Mr. C. Drosgal: 

1 would Uka te expre s s my greeUaga aad 



w exam pie la Sato A1 HaboM. 
one of tbs Iraqis indicted tor Ms rote la 
tea BNL scandal. A1 HaboM was the 
head of Iraq's secret military tech- 
nology procurement network. Ha dfr- 
rected bow much of tea BNL mo ney 
waa spent and at tea time of tea BNL 
raid tea CIA Hats him as sa Iraqi Infeal- 
Ugaaos agent. 

ft is important to note that tea BNL 
Investigation la Atlanta was not pro- 
vided access to tho CIA report on BNL 
or tho CIA Information on Mr. Kami 
and Mr. A1 HaboM and others. In tort. 
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Th» lack of CIA mopwmttoa wtik th* 
pr o — c m ton la Atlanta «y a cal- 
culated administration effort fee con- 
ceal the true nature of the BNL aoaa- 
dal and to hide the level of Iraqi Oov- 
onunenfe complicity la the eoaadal. The 
CIA could have easily opened 1U files 
aad allowed the Atlanta p rosec utors to 
know what they were up against. New 
leads could have been pursued, but that 
la aot what happened. Instead the CIA 
teas silent. It Is downright criminal 
that the CIA did aot help the prosecu- 
tors In Atlaau understand BNL’e role 
la fundi nf Iraq's military technolocy 
procurement network. Astonishingly. 
It appears that the Bush administra- 
tion wanted Iraq's clandestine procure- 
ment activities to continue. 

It is beyond me how the President 
and hie advisors can claim that tho do* 
cMod to approve SI billion In COG 
credits for Iraq was prudent. Providing 
Iraq with a billion dollars In additional 
credit while knowtnff of Iraq's sinister 
intentions is Inexplicable. Bow can the 
administration explain that? Clearly 
they don't want to. 

The CIA report also sheds Ilf ht oo 
the reasons why the President author- 
ised the release of the OOC credits for 
Iraq deepiu all the ominous warnlnf 
signs. 

In the late summer of IMP Iraq was 
In dire financial straits. Iraq badly 
nee d e d the M billion allocation of OOC 
credits in order to meet the food de- 
mands of Its people. When the BNL raid 
occurred In Anfuet IMP. lnveotlfators 
found over 54 billion in unreported 
loans to Iraq— P4 billion, not million, 
billion— three quarters of a billion of 
tho loans wers fuarantesd by the COG 
Profram. One of the mala focuses of 
the i nvestigation was fraud against the 
OCC Program. 

Starting la August IMP, It was obvi- 
ous that the new fiscal year 1M0 COO 
Program for Iraq was la trouble. On 
top of the BNL scandal the Tressary 
Department. OMB. and the Federal Re- 
eerve doubted that Iraq could make 
good on SI billion la new guarantees 
that had been planned for fiscal year 
1PP0. In September IMP. these agencies 
balked at that Agriculture Department 
proposal to go ahead with the foil SI 
billion program. 

The 8 Late Department and White 
Rouse were stunned. Together they 
wore Just completing work oa a new 
Bush administration policy for the 
Middle Bast called National Security 
Directive M. The publicly available 
part of N8D M. which was signed by 
the President on October 1, IMP, states: 

Normal relations bstvsea the U.O. sad 
Iraq would ssrvs oar loog-Urm tatarwts sad 
promote stability to both tbs Omtf sad tho 
Middle East. The U.S. Ooveramsst mould 
pr e p ost both economi c end pol i ties! lasts 
ttvee hr Irso tern c it roes its behavior sad to 

The COC Program for Iraq was the 
largest ooono m ic incentive the United 
States had to effor— termination of the 
program would frustrate the Presi- 
dent's o r d e r s . A Bute Department 


memo to Secretary Baker dated Octo- 
ber M, 1M0, eta tee- 

■artier this nsntt the PresMtal signed 
NSD-M ms statist panel* of Improved eeo- 
■mil and p ol itical ties with Iraq. Oar abil- 
ity to lefleiem Iraq* pctldw la areas Impor- 
tant to aa from Lebanon to the Middle Beat 
. will ho heavily lafleeaeod by 
■ of the OOC a tyo Halloas. 

Consequ en tly, the White House aad 
NBC devised a strategy to win approval 
for the corruption riddled program, la 
early November. Secretary of State 
James Baker called Agriculture Sec- 
retary Clayton You tier pledging hie 
support for the frill SI billion program. 
At the earns time Deputy Secretary of 
State Lawrence Esgleburger called hie 
counterparts at the OMB and Treasury 
Department to aak for their support for 
the frill SI billion program for Iraq. 

What la generally not known la the 
role the CIA report played In the deci- 
sion to grant the 000 credits for Iraq. 
The CIA report states that a failure to 
approve the frill SI billion 000 Pro- 
gram for Iraq will harm United Bte t ee 
Iraq relatione. It was with that secret 
Information In hand that the White 
House and Bute Department went to 
the NAG Deputise Committee meeting 
of November t, IMP. The various agen- 
cies dismissed the proposal for the 000 
Program for Iraq. Notes of tho moating 


The 8tst« Department's Robert Xlmmltt 
■toted that hie comments reflected the views 
of Secretary Baker who believed that the 
program to Iraq m crucial to the U.S. bUet- 
eral relationship with Iraq. Be noted that la 
National Security Directive M the President 
had oalled tor lm p r ove meat of the U.S. rela- 
tionship with Iraq sad bilateral trade expan- 
sion ottered a good mesne to achieve that 
sad. TO abruptly terminate the 000 program 
ta Iraq would, he said, clearly ran counter to 
the President's Intention and would fur- 
thermore os ass s deterioration In car rela- 
11— hip with the Iraqis. 

The high level lobbying effort paid 
off. This time the 000 Program for 
Iraq wee approved- The CIA report 
s h ew e that n nines the fall SI billion 
000 Program was approve d , the Presi- 
dent's goal of Improving relations with 
■addam Huooaln as spelled out In NSD- 
M would be frustrated. Making NSD-M 
work appears to be the main motive 
aad driving force behind tho decision to 
r ul e s ee the OOC credits. The problem 
was that NSD-M was flawed closer re* 
lotions with the brutal Saddam Rue- 
eel.* wee not a prudent strategy. 

It Is reasonable to Lnfor that the 
President, himself authorised the re- 
lease of the OCC Program Ihr Iraq aad 
It Is the President who should answer 
to the taxpayers for this faulty Judg- 
ment. That lnforuaoe is supported by 
recently acquired Tr ea su ry Depart- 
ment notes of November T. IMS. which 
state: "Noa-attrlbu table: Rumor 

White Rouse ordere d rele ase of the SI 


Those revelations are important for 
several ruse see Pint and forum eel Is 
ths striking stupidity la glvUp Sad- 

ha m sbvlsuely 


weapons of mam destruction. The ad- 
ministration clearly had more la mind 
than helping American formers. 

The Bosh administration had a pol- 
icy of not allowing food to bo use d as 
political weapons, yet clearly the 000 
Program was used as a political tool 
and not a market enhancement mocha 
Mom ee the highest levels of the ad- 
ministration have claimed In reoent 
congressional testimony. 

□ 1510 

Tho decision to approve the OOC 
credits also shows that prudent man- 
agement was abandoned for political 
expediency, and yet In recent testi- 
mony before the Banking Committee 
Mr. Lawrence Eagleborger stated: 

I island to make deer that tbs adminis- 
tration followed a prudent policy toward 
Iraq, lar hiding tbs management of tbs 000 
Program.* • • 

Now. this Is the same Mr. 
Bagleburger. Deputy Secretary of 
State, when In his appeamnes before a 
committee, looks at me and says. 
"Wall, It was not until I saw In ths 
OONOBCSSIONAL Rsoobd in preparation 
for this hearing the cable memorandum 
that you put la tho Rnoono that I did 
not even know existed." I said. “Well, 
you signed It." Re said. “That Is true.** 
It Is signed as Acting Secretary of 
State. But somebody oont that cable. 
To whom? To our Ambassador In Bagh- 
dad. What did the cable say? It said. 
“Bey. we are going to get that help for 
Saddam Hussein. Be ours to tell him." 
but then the last paragraph said. “But 
do not tell anybody back here la the 
States. 11 

So when we bring this out. ths Dep- 
uty. with groat ado, alama ths docu- 
ment oa the table la our oommlttoo 
hearing room aad aayu, “That proves I 
did not know about this. I would never 
have written eoch a stupid paragraph.” 
Well, who then is acting? Who la re- 
sponsible for anything then? 

If I should send a cablegram like that 
and It la over my signature. I should 
not be answerable for that? I should 
blame some unknown, un determined, 
unidentified, locally placed 8tate De- 
partment Foreign Berries Officer 
somewhere? Of oouree not. 

But those are the times we are firing 
in. Yes. we made a mistake, but nobody 
la taking responsibility, no account- 
ability. 

What are we waiting for In our coun- 
try? What Is tho not dead-end result of 
all of this oa levels reflected, as I een 
tell you In hearing after hearing la the 
Banking Committee, from the high and 
the low and the banking and Mg finan- 
cial experts and all? “Yes. sure, but we 
are not responsible,** because, you 
know, everybody was ridli* that 
merry-go-round at tho time. You know, 
that was the thing to do. But who an- 
swers for It? And what are you going to 
do to make up for these ernes errors, 
sad If aot g r ee d y, gr eed dr l v eo activi- 
ties, aad redeem sock as It oaa tho aa- 
ttooal Interest? No votaotoer there. 
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The wantel dose Ml «tf km. The 
tonnltte tea leaned tel In laU Oo- 
teber-eaily Nomater UK tte White 
Room celled Ite aMteteat UA otter- 
noy la Atlanta te discuss the BNL cam. 

Lut «Nk tte ooaallteo was pro- 
vided aooosa te a pile oC lone loot 
Traasury Dopartamt n o t— on tte 
MAC. Tte oomalttM sated for item In 
October 1900. and ttey woro rooontiy 
•aoo vs rod and turned over by an hon- 
est Treasury Department lawyer. 

TheM mstlculoes end comprehensive 
notes were taken by a dedicated career 
Treasury Department employee who 
wee aaelrned responsibility for mon- 
itor! ny ths BNL scandal and the NAC 
decision on tte flscal year 1900 OOC 
Program for Iraq. 

Last, the oo mm It tee staff, and let me 
here (lee credit to the staff that tee 
been the most rewarding . We have very 
limited staff, bet Mr. Dennis Kane, who 
has been In the forward of this, undsr 
tte most able direction of tte staff di- 
meter. Mr. Meek. Koloay Meek, with 
credit for pelnstaklnc night after nlfht 
all nlfht. weekends all nlfht, porlnf 
throufh thsee documents, aammbllng 
them, end then consul tiny end identi- 
fying 

Mr. DOROAN of North Dakota. Mr. 
Speaker, will tte gentleman yield? 

Mr. GONZALEZ. 1 am happy te yield 
te the yentleman from North Dakota. 

Mr. DOROAN or North Dakota. Mr. 
Speaker. I wonted to observe that I 
have watched the yentlemen in the 
well, the fcntleman from Items (Mr. 
Goncalu). take the floor over reoent 
months on this same subject. and I 
think that tte Boom of Rep- 
resented vee owes tte csntleman from 
Texas (Mr. OomxaumI a debt of grati- 
tede for the work he tee done. 

Mr. OONZALEZ. X thank the gea- 
tleonan from North Dakota (Mr. Don- 
OAK). 

Mr. DOROAN of North Dakota. Clear- 
ly eomethlny strange has gone on here 
under tte cloak of great secrecy In 
which billions of dollars have flowed in 
unusual ways that have apparently 
ended up buyiny weapons for Bsddam 
Russel a. and the geatlemaa from Texas 
(Mr. OowtALB) has teen determined te 
find the answer to them questions that 
have been posed, end I think the Roues 
owes him a debt of gratitude. 1 do not 
know where this ell leada I do not 
know where It ell ends up. nor I sus- 
pect does the gentleman from Texas, 
but the Americas people dseinrs tte 
truth. They wasted to know what has 
happened. 

Mr. OONZALEZ. The gentlemen la 
correct. 

Mr. DOROAN of North Dakota. What 
happened, why It happened, under what 
conditions it happened, who authorised 
ft. That la what tte gentleman from 
Items seeks, end 1 hope that be will 
pressure all of tte foroes In tte House 
and in tte whole Oonyreee and in tte 
executive branch to make sure tte 
■n s rh s ni s m a ere aeallabls for you te 
get at ite truth ee that the American 


people nan rnl mf l who* the tenth 

la 

Mr. OONZALEZ. 1 thank the gen- 
tleman very mneh. I say to the gen- 
tleauka from North Dakota (Mr. Don- 
oaaj. I deeply appreciate that, and par- 
ticularly oomlsy from a gentleman X 
honor and esteem highly. X want him to 
know that he has succinctly stated tte 
mala underlylny motlyatloa that 
guides us here, end as X said. Insofar as 
thsM collateral Issues touch oo the 
benklny and financial and tte aafhty 
and soundness of our system, which un- 
fortunately and sadly Is not oo safe and 
so sound, as tte gentlesaan well knows, 
and the gentleman has devsloped quite 
an expertise la that line even though 
he Is not a member of tte Bonking 
Committee, and we respect him vary 
much. But X thank the gentleman 
again for his generoue words. 

So we had last week finally provided 
a look at a pile of Treasury Oepart- 
ment notes oo tte NAC. It resisted, de- 
nied. tn foot, X had one letter In which 
Treasury Int er po sed executive privi- 
lege. but we persisted and finally, last 
week, tte staff wee permitted to look 
at some of these documents, not all 
that we ere eUil looking for. and the 
committee asked for them in October 
19P0. That Is over a year and a half ego. 

We were told that. "Well, we did not 
know”; they did not know they ted 
them. So here ttey uncove r ed them 
last wnk, and ttey were tuned over 
to aa honest Treasury Department law- 
yer. probably a career. 

You know, we always forget how 
many dedica te d career, what we used 
te cell civil service, but which has teen 
undone, that on the eubleaderohlp 
level, and I know In tte caM of tte reg- 
ulators and the old Romo loan Bank 
Board how many heroically p e rform ed 
despite fort* sitter the lorn of their 
oaiwere or tte r emov a l of their jurie- 
dictlon If tte Mg ch e e s es up la D.O. did 
not like what ttey were doing. 

Now. what X have mid all along Is 
that secrecy by Ite very, very Identl- 
fleadou la an enemy of demoeraoy. 

X have s er ved, and I have been privi- 
leged. as 1 have said before Urns and 
time again, te serve on the local legis- 
lative level I years. S years and • 
months ago city council of my city. 
State senate 9 years, and NH years 
here. 99 years end 7 months here on 
this level, end I can honestly tell any- 
body that I know of no occasion In 
which I would participate or know of 
any participation in any matter that 
had to be secret, that tte doors could 
not be thrown open, the windows 
opened, end I oannot for the lifo of me 
understand all of this penchant for se- 
crecy other than the fear of ridicule for 
being shown up te have made a very 
dumb 

Well, we all make mistakes, but if we 
then try to deny It. and then what te 
worse, oover np nr abstract the legiti- 
mate Jariedlettonally wise organ e i our 
Go ver nm e n t that Is directly rnpoe* 
«fWe to the people Iteelt the knowl- 
edge and the taettnattoa that men sash 


as J. MnHeen nil w sues who wrote 
the Oons U t wri on my lo I ndi s p ensa bl e. 

This empteym had regular contact 
with tte various agendas involved In 
the handling of the BNL eoandel end 
the decision to approve the OOC Pro- 
gram for Iraq- This includes regular 
eontect with tte State Department. 
Agriculture Department. Federal Re- 
serve. end the Justice Department. Tte 
oontacte also included tte White 
Roum. 

On November 7. 1900. this individual 
had a conversation with a fellow Treas- 
ury Department employee end tte ee- 
etetent UA attorney la Atlanta. Me. 
Oail McKenla. The notes of tte con- 
versation read: 

McKern* 0bs te* tees called by tte 
White S e e ee got Isymte (ttey are) oca- 
eerued shoot lahiireeeiint level 

Xt is clearly Improper for the White 
Room to be calling aa assistant UA 
attorney to talk about an open crimi- 
nal cam aepecUlly'a can ee sensitive 
as tte BNL com. A call from the White 
Roum could certainly be per ce ive d as 
threatening. 

This revelation raises a myriad of 
qu e stio n s : 

Who at tte White Howes made tte 
call? 

Who at tte White Room authorised 
tte call? 

Wes tte pros* e nter required or asked 
to reveal grand jary secrete? 

Who at tte Justice Department wee 
aware of the call? 

Did tte Juatloe Department approve 
of tteoalXT 

Why was the cell made la the first 
plaoef 

Xt is Interesting to note that dori* 
reoent heelings before the Judiciary 
Committee whether to appoint an inde- 
pendent counsel Attorney General Barr 
did not Inform tte committee that tte 
White Roum called the prosecutor tn 
Atlanta to dl setae the BNL com. Clear- 
ly aomaooe at the White Room wanted 
the prosecutor to know that the BNL 
Investigation wee an extremely Impor- 
tant caM. 

sorrow earn enu aenvx 

I am sorry te report that tte Presi- 
dent's efforts te thwart the Banking 
Committee's investigation of BNL and 
Iraq policy are still quite active. On 
May 19. 1908. the Attorney General sent 
me a letter stating that the Banking 
Committee would not be provided ac- 
oees te elaaelfled Information. The At- 
torney Oeneral spuriously claimed that 
I harmed the national security by plac- 
ing documents In tte Conou&siowal 
R ecoup during my floor statements oo 
BNL 

I should note that the Attorney Gen- 
eral did not send his letter until nearly 
4 months after 1 entered the first docu- 
ments la tte Oooo a xa n owAX. Baonon. 
In foot, tte Attorney General's letter 
arrived just after the Bush administra- 
tion started getting negative press for 
Its foiled policy toward Iraq. 

On numoroas occasions X have asked 
the Attorney Oeneral aad tte State 
Departm— * to d e monstrate how tte 
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document* I placed In the Ooiwm- 
sion ax. Racoon harmed the national se- 
curity. Not surprising. neither hm re- 
plied and I bet they never will because 
the document* In no way harmed the 
national security. 

The truth Is that the President and 
his advisers are hldlnc behind tie 
cloak of national security to cover up 
embarrass! nr and potentially Illegal 
activity related to his policy toward 
Iraq. 

OiDCrCKDCNT COOtSCL 

The Judiciary Committee Is now con- 
templating appointment of an Inde- 
pendent counsel to Investigate poten- 
tial criminal activities associated with 
the Bush administration's policy to- 
ward Iraq. It Is now clear that the 
President. Brent Scowcroft. and other 
top advisers had their hands In the ef- 
fort to thwart congressional oversight 
of Iraq policy. 

Ws know that the administration 
submitted false Commerce Department 
export licensing information to the 
Congress. Before today all we knew was 
that Dennis Kiosks was pointing his 
finger In the direction of the White 
House. 

We now know that the White House 
called the assistant U S. attorney In 
Atlanta Just prior to deciding to ap- 
prove the SI billion fiscal year 1900 CCC 
Program for Iraq in November 1000. 
That was clearly Improper. 

We know that the White House and 
State Department had CIA Information 
showing how the loss of BNL loans 
could harm Iraq's procurement effort 
which apparently was ths linchpin of 
the policy to mollify Saddam Hussein, 
a man who a few months later would be 
referred to as Adolf Hitler by President 
Bush. 

The White House wanted to keep the 
money and the technology flowing to 
Saddam Hussein. And naturally, today 
they do not want to talk about It. But 
It will not go away. The people of this 
country are entitled to know what hap- 
pened and why. 


□ 1 too 

The SPEAKER pro tempore (Mr. A*- 
Dfttws of New Jersey). Under a pre- 
vious order of the House, the gen- 
tleman from Indiana (Mr. Buxtox) la 
recognized for 60 minutes. 

(Mr. BURTON of Indiana addressed 
the House. His remarks will appear 
hereafter In the Extensions of Re- 
marks] 


The SPEAKER pro tempore. Under a 
previous order of the House, the gentle- 
woman from Maryland (Mrs. Bkmtut) 
ts recognised for 60 minutes. 

(Ms. BENTLEY addressed the House. 
Her remarks will appear hereafter In 
the Extensions of Remarks.) 


The SPEAXER pro tempore. Under a 
previous order of the House, the gen- 
tleman from Georgia (Mr. OfNXicU Is 
recognised for 10 minutes. 


(Mr. OOfORICH addressed the House. 
Hie remarks will appear hereafter In 
the Extensions of Remarks ] 


The 8PEAXER pro tempore. Under a 
previous order of the House, the gen- 
tleman from California (Mr. DABS*) la 
recognised for 60 minutes. 

(Mr. DREIER of California addressed 
the House. His remarks will appear 
hereafter In the Extensions of Re- 
marks.) 


THE FUTURE OP AMERICA 

The SPEAKER pro tempore. Under a 
previous order of the House, the gen- 
tleman from North Dakota [Mr. Dor- 
oak) la recognised for 60 minutes. 

Mr. DOROAN of North Dakota. Mr. 
Speaker, yesterday I was In my district 
In the State of North Dakota and I met 
someone who said that they had been 
Involved in some Investments In the 
country of Poland. I was thinking 
about that on the airplane yesterday 
coming back to Washington, DC. think- 
ing a bit about Poland and thinking 
about an experience I had here In the 
House of Representatives about 3 or S 
years ego. It was kind of an unusual 
experience. 

As you know. Mr. Speaker, we have 
joint sessions of Congress in which the 
Senate comes over In this Chamber, 
meets with the House, the diplomatic 
corps comes, the President's Cabinet 
arrives, the Supreme Court shows up. 
and then we have an address. Typi- 
cally. the address is by the President of 
the United States to give a State of the 
Union or seme other special address, in 
other cases. It Is from s head of elate. 

In this case, several years ago the 
Speaker of the House recognized and 
the Doorkeeper announced from the 
back door of the Chamber a gentleman 
from Poland. The Doorkeeper said "Mr. 
Speaker, Lech Walesa from Poland." 
and Lech Walesa marched In that back 
door and walked to the front of the 
room and stood at the podium. Just be- 
neath where the Speaker now site, and 
the joint session of Congress rose and 
gave him a long standing ovation. 

This rather short, pudgy man. with a 
mustache and red cheeks, wss not a 
politician. He was not a diplomat. He 
was not an Intellectual. He was not a 
scholar. He was an electrician, an un- 
employed electrician at the shipyard In 
Gdansk. Poland, who 10 years earlier 
had been beaten by the Communist Se- 
cret Police in Poland because he tried 
to lead a labor strike for a free labor 
movement In Poland. 

Lech Walesa stood at that micro- 
phone and told us of the experience. 
Ten years earlier he had been beaten in 
the shipyard In Gdansk for trying to 
lead a labor strike. They took him and 
threw him over the fenoe outside of the 
shipyard, and Loch Walesa lay there 
bleeding, unemployed, beaten, wonder- 
ing what to do next, wondering about 
the Alton, his (bally, his oountry, and 
this common man. this ordinary man 


with extraordinary courage palled him- 
self up off the ground, climbed beck 
over the fenoe and went back Into that 
shipyard once again, and 10 years later 
he showed up at the door of this House 
of Repreeentatlvee ss a leader of Po- 
land. now President of Poland. 

Prom that podium he eald something 
to us that I shall never forget. He eald. 
"You know, we didn't even break a 
window pane In Poland. The Com- 
munists had all ths guns. The Com- 
munists had all ths soldiers. Ws had no 
bullets. What we had wss an idea and 
Ideas are more powerful than weapons, 
the Idea that free men and women 
should be free to make their own 
choice*." 

And the power of an Idea toppled 
communism In Poland, and then, too. 
it toppled communism In East Ger- 
many. Czechoslovakia. and Romania. 
Eastern Europe is largely free and 
democratic as a result of the courage 
and leadership of common people will- 
ing to exhibit uncommon courage to 
stand for freedom. 

I was thinking of that yesterday be- 
cauee I was thinking about the politi- 
cal trouble In our country, all of the 
nail biting, all of the k cashing, all of 
the concern, all of the fretting that 
goes on at the White House and here In 
Congress and In the cafes all around 
the country. In the small town res- 
taurants. wondering what la becoming 
of this country. How do we fix what Is 
wrong? What on Earth has happened to 
America? 

I wondered yesterday, thinking about 
all of this, where le the courage? Where 
is the courage In the White House. In 
Cong r ess; yes. even In the reetauranta 
across the country for all of ua to stand 
together and decide that are are as good 
in this country as anybody else In the 
yorld? We took on the world and beat 
them economically. We became the 
most powerful economic center in the 
world. We made the beet products, sold 
them at the beet prices. We 
outcompeted everybody. We outtraded 
everybody and we became No. 1. 

I grew up In a town of 360 people, 
went to school there for my first It 
years. Every day that I walked to 
school. I knew this with certainty. 
This country wss the biggest, the beet, 
the strongest, the most Important, and 
we were No. 1. I knew it without a de- 
bate as 1 walked to school and sa I 
came home from school. I did not think 
much about It. 1. like everybody else In 
this country, just took It all for pant- 
ed. but It is not true anymore. We live 
In a different world. We now face enor- 
mous challenges. 

Ws had ths chief economist of the 
Deutechbank In Japan come to Con- 
gress and testify a couple weeks ego 
and here Is what be eald. and It reaf- 
firms. the knot of fear In the stomachs 
of most Americans. It le why people are 
worried. It to why they are biting their 
fingernails about the future. Here to 
what the chief economist of the 
Deutechbank In Japan eald: 
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during the Reegnn-Bush ylminUtrn- 
(lot WM quolid, M lUUbf b» told 
lfc*D-VJ<* President Bua/ln the spring 
tt iP66 that the UniU^eUtae iru trad* 
IK arms to Into lnedchang* for the re- 
lease of boet agoe^ur. Dash hxs already 
•aid pablidy thdt he was not “lo 
loop." and fJ/C he vat excluded fr 
jr*y meeting* Involving detail* of. 
Iran opantQoe. / 

The National Security aide, Onward 
Tilcber, eaJd that Mr. Bush whs fully 
/god la the discussion!, aaked 
a tod question*, and iwwd to un- 
'd* re land the Irapllcatlonybf the arm* 
trade. j 

Mr. Tefcber vat qu/ted u saying, 
and I quote, “I brlefo! him la detail la 
aspect* of the Iran US} U alive on several 
occasions. Be wy extremely woll -In- 
formed about foreign affair*, and tXp 
tremoly loleryfed. yet I found a 
tern of behavior that was a desire t 
very well-informed hut not to b/ In- 
volved oar any Issue that vy* oon- 
troverslsd.*' 

Mr. iepcsker. Mr. Tetcher/doe* not 
work#or Governor ClIntotyH* worked 
forxhe Reagan- Bush ad mfn Inis trail on 
Ibe highest levels m/ N ational Se- 
curity *Jd*. I am confident that th* 
President doe* not ytnt to allow this 
contradiction of hlaAarly statement to 
aland. 

I urge th* President to hold a press 
conference an# to answer the fun- 
damental questions about this matter. 
If be fall* t/ do so, he can only ei 
that question* about this matter 
oodUduoAo linger throughout th* 

Mon. 


r TH* 


/COMMUNICATION 
CLERK OF THE H< 

The SPEAXER pro teolpore laid be- 
fore the Bouse the following commu- 
nication from th* Clepc of the House of 
Representatives: 

WAlMlyOTOX. ZXX 

sn>uni*T *». in*. 

Boa. Tmokxs 8. FJtn 
The Sprokm, VJf. House cj 

Wmk^wyoc. 

Dean Ma. arucn. Pursuant to 
due la OUom 4 of Reis 
• U S. House of Rsprsssol 
have thVbooor to tsaaunJt s msJkL 
received tram the White House n Frldsy. 
Mr 8, 1*99 st IDS poiySod tsld to 
ala s message hors tbs President wbere- 
• OumlU proposed Ufl/fslloa entitled 
“Federal Fey RedocUoiyAct of W»T eed 
S secUoD-by-eeoiioa sostj/ls of lbs legUle- 
Mon. 

With fiwt rerpeci. 

SlMMvljf roar*. 

Dav/oo X. Axduum. 

Clerk. J four •/ RepratnlaUea. 
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KEDERAiyfrAY REDUCTION frCT OP 
1*M~ MESSACE FROM ' 

DEN^OP THE UNITEQ/ STATES 
(H. JfOC. NO. 103-377) 

SPEAKER pro >mpor* (Mr. 
Ibaju>) ]*J4 before tbs House the fol- 
' menace from the Preeldent of 
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Slates; which 
with the aooomi 
Itbout objection. 

It tee on Poet Offlfee and Civil 
Ice. the Commute/ os House Ad- 
el strati on. and the Committee 
Armed Services. yfd ordered to be 
printed: 

To l)u Congress of , the United Stalex 
I am pleased^ to transmit today for 
your lmmedlgle conalderatlon and e&; 
actxnent the "Federal Pay ReducUc 
Aot of 19tt M This legislation 1* . 
my Agepda for American Renew* 
an Important 

sing” our CoveromenJ^-mak- 
In gJi more fiscally reeponalbj. 
dyeing It* size and strut; 

la a sectis 

'loiJyili. 

Thera are many In ^6 erica who are 
out of work or uncertain of tb*lr pros- 
pect*. The Federal [/deficit constrain* 
th* capacity to rd]u venal* the < 
omy. It Is therefore appropriate 
those who lead % n* Government mal 
personal cooxflbutlon— toward 
lng the defiant and a* a symbol fl our) 
understanding of the conoorD*/ of so 
many American*. Accordingly, this 
propoear would reduce the ssJlry of the 
the Vice President, and the 
Speaker of the House ojr Representa- 
Uyd* by a full 10 pertwbt. For other 
In our Government— Members 
Coagree*, senior officials paid more 
than S74.000 In all three branches of the 
Government, enough-ranking 
tary officers — th/pay reduction* wool* 
b* 6 percent. Mn otherwise scb< 
pay Increase US January 1993 for 
officials wo^S not take place. 

Under our Constitution, 
doot’s salary can only be chy(ged at 
the begjAnlng of a new UrmyU office. 
ucUoos for all othy* affected 
place with the /fret pay pe- 


HSS89 


IfKMVb/ 


Theresa* no objection.^ 

'SPEAKER pro Ufbpons. Coder a 
i order of the House, the gen tle- 
from Dllnol/lMra Oocums) le 
for It 

r*. COLLIN fl^of Dllnol* i 
House. He/ remark* will 
hereafter In A&e Exteaetooc 
marks.) 


L pro tempore, 
ler of th* Houm, 

\ Dllnol* [Mr. 

1 for 5 minutes. 
ANNUNZIO 
. HI* remark* 
r In the Ex Lena! 


appear hero- 
Remarks.) 


_ Inning on or n/Uf January 20, 
It Is therefore eeybtlal that thJ* 
rgtslatlon be enacted 
we the adjournment of the current 
Ooogreee. 

Gboaob Busk. 

The White Hoyle. SepUmbs r IS. 1991. 


RUG 


COMMUNICATION PROM 
OP COMMITTEE ON 
WOWUr AND TRANSPORTA 
The fL PEAJCER pro tempoi 

House the followlot ooremu- 
Dlc/loa from the Chalnnan of the 
on Public Wopksand Tran*- 
> station; which was ryU end. without 
ijectlon. referred t y the Committee 
Appropriation*: 

OoxMmreE woPvbijc Woas* 

6 TXLVSrORTATKW, 
r«Uv)A. DC. SrpUnber U. 1M. 

' four 

/ RrrtatnlaP.vtt, ITaiUwl 


. ParuuLDl t 
> Public Buildings i 
mlttlng bcrvwlth lbs i 
i pie* one copy) spi 
naltUe ee PebUe Work 


dsy by 


THE BNL CASE: HEAR NO EVIL, 
6FEAK NO EVIL 

The SPEAKER pro tern pore. Under a 
previous order of the House the gen- 
tleman from Texas [Mr. OonialccJ le 
recognised for 60 minutes. 

Mr. GONZALEZ. Mr. Speaker, the 
BNL or the Bancs Nationals del 
Lavoro. was owned by the Government 
of Italy. This le something that eve* le 
this day and after years since 1975 that 
I Initiated what turned out to be In 1998 
the first statutory International hank* 
lng regulatory law to convey to my 
colleagues and even the regulator* that 
our banking *yetem le quite diriereet 
and operates differ* oily, la a way It I* 
good, In a way It le bad. from the Con- 
tinental European, or for that matter 
any of the other Industrialised nalloee. 
Including Japan, in that the govern- 
ment has proprietorship in most every 
one of the bank* that wonld be operat- 
ing In th* United Bute*, or they have 
such Ugbt control, or they hav* a* 1* 
th* heritage In Oemany, for Instance. 
You see, this la something that 1* not 
factored la our country, and that le 
why we are so vulnerable. We like le 
say banks are strictly private. In fret, 
they are so private that they are the 
most privileged group a* a class In our 
country, for they In effect can give 
birth to credit or money with our frac- 
tional re serve system. Banks crest* 
money, In countries like Germany, tot 
Instance, but the bankers are Independ- 
ent, they are private, they are their 
own bosses, and tbe Federal Reserve 
Board 1* not a Pederal agency even 
though It 1* created by the Congress. It 
Is a creature of tbe commercial bank- 
ing system, and therefore It 1* going le 
be amenable to It. 

So In countries like Cermany yoa 
have maybe four or five big banka But 
In every one of those countries, wheth- 
er It Is France, England, Germany. 
Spain, you have • class system that Is 
not In consonance with the American 
democratic, egalitarian tradition. And 
there Is the rub. In Germany a banker, 
though be may be private, outside cf 
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the MDlrt) bank, the BttodwUnk now. 
during Hiller's period of lima uf bo* 
fora It wot known an tha Ralchabank. 
and wa ara tha onaa that changed that, 
wa Americana occupying Oermaay In 
l bo occupation peilod. At a matter of 
fAct, wa even printed their currency 
during tha occupation, and wa changed 
the designation from tha Ralchabank 
to tha Bundesbank. And wa printed the 
currency to exchange at tha rate of 10 
for 1 the old ralcha mark aa differen- 
tiated from tha deuleche mark now. 

That la a lot of hJatory, but If wa do 
not road history, and I think wa hare 
not, and that la why wa ara paying tha 
price, that la tha bill for It la just be- 
ginning to be dl accrued by the Amer- 
ican people who have not been In- 
formed by thetr leadara and are not 
now being Informed by thoae that aeek 
to have tha power of tha executive 
branch, neither one. But that la neither 
boro nor there. These examplea that I 
have bean talking about, and which I 
have had tha committee directing Ite 
attention to for almost 3 ysare, haa to 
do with tha moat critical, tha moat Im- 
perative need wa have, and that la to 
provide the framework of regulatory 
protection and aupervlslon and over- 
tight over these massive, hot. volatile 
hum which now amount to aJraoat a 
trillion dollar* ovar which no Federal 
agency. Including tha Federal Reserve 
Board, or much lata any State banking 
commission such a a In Georgia, haa tha 
leant Idea of what la going on. 

There la an .old law, the Oresham’s 
law that eald bad money chaaaa out 
good money. Wa also hava a legislative 
Oreaharn’e law which I hava aaan In op- 
eration alnce the socaJled reform of 
1914 where bad legislation chaaaa out 
good legislation. And It haa been a 
tough fight thaaa laat II years, and It la 
very difficult for me personally be- 
cauae It la anguishing to sea. and not 
foretell, but Just diacern, given the In- 
formation that aa a Member of Con- 
greee, and particularly assigned to tha 
banking committee, tha Banking. Fi- 
nance and Urban Affairs Committee. 
That name was changed also In 1974. It 
used to he the Banking and Currency 
Committee. And that was the name of 
the committee since It was founded aa 
a result of the 1166 Currency Act. 

8o this la history I would say which 
la Important. But today you ara called 
archaic, or old-fashioned, or it la not In 
keeping with the morse of these new 
generations, whether It Is the me gen- 
eration. which now la finding out what 
the limitations of that are and hava 
been, or whether It la the blow hair 
generation. It seems to ms that what I 
have seen is generations that know the 
coet of everything and tha valua of 
nothing. 

O 1230 

Yea. It may be old-faehJoned, but 
there are certain certain tlee and baalca 
that are never old-faehloned, euch ae 
accountability, responsibility, truth, 
virtue. 


Oh. virtue, what le virtue? Well, la 
public office, what should be virtue? In 
a democracy like ours. I would say Just 
living up to the oath of office wa take. 
And what le that oath of office? It ie 
very elmple. and It le prescribed for In 
tha Constitution, and It is one that 
every officer. Including armed services 
officers, ae well ae civilian officer*, 
take and that Is to defend and protect 
the U.8. Constitution against aJI Its 
enemlea both domestic aa wall ae for* 
sign. 

In our case on top of that, to ssrve 
faithfully and well, hut wait awhile. Is 
that not old -fashioned? Is not faithful- 
ness old-fashioned? Is not relativism In 
moral Judgments the thing? 

Wall, I am sorry to say that whatever 
I have brought out may now, and In 
fact some have written that I had fore- 
seen, and, well, It wae not so much that 
I had foreseen. I had spoken out, a 
warning, trying to get the attention, as 
t have been for particularly the lest, 
well, elnce 1979 on what I think— In 
fact. I feel It In my soul— Is a most 
heart-rending loan of our financial 
Independence that faces us. and thst Is 
the value of the dollar, lbs fact that It 
can easily be replaced as the Inter- 
national reserve unit. I have gone Into 
that before. 

So thee# things such as a govern- 
ment-owned bank known as BNL. Ital- 
ian Government-owned, but it I* not 
the only one. We Ilk* to get exercised 
about how Investments from, say, 
Japan have penetrated our economy 
and all. Tha truth la that the British 
have about 2V6 times more acquisition 
of direct assets and Indirect acquisition 
of assets than the Japanese, but no- 
body says anything about that or very 
few other than lately I have been get- 
ting a lot of calls back horns from 
other airline employees saying. 
“Please, do what you can to protest the 
merger of British Airways with." 1 be- 
lieve It is USAlr. 1 am not sure. But 
anyway. It Is too late. 

The truth that the American people 
ought to know Is that a true leader 
who haa faith and confidence in the 
Judgment of the American people aa a 
whole would tell the truth, and that is 
that Individually they cannot turn 
things around, at least not soon, that 
It la going to take sacrifice, struggle, 
mesa. If ere are going to survive, and 
the outlook, and I am by nature an op- 
timist. le not too good, not because the 
American people are not there. 

By experience. If I were to render tes- 
timony In the 39 years sod some 6 
months to the day that I have had the 
great prlvllega of serving in a politi- 
cally slectlva office ae a represents- 
Uva, first, on the local legislative 
body, the city council, tbsn the State 
senate, and here In the Congress of Just 
about 31 ysart. thoae are great privi- 
leges. Nothing la any other country 
could match that that I know of, and It 
la just a matter of discharging the du- 
tlee and being straightforward about It. 

I hava had about everything that 
could be thrown against a candidate In 


this career, but the people came 
through. I cannot testify other than to 
the fact that the American people are 
there. People I see are hard-working 
people. They go to work In the morning 
with all of their fear*. They come back 
bom# to their families. They pay their 
taxee. They go to church on Sunday. 
Tboee are the American people I know. 

All I think they want la what Is the 
truth, what are we fact nr. “do not t# 
scared to tell ue something that la dis- 
taste fUJ or that will maks us feel bad. 
because It Is going to fall upon os to 
look for sacrifice. Tell us what It la 
going to take. But tell us truly." And 
thst Is all I have been doing almoet to 
no avail. 

We will do not have even minimal 
protection against these things that 
seem to be Inexplicable ae we relate 
them. 

So that tbl* bank owned by the Ital- 
ian Government and originally, and. In 
fact. In the United States 
headquartered In New York elnce some, 
oh, 1 guess 20 years or so. has agency 
banks in various places, for Instance, 
ons In Atlanta, Miami. Chicago, and 
they had one or two in California, I 
think maybe one now, or maybe that 
one has ceased operations. These are 
agencies. 

What does that mean? It means that 
they are not full-service banks; that Is. 
thsy do not take accounts, thank good- 
ness. Think about how many American 
citizens would have been gypped. 
Thank goodness BCC1 did not get fiill 
banking services, or we would be feeing 
what Oreat Britain, for the first lime 
in 100 ysare, a failure of a major bank, 
which has not happened In Great Brit- 
ain In 100 years, and many cl Uians or 
subjects In Great Britain gypped and 
trying to get their money hack. 

But Why? Well, because we do not see 
that these activities form these other 
countries reflect, first, very different 
social -class situations. 

In Germany, the banker looks upon 
himself, yea. be may be a private bank- 
er, one of those four or Ove other than 
the Bundesbank, but be looks upon 
himself as a loyal ally of his govern- 
ment. that be Is going to Implement 
the policies of his government, not go 
against them, and that has not been 
true since the 1960’s and the emergence 
of the multinational corporate activi- 
ties including banke that. In effect, 
have really sold out America. 

Time will tell. Time always will. 

So It wa a this Atlanta branch char- 
tered by the Banking Commission of 
the State of Ooorgla, and that le an- 
other thing we must remember. These 
agencies are chartered In their respec- 
tive States, not by the Federal Govern- 
ment level, whether It is ths ofilcs of 
the Comptroller of the Currency or 
whether it Is the Federal Reserve 
Board or what hava you. 

How was It. tho queetlon Is originally 
asked when I saw a anlppet In the Wail 
Street Journal saying that this Italian 
bank In Atlanta was Issuing 13 billion 
dollars* worth of credit, and that start- 
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ed it- That vu exactly 3 yean ago. 4 
year*, wall 3 yea ra ago. 1969. thla last 
month. So that how could that be that 
massive amount of credit? So I raleed 
questions. and It took 1 year before I 
even had a halfway a newer to the full 
context of the activities of agency 
tanka. 

One reason that thla waa poeelble la 
that the bank Itaelf In thla case had 
very poor management. Another reaeon 
la that under U S. law at the time for- 
eign agencies like the Atlanta office 
were not directly examined by the Fed- 
eral Reeerve Board, and If they are 
now, and I do not know to what extent, 
becauee we Just amended the law under 
our pro Mure )a»t November, and It 
took acandals to bring that about. 

It waa a minimal reform. We allll 
have a hard Job ahead of ua. 

So that under American law, 3 year* 
ago. foreign agencies and the Atlanta 
ofTIce were not directly examined by 
the Federal Reserve. Instead, thla Job 
waa done, or supposed to have been 
done by the State examiner*, who gave 
It a low priority, becauee the agency 
did not take public depo*!t«. and so 
presented co risk to the ordinary folk* 
In Georgia. 

The laxnesa of the Internal manage- 
ment of BNL and the extremely poor- 
est nature of regulatory supervision 
created the opportunity for mischief, 
a* It always doe* and always will. 

O 1230 

All that was needed was a good mo- 
tive, temptation, which came In the 
form of a ReAgan'Buah policy decision 
to support the Government of Iraq. In 
1983. President Reagan removed Iraq 
from the list of terrorist nations, and 
that Immediately opened the gate* for 
new business, to help our balance of- 
trade deficiency. So It wu a Bush/ 
Reagan policy decision to support the 
Government of Iraq, which was In the 
midst of a terrible war of attrition 
with Iran. This policy led to massive 
sales of food, to begin with, to Iraq, 
which eventually absorbed no lees than 
30 percent of the commodity Credit 
Corporation's loan guarantee program. 
30 percent. Here )■ a country much 
smaller than Mexico, but getting. I for- 
get bow much. 400 percent or 500 per- 
cent more than, cay. Mexico was I* 
CCC A great deal of this waa financed 
by BNLr Atlanta. Now. what do we 
mean by Commodity Credit loan guar- 
antees? Well. It means those guaran- 
tees are the taxpayer*’ liability, that 1* 
what that means. Just like deposit In- 
surance. And the banka and the SAL’e 
making use of that guarantee to do 
that business, and even consider 11 sort 
of a capitalization structure goodie 
Well, the ssrr.e way here. 

A great deal of this waa financed by 
BNL-Atlanla, which was taking advan- 
tage of the opportunity presented by 
the bank's weak management, the non- 
existent U S. supervision of lie oper- 
ations. aod was motivated by opportu- 
nities to get rich quick. 


The agency manager, Christopher 
Drogoul. may have had many motives. 
Drogoul apparently earned 13 6 million 
for his troubles. In fact, his father waa 
a dual French/Iraq national connected 
with Iraq's procurement program. But 
the chance to enrich himself surely waa 
among them. 

In addition to the food sales, Drogoul 
arranged for 13 billion In credit to sup- 
ply military uaoM technology to Iraq. 
Thla la wbero we come In from the 
Banking Committee. When we trip on 
the Commodity Credit Corporation, we 
Immediately brought In ' the Agri- 
culture Committee because they have 
Jurisdiction. When the policy Isaue 
came about, bow the RcaganBueh pol- 
icy was to buddy up and stimulate Sad- 
dam. now that la foreign affairs. So we 
brought In and had testimony before a 
committee from a foreign affaire sub- 
committee chairman. 

Now, that Is fine, that le eel aside. 
We are not criticizing. We put the facta 
here. You. my colleagues, finding them 
to the Rr.'V.tD and the public record 
being exactly that, open to the publlo— 
at least up until now. I am afraid there 
will be efforts In the near future to 
even close that If we let some have 
their way -and therefore you have 
available for the decision and Judgment 
of, first, try peer* In the House and 
Members of the other body end, above 
all. the constituents we represent. 

So that the S3 billion I speak of, aside 
from the commodity, the food, le com- 
mercial. These are bank loans 

Now, the banks operate this way. Just 
like in the case of the ho Flag eta king 
In Iran In 1979, at the bottom of ft all 
waa banking: Chase Manhattan had an 
expoeurt of S10 billion. In fact, that is 
■till a continuing laaua. 

I want my colleagues to remember 
that on January 30. 1911, when Mr. 
Reagan was being sworn In. the Federal 
Reserve Board preseed a button aod re- 
leased Instantaneously several billion 
dollar* In London to Iran, aod that le 
when they released our hostages, some- 
thing that had not happened sines the 
9th century. 

So that It le a maxing how her* we are 
about to close out not only a century 
but a mllJenlum. one of the most 
bloody centuries In all human history, 
and we should close It on that note. 

So hers Is all that Mr. Drogoul ar- 
ranging for S3 billion In commercial 
loans for the procurement, as a result 
of a very Intricate, very well-thought- 
out procurement netaork by the Iraqi 
brains, snd for the purchase of military 
technology all the way from chemical 
to such things a a biological, nuclear- 
all of that was in there -and this thing, 
the Initial financing which waa like the 
Chase Manhattan In Iran, syndicated; 
that Is. they gel other banks to come 
In and take chunks of that. 

Now. I put that on the record last 
year and In the committee's hearing 
record in 1990, Ike list of 10 bank* that 
received and hav* received payments 
to maka up for the default, and that 
cam# from the good old taxpayer, of 


about tl billion; 10 big banka In ILa 
United State*. 

I Hated them, they were working la 
what they call In bankli* circles this 
system. 

So that ihJa Brunei i* supported a 
vast, clandeatlna procurement program 
which waa known by tba United State* 
and which doclded to tolerate It. 

Now. last year aod even before then, 
and earlier thla year, I waa com- 
plimenting tha like* of tha CIA and lb# 
military defense Intelligence because 
w# hare the documents showing that 
thay were telling everybody from the 
Vice President, then Bush, who eras 
later President, and tb* Secretary of 
State and everybody In the so-called 
National Advisory Council, that, “Hey. 
look, thla has military Implication. 
We don't favor it." They were canceled 
out. 

So here I was praising the CIA Her 
having done Its Job. all of a sodden 
they are Jumping all over, trying te 
scare me, trying, what somebody said, 
to muzzle me. which la ridiculous. No- 
body has ever muzzled me since I 
learned to talk, much leu the CIA. But 
the reason waa that they were then 
pressured by tha Attorney General, 
who has bean tha on# that ha* been the 
most Incensed that I should tell my 
colleagues Is tha Conorkssiowai. 
Record what la going on. But I bare 
praised the Intelligence Agency; after 
all, that la what they were supposed to 
be doing. The facta show they did. But 
they were not heeded or they wem 
overruled. 

One question the case raises la 
whether the higher reaches of BNL 
knew what waa happening la Atlanta. 

□ 1340 

Did the officialdom on Rome know? 
Well. In tha meanwhJl*. tha Roman 
Senate, and remember that this scan- 
dal has been written up about muck 
mors In tba Roman press than In tbe 
United States, appointed an Investigat- 
ing committee. Senators. 

I met with them. I met with the 
Chairman Carta and three of bde col- 
leagues, met them here In the United 
States. 

When the Federal Reserra Board, 
under pressure from the Attorney Gen- 
eral. would not glva us the documents 
that we had subpoenaed, I got them 
from them. So we did not need the CIA 
for that matter, but In fact, what the 
CIA has said and what we have put la 
the record baa been aaJd somewhere 
else, whether In Europe or here or la 
some publication. 

Now, did the hl|her-upe In Rome 
know? Why Is this Important? 

Well, ev*o now against all tha actlel- 
ties of the Treasury Department and 
the Attorney General, I am trying te 
save the taxpayer* the last near S30I 
million that th* BNL Bank In Rom* le 
suing to collect on the basis that they 
erere not aware that If the Government 
of the United States knew. It did not 
tell them, or that thla was the ©per- 
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Of what they called a rogue em- 
ployee. 

How. we bar* placed la tba Rscoao 
as of the special order before last clear 
documentation showing that that was 
Dot the cue. that the Minister In Italy 
bad Intervened with our American Am- 
bassador, sod he. to turn, pressured our 
folks here and they, la turn, let It be 
known. “Co slow In prosecuting In At- 
lanta.’’ So ibis question Is very Impor- 
tant. That Is wby we keep asking It. 

Another question, of course. Is bow 
much our Government knew ebout It. 
There Is also tba qusatlon of bow hard 
the U.S. Government has tried to dig 
out ell the facta. 

The senior management of BNL had 
reason to suspect that something wee 
wreng. or rotten, ee they say. la At- 
lanta, long before U.S. authorities raid- 
ed the place and blew the lid ofT the 
scandal. 

Mr. Luigi Sards! 11 was appointed ex- 
ecutive vice preeldeot end managing 
director of BKL's North American op- 
erations la July 1MT— 1 years before 
the BNL raid. Soon thereafter, he 
began auditing the bank’s U S. oper- 
ations. In tbs Miami office, be found 
major problems and got permission to 
Are that office's managers. His audi- 
tors soon found major problems else- 
where: Lee Angeles, Chicago, and At- 
lanta. He also recommended firing the 
Loe Angeles office management, but 
never got consent for this action. In 
the case of Atlanta, Sard*] II In August 
ISM discovered e poorly col lateral lead 
loan to Ee trade— which turns out to be 
one of Iraq's key procurement agents. 
But 1 months after discovering this 
transaction and reporting It back to 
headquarters In Rom*. SardelH'e boss 
Insisted on praising the Atlanta man- 
ager. Chris Drogou). This wee despite 
Bard* Ill's questions and criticisms. 
Then In late December I9M. Serdelll 
forwarded to Rome an audit report 
that was critical of BNL- Atlanta. But 
this report was In English, and It was 
•snored— not even translated Into Ital- 
ian— until July Id. less than a month 
before the U.S. officials raided the At- 
lanta office 7 months later. By that 
Ume Sards!) I had retired. However, the 
feet Is that the top manager of BNL. 
Mr. Olacomo Pedde. and the bank's 
chief auditor were aware of the prob- 
lems In Atlanta at least ee early as the 
fall of IIS, nearly n year before the 
scandal exploded. 

Clearly, at least one senior manager 
of BNL knew that hie bank's United 
States operations were badly run aod 
reported this to hie headquarters In 
Rome. However. Mr. Serdelir* requests 
to shake up management were some- 
time* Ignored, hie critical reports went 
unread, and hie bo sees made clear that 
Chris Drogoul had strong support at 
the top. 

Olacomo Pedde. the director general 
of BNL In Rome resigned In the wake 
of the scandal and has since been In- 
dicted In Italian courts for hie role In 
certain Iranian traneaotlone. It was 
Mr. Pedde who In October I M fold 


SardelU that It was premature to chas- 
tise hie Atlanta manager, Drogoul. 

At about tbs time Sardslll sent hie 
critical audit report to Rome— ibe one 
that eat unread until the scandal ex- 
ploded 7 months later— tbs manage- 
ment of the Udine branch of BNL got a 
request to finance a steel plant In Iraq. 
The manager of tbs branch wanted peo- 
ple at lbs top to get Involved, because 
tbs account wee an Important ono. 
Denlsll. On January M. Director Gen- 
eral Pedde caJIsd tbs bssd of his finan- 
cial division and told him tbs Daniel! 
deal ahould get personal attootlon. 
Two days later, Daniel I signed e deal 
for 140 million Oerman marks— 170 mil- 
lion— to provide e steel rolling mill to 
NAS8R Enterprise. In Iraq. This loan 
was to be bandied, not through the 
Udine branch that originated It, but 
through BNL-Atlanta. 

It would seem then, that Atlanta had 
some special function. The Italian Son- 
ata bailees* tbs Dsnlsll deal was han- 
dled through Atlanta to prevent other 
Italian companies with claims against 
Iraq foom Cresting the account. But It 
lc clear that this odd deal was known 
to tbs top management of BNL. which 
moreover arranged to do It through At- 
lanta. This same top management waa 
at the same moment In Ume Ignoring 
Its senior North American manager's 
warnings about Irregularities In the 
Atlanta office. Indeed, by that Ume the 
Atlanta office was deep Into Its COC 
deals with Iraq. In April 1M, a few 
weeks after the Denial! deal was routed 
through his office. Drogou] wee In Ven- 
esuele trying to oollect on s 125 million 
loan for a shipment of Cuban sugar 
that hie office had flnanoed for the 
Swiss subsidiary of Cargill Corpora- 
tion. 

And I will ask, let me stray here, our 
food Mae. our grains, wheat, and the 
like, are at the mercy of foreign- 
owned, managed and headquarters 
International giants. Cargill may be 
ooneJdored American, but everything 
elan. Dreyfus* and the ethers. It Is not 
unlike our banking situation, but we. 
la America, also do not have a screen- 
ing board for grain selee. like Canada, 
for Instance. If mainland China wants 
to buy wheat from Canada, the screen- 
ing board has to go through It to bal- 
ance Its own domseUc nseds. 

So wbal have all these speculators In 
the grain markets dons? Why. our 
former* ere at the mercy of these 
Internationally based organltsUoa*. 
They are not going to be thinking of 
American Interests. 

And what la tbs result? As of July 1. 
whet they cull the bonus, particularly 
wheat, that our food banks, school - 
children's meals, nutrition centers for 
the elderly, have been cut out. Why? 
Because we no longer have a surplus of 
whs at and gTaln In our country. 

This matches what la happening In 
our financial market 

Now. I raised my voice, that Is, lo- 
cally In San Antonio, because I 
brought out how an of July I. on* of 
ew Impoverished school districts is 


going to bars to ants up COO.OOO more 
for food bscaus* of this cutout by lbs 
Agriculture Department 
Now, my colleague*, you say these 
are not dire events that w« should give 
absolute and uncompromising author- 
ity to? 

Well. I have not seen It and neither 
axe those aspiring to lead this country 
In the executive branch or even there 
supposedly administering It 
So I Just wanted to bring that In, bow 
aetoundlngly and d r pressing I y la our 
food. It Is entirely possible. It is not 
outside the realm of possibility. Ilka la 
tbs possible loss of our financial Inde- 
pendence, if w* are going to bare to 
•tart paying back all these monu- 
mental and monstrous debts In some- 
body site's currency for lbs first Ume 
In our history, that we will also have 
food shortage* In this country. 

O 12*0 

It le e dismal picture. and maybe It 
dose not make me too popular with 
those bearing It. but It Is tbs truth. 

In short, while Rome Ignored warn- 
ing signs, and moreover assigned the 
Daniel* loan to Atlanta, Drogoul was 
rapidly expanding bis Illicit operations 
with Iraq, and at the same time cover- 
ing hie tracks on the soured deal to 
ship Cuban sugar to Venezuela. 

The North American manager. 
Sardslll. refused a transfer back to 
Rome at about the time Drogoul was 
trying to cover his tracks In Ven- 
ezuela. His superiors buck la Rome 
were not the only ones who turned a 
desf ear to his wsrnlnge-tbs U.S. Jus- 
tice Department has never asked him 
what hie bosses knew or didn't know 
about BNL- Atlanta's operations. 

This I* our Attorney General, who at 
first tried to scare me again, like ibe 
CIA. then tried to muscle ms. and thea 
handed down a decree regarding all of 
the departments, lb fact tbs CIA la- 
eluded, the Treasury Department, for- 
bidding them to provide any docu- 
mentation to the committee. The same 
Attorney General that I think clearly 
has shown a dismal abdication of bis 
•worn duties, and I would say Is presid- 
ing over a corrupted department. 

SardelU retired la July IMS That 
same month, on July Xt. two Inform- 
ants appeared with their lawyers at the 
U.S. Attorney's offlcs In Atlanta to tall 
Ihclr story. Two days later, bank regu- 
lators were called In. On August S, the 
president of the Federal Reserve Beak 
of New York advised h*« counterpart at 
the Centra] Bank of Italy that aa In- 
vestigation waa going on. and 2 days 
after that BNL- Atlanta was raided. 

Drogoul claimed that he had bee* 
preseued by Rome to carry out the 
Daniel! deal, and also claims that bl> 
superiors knew about the phony beoke 
he was keeping. The Italian Senate re- 
port confirms thst BNL- Rome did Id- 
deed support tbs Daniel! deal, and 
since the former director general, Mr- 
Pedde. Ignored warnings and has Iff** 
problems of hie own. It Is el it ast arf»* 
able that he knew something ebout 
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Drogoul's operation, tn any event. It la 
curious Indeed that Feddt and hla asao- 
elates picked an obscure office In At* 
lanta to handle the Danlell transaction 
to provide a steel facility for Iraq. Why 
not New York, especially since Sardelli 
had already reported problems In At- 
lanta to Ms superiors In Rome? 

After the BNL raid. It did not Uka 
lonf for Investigator* to reallxo that 
the bank waa financing militarily use- 
ful technology for Iraq. But according 
to a November 22 memo from Assistant 
US- Attorney Gala McKer.zie. 

• • tbs IrtOi vers careful to purchase 
dual usage aqulpmeot which, of course, caa 
bs and probably was used oa (ba Coodor □ 
project. Sack purchases and luodlog are not 
la violation of U1 law." 

But of cour*e at that lime the United 
States wanted warm relatione with 
Iraq. 

The go signal waa to all of these big 
firms In tbs United Stales to gat ex- 
port licensee and the Ilka. 

At that time Iraq hoped to get an- 
other billion dollars' worth of CCC- 
guaranteed food loans. The Department 
of Justice wanted to deny the loans to 
Iraq unless there was full cooperation, 
according to a letter from Justice to 
SUte dated February 9. 1990. That waa 
a different attorney general at that 
time. Tbs Stale Department wanted to 
keep the program going. If Iraq would 
promise minimal reforms, according to 
a memo dated a week earlier. In other 
words. Justice was not happy with 
State'a anxious effort to keep Saddam 
Hussein .from being upset by the 
spreading scandal. An alarmed prosecu- 
tor warned on March t: 

* * * It Is most Important that neither 
USD A nor DOJ ever attempt to Justify the 
Issuance of an additional MOO million in COC 
guarantee* as necessary to cb&tl Iraqi 
Interviews for os ■' * In no event should 
these potential Iraqi Interviews to bt used as 
Jostlflcatlca foe Issuance of an additional 
MOO million la C CC fuartateta 

The Agriculture Department also felt 
the heat and reported to the prosecu- 
tors: 

USD A la recelrlac Increased presaura with 
regard to the readier Iraqi request for an ad- 
ditional line of GSM -103 guarantee*. 

According to a memo from USDA on 
March 12, 1990. 

But despite the objections of the Ag- 
riculture Department and the prosecu- 
tor*. and In keeping with tht Preal- 
dent’a desire to develop Saddam Hus- 
aeln as a friend, th* loans were ap- 
proved notwithstanding all the scan- 
dal. Two years later a frustrated Gale 
McKenzie, th* prosecutor of the BNL 
case wrote: 

Information developed by iber ofHce) was 
apparently discounted la rsacblng tbit pol- 
icy decision (to pay off gua-stiteos to tasks 
•ward partly by Iraqi Just as It was vhea 
MOO mlllioo Id additional CCC r->*r»oUr« for 
Iraq »** approval after vi disclosed th* 
multlbllltoo dollar schema to defraud BNL 
for the benefit of Iraq. 

Tha military aid* of the BNL case 
prate n ted considerable problems. Ear- 
lier. I noted bow the prosecutor* had 
noted Iraq's skill In avoiding arms con- 


trol law by procuring dual un tech- 
nology. However, what they didn't 
know waa that It waa policy at tha 
highest level to approve shipment# 
even to known Iraqi nuclear facilities, 
even If It looked Ilk* equipment used 
for arms programs, as long sj »h* 
equipment wasn't Immediately useful 
for building bombs. It wasn't blown up 
at that point. In one aucb case, tbs 
equipment used for terminal ballistics 
studies was shipped to a known Iraqi 
nuclear facility, becauea It waa consid- 
ered loo slow to be useful in bomb 
making. The policy waa. if It doesn't 
explode, go ahead and ship it. 

Tbs prosecutor* knew that some- 
thing fishy could be going oa. After 
Iraq Invaded Kuwait, and during the 
United Suior buildup for the ground 
phase of the gulf wax. they prudently 
aeked their bosses la Washington: 

Whether any facet of the U S. latelllgtoc* 
commas: 1/ bad any kncwledg* of llieral %e- 
tlvlilei st BNLrAlIxaU prior to August 4. 
190. sod If so. wbai did they ka:w sad when 
did they kcow It. 

Tbie had worried them fur so:re time. 
Months before, on July 3. the prosecu- 
tors wrote Mr.ln Justice: 

To luuri hev* trlsco which appear to bo 
atuir.tMcf blocks-whal koowledfs axd rols. 
If ary. the Central lotelllgeDC* Ajrocy had 
or played ID BNL deallcgs with foreign gov- 
ernments Id gesersl and Iraq more specifi- 
cally. • • • 

As you well koov. Experience has dem- 
onstrated that ClA'a knowledge sod parlicl- 
pa Hen can serlouily Impact a dec late a to 
proweste. 

This asms memo alec requested: 

Determination of the d'ttlna’.loo of s ship- 
ment of aldewlcdtr m'.xtIUt. 

O 1300 

I do not know what tbs answer to 
those Inquiries was. But Information 
tbat I do havo make* it clear that our 
Government, at the highest levels, 
knew Iraq had clandestine procurement 
operations going forward and tolerated 
those activities right op until the start 
of the gulf war. In fact, the prosecutor* 
noted on March 9. 1950— again, at th* 
time the Stale Department waa push- 
ing for 1500 million In new loans for 
Iraq: 

Bark Is October 190. th* U S Attorney's 
ofnc* la Ssa Diego adn»*d that Customs waa 
attempting to sat up as undercover purchase 
of equipment la San Diego by Iraqis through 
the Iraqi owned companies Matrix Churchill 
asd'or TDC without the required license*. 
Custom la San Diego initially a:ked that 
we delay service of the Matrix Cl.r.blll sub- 
poenas * * * although slleg iMoos about Ma- 
ul* Churchill relating to lb# BNL matter 
were then frost pa;e news around tt* world. 

To explain this, let me remind you 
that In the fall of 1999. United Stales 
authorities were trying to crack the 
Iraqi effort to buy parts for nuclear 
triggers. Buying parts for nucleax trig- 
gers wasn't part of the administra- 
tion's plan to appease Saddam Hussein. 
But the fact that he waa trying didn't 
keep them from letting him buy ail 
kinds of other technology, nor did It 
•top them from granting him 1509 mil- 


lion In fresh food credit#, taxpayer- 
guaranteed. 

No wonder lb* Inver tlgalors wanted 
to be sure they wer* not running afoul 
of CIA operations It was clear to Unm 
that BNL was In the middle of a huge 
foreign policy decision, one that the 
administration wanted to pursue de- 
spite the criminality at BNL. despite 
the evidence tbat the food aid waa 
being abused, and despite clear evi- 
dence that Iraq waa ctfng BNL to fi- 
nance It# arms program. 

The prosecutors also knew that they 
hadn't gotten much help from Wash- 
ington. On February I, 1990, Gale 
McKenzie complained bitterly. 

She I* the Federal prosecutor In At- 
lanta. and her* Is the Justice Depart- 
ment up here, the Attorney General, 
saying ‘‘Hey, go slow or don't go." 
First she complain* bitterly stout how 
her request# for help war* being Ig- 
nored by the bigwigs la Washington, 
and how a key official bad not relaysd 
to anyone the urgency of the situation. 
Of course. Washington had been hear- 
ing from Rome about the need to go 
slew, aa I pointed out a week ago this 
Monday. 

A July meaaage from Rome report* 
that the Director General of BNL: 

• • * made a pilch for the USO to go slcwly 
b+for* naming IndlcLmccls. * * * 

He also comnuouf that Li Assistant U1 
Attorney la Atlanta is s "idms and vindic- 
tive woman" who Is being led by Israeli 
sources who her* pointed her toward Turkey 
a* tbs tesla whsrs all this began. He Is poct- 
tlv* that Mossed wanted to publicise tee 
BNL lovoWemtaL 

McKenzie was keenly aware of how 
sensitive things wert with Rome. On 
May 9. she had heard from Washington 
s suggestion: 

fer stopping by Rome to meet with th* lui- 
Iso Magistrate to alls (sic) toy concerns re- 
garding the status of BNL la teolr laveattgs- 
tioa. 

McKenzie waa willing to do tbla. If 
her bosses wanted. 

With all the Intrigue and political 
prereure, there eould not have been any 
doubt In anyone's mind about th* *ea- 
sitlvlty of the caae. The prosecutor* 
knew that BNL waa In the middle not 
Just of a huge financial scandal, but a 
major foreign policy situation as well— 
that policy being one of encouraging 
Saddam Husaeln to know that he bad a 
friend In George Bush. 

When things got hot In ike foreign 
policy area that summer of 1990, all of 
a sudden this fellow that had every rea- 
son to believe that k* waa pursu Irg 
right fully, in his mind, the 100- year 
claim of Iraq to Kuwait found suddenly 
that they wer* going to war against 
him. but when It got hot. and In that 
summer of 1990, this principal Inves- 
tigator. prosecutor . Gal] McKenzie, waa 
off the caae for 4 months. 

The biggest financial scandal Inves- 
tigation In tht history of her omet lad 
to do without her until after Iraq In- 
vaded Kuwait, and th* policy of sup- 
porting Iraq waa blew* to bits. After 
the Invasion. It waa not Just politically 
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Mf« U> go after t ha Iraqi*, It tu a po- 
litical necoMlly. bat h*r* th*y teak 
bar aff 4 month*, tba critical months. 

Waa that happenstance? Wat that a 
mandated sabbatical? Of course not. 

Even than, of course, tha prosecutor* 
bad to ba careful. They didn't want, aa 
tba record show*. to a Last proaacutlof 
a caaa that might blow tba covar off a 
CIA operation, and ao they mada In- 
quiries to ba aura of thalr ground. And 
tbora waa alao tba frequent bualneaa of 
Waablngton being reminded by Roma 
that damage control waa needed. Poo* 
albly that request for damage control 
la why Mr. Sardelll never waa ques- 
Uoned vary much about what ba knew 
about Roae’a Inability to aaa or boar 
bla warning* about tba loose operaUoa 
that BNL waa running In Atlanta. Bo- 
fora tba war. Roma apparently didn't 
want to know. It la possible that Wash- 
fngton didn't want to know either. 

In fact, it la not poaalbla. but I am 
aura they did not. In any event, tha 
policy of eupport for Iraq continued, 
doaplta tba scandal, op until Iraq 
rocked late Kuwait and eat off tba gulf 
war. 

Tba administration did a great deal 
more than sell food to Iraq The policy 
waa to let military technology flow a a 
freely aa poaalbla. A nuclear triggered 
Incident* and tha later Intercept! ve 
parte that bad bean mada to tba famed 
Iraqi aupercannon. Old Bull, and ha 
died In Belgium, be la Canadian born, 
who had worked for tba CIA. Inciden- 
tally. and for our Government la deval* 
oping tha long-range rune, and whan ho 
bogan to go on hli own and sell arma- 
ments to the wrong people ha waa 
brought la by tha vary same CIA ha 
bad been working for. brought to court 
and convicted and sentenced for 4 
months la a Federal jail. Ha came out 
a bitter man. Ha waa tha one that was 
developing tha ao- called Bull's big gun 
for Saddam Hussain, and was assas- 
sinated la Belgium. 

Tba policy might not have Included 
shipping bomba or munitions, but It 
eortalnly Included shipping tba tech- 
nology to thorn. In rotura. tbo United 
States got special deals on tha oil and 
tha possibility that Iraq would ba coun- 
terweight to Iran, but what wa got In- 
stead waa a war that could have bean 
avoided, as I have said all along, even 
aloes August IMQl 

Our soldiers, sailors, and airman to 
this day srs patrolling tha border* 
around Iraq and the aklas of that coun- 
try. 

Wo have a good-slsod contingent. Just 
Ilka wa atlll have, batter than two- 
thirds of our troops In Panama, two- 
thirds of those wa had at tba height of 
tha Invasion. These are follies 

Let «• ask a truthful question: What 
did HlUtr do that was any worse than 
what wa did In our name. Incinerating 
several thousand blacks. 100 percent. In 
Inflammable buildings constructed la 
1M9 la Panama for tha Panama Canal 
workers; Just burned? 

Than wa bad mass graves, military, 
and by constricting tbo prase and bold- 


ing thorn under arrest la hotels, wo 
pre reeled them, except on# or two 
from Croat Britain, from noting and 
reporting It. 

1 do not know what more war elroo- 
lUao were committed by those wa 
claim were AUJIea and Huos and what 
not. and not to count tha 200. OCO plus 
Iraqis that wa slaughtered, at least 
100.000 so-called conscripts or soidler* 
whilt they wsre running, killed them 
mercilessly, burled them In sand with 
Ihelr hands sticking up. 

W# have a bunch of veterans now sick 
In tbs veterans hospitals of undeter- 
mined but very definitely neurasthenic 
sources because of what they witnessed 
In tha Persian Gulf. Remember, that 
waa does all In tha name of us. tha 
American people. 

What about the 100.000 or so children, 
woman, old. young, that wa killed In 
tha carpet bombing of Baghdad, de- 
stroying priceless artifacts, galng hack 
to tbo beginning of Western cJvDiia- 
tJonf 
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Too do not hear about that. Oh. you 
bear about our braggadocio generals, 
what great victories and bow they are 
now millionaires as a result of this 
venture. 

But I say yes. maybe we are tbo 
unipolar power of the world. I do not 
think so, but that Is what everybody Is 
saying But wa have got to remember 
that tba Lord Cod cannot ba tempted. 

la this our contribution to civilisa- 
tion at tha near and of this century and 
mlllenlum? Should wa not bo con- 
cerned and pondering and disturbed? 

Well, ao ba It. Wa know that ♦hare 
waa a lot more than Just settling tbs 
food oa tba basis of guarantees. Ws 
know that It led to the free flow of 
technology of all kinds to Iraq. It 
might not have Included tha actual 
shipping of the assembled bomb, but 
everything that went Into It was. 

In return tha United SUtaa got tba 
special deals on oil. aa I pointed out 
last week. And what wa bav# ended up 
with la a war that la still Is Its Initial 
stages. 

If It Is tha Impression among ray col- 
leagues that the gulf war Is over, what 
I ha vs aald waa Just the beginning. 
Only Lht Lord knows where It will end. 
Ws went there. In my opinion, precipi- 
tously and willy-nilly Into the origins 
of our Western civilisation. It remains 
to be seen whether that will ba perhaps 
tbs beginning of an and. 

So what waa thla policy of appeasing 
Saddam Hussein baaed on? On convle- 
lion. principle? Oh. that la old fSab- 
looed. Wa do not Ulk about that. 

Ho. It waa a gamble. It waa a 
crapahoot. and It failed. They lost tha 
cast of the die. And at great cent atlll 
to ba established, and with con- 
sequences that I say and repeat we can- 
not at this point foresee. 

And at tha canter of It all la thla lit* 
lie agency bank that could do any- 
thing. Did this happen Just because 


Chris Drug out was a loose cannon or a 
rogue? 

Mr. Sf«*ker, I bear the rap, and my 
time Is up. 

The policy might not have Included 
shipping bombs or munitions, but It 
certainly Included shipping the tech* 
nolcgy to msko them. In return, the 
United Suice got special deals on Oil 
and Ihs possibility that Iraq would bq 
counterweight to Iran. Hut what wo got 
Instead, waa a war that could have 
been avoided, and our soldlsrs, sailors, 
and airmen to this day are patrolling 
tbs borders around Iraq and tbs skies 
of that country. As for Saddam Hue- 
sol d. ths policy now is to reg ard him aa 
an International criminal, though his 
usa of ths poison gas and pervasive 
abuses of human rights wars earlier Ig- 
nored. Tbs policy of appeasing R*aAwjw 
H ussein was rooted in no principle; It 
was a gamble that faJlod. at a groat 
cost and with consequences that can- 
not be foreseen. At the center of It all 
la the little bank that could do any- 
thing. BNL- Atlanta, Did all this hap- 
pen Just because Chris Drogoul was S 
slick operator? It seems Impossible, 
when you consider how much Washing- 
ton knew about Iraq's secret oper- 
ations. and bow much tbo President 
wanted to provide provender and tech- 
nology to Iraq, even after the scandal 
broke. It seems fmpoaelbls that BNL'f 
boms management waa Ignorant of the 
scandal. In ths face of warning* Its sen- 
ior Americas manager sent. Perhaps 
Mr. Pedds didn't want to know, be- 
cause it waa. after all, his senior man- 
ager* who used BNL Atlanta to cany 
out the Iraqi steel loan despite dear 
signs of trouble. If Washington know 
that Iraq was canrylng out secret pro- 
curement operations- and there was 
exactly such knowledge— maybe they 
Just didn't want to know what BNlrAt* 

I an la waa doing either. Washington's 
policy clearly waa to hear no evil, see 
no evil. 

Novtxsm 22, UR 

Subject ftaspooM to your November 2, ISM. 

BNL Memo. 

To. Robert L Barr. Jr.. United 3 la tee Attar- 

Bey. 

Fiooi Gale McKeule, Assistant O.I. AUer- 

eey. 

Tbs BNL lnvestl|«UoD baa oootlseed to 
proceed "Ntl-epeed ahead" to ths point cf 
meet agents caocaUag lea vs during Thanks- 
giving week. la fact ws wars Is tha office 
a/ler boars yesterday obtaining detailed ts- 
formaUos regarding personal gals from Peel 
VoaU'edel's attorney and discussing S 
VooWede! plea. 

I have attempted to keep you advised of 
dally activity la the BNL IsTeellgstloa kg 
typing asd distributing a dally log. 

Since your November I memo we have re- 
ceived a determination from Washington 
that wa do have a “Trading with the Enemy 
Act" violation and It will be locluded la the 
Initial tsd:ctm»ot. 

To date we have received determine! lee* 
oa only half of the suspect Lransactlone re- 
garding possible violations of the *’Arr=* IN* 
port Control Act". Those determination* 
have tees negative. The products, such S* 
ths secJear fuel compressor, have dual use 
capacity asd are therefore sot I ice bw Me. A r 
though custom* he* bees dlllgeut la requeM* 
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lag prompt daUrralosUooa nd w»Uw b 
(in* MimmlAf and the collection of docu- 
moots from mttalulann, freight for- 
vifdtf*. CttitMM troktn. so wall M export- 
er* la somattmae slow des to retrieval from 
•van*** aooroaa and from a mwlUtoda of dlf- 
ferae! aompaolaa. It may uka alt month* to 
complete aJJ dalarmtnallooa. Rouavar. w# 
think thara may ba no proaacwllcoa ta this 
a/aa sloe* Initial daUrmioatlooa show that 
Lbs Iraqi* wars carsfel to porch*** daal 
usage aqalpmaot which, of ©oar**, can ba and 
probably *u o*ad oa tba Condor IT pojaet 
Sock parch* nan and feeding a/a oot la »1otar 
tloa of US lav. 

Tba USD A OIO yaalarday (band a fob* 
statement submitted to U8DA by Drogoul ta 
coanactloa with obuialof COO faaran Uao. 
Thar* fora, thara vtU ba at leant oos 000 
cooat la tba InlUal lodlctmaot. As for tbo 
•varall investigation. UftDA do** oot foal 
that tbay can mors any farter for tba ran* 
soo* staled Is my memo of October II. Tbay 
bars assigned three foil time paopla to tbo 
caaa— two Special Agents and ooa Auditor. 
Stnca lb era U a possIMltty that Information 
developed dmiac tba USDA investigation 
can void 00C guarantee* and parhnpa ur* 
US taxpayers Otar n bUllon. that tavasUgm- 
Uoe matt ba aompltta and tboroafb. 

I baaa baas In contact trltb DOJ from tbo 
beginning regarding Foreign Com pi Prao- 
ttcos Act and Anil-Blacklist coordination. 
Tba craclal qq tattoo which baa not yal baas 
answarad ta wbalhar pay manta vara mads to 
Individuals or to tba "government** Itaalf. 1 
atUI don't forssaa such vtolatlooa bain* In- 
cluded In tba Initial lodlctmant. 

Tba Oc lobar list memo discussed tba foot 
that va vara Investigating whether or not 
Drotool bad oparslad as a focsig* a**nt 
vlthout raflstarlof as each. Tba Iraq! Uaa 
vara vlth Drogoul. sot VooWadaL Tt atlll 
does not appear that va will hat* sufficient 
avtdanoa In tbit art* for ladusloa In the Ini* 


the United States Department af foiUea 
would ba better served if th* Is e uano * of ad* 
dltlooal a sport credits to Iraq la oaodJUoasd 
■poo Iraq's oom plats eooperaUon vlth tba 
United Suits Oorarnment In tba ongoing 
Department of Justice IsvaatlgeUoo In At* 
lan ta. Tba Office of tba Veiled Sutaa Alter* 
nay for tba Northern District of Ovocyte Is In 
■coord. Wa nrge that this matter ba resolved 
an soon as possible. 

Thank yon for year ooasldaraUoa and at* 


Pleas* lot n» koov what yon think about 
this approach aa soon aa yon nan (preferably 
by Monday). I would Ilka to flnallss the 
mamorandum after reoatvtag yon t comma* I* 


Thanks. 

rmvMf t ms. 

Msmoradum for Legal Advtaor. Deportmaet 
of Slat* and IE* ecu lira Assistant, Office 
of th* Attorney Oaoaral. DapnrVo nt of 


Stnoarsly. 

Durr 0. Aieu, 

Director. 

Or net or thi Attouxit Owmu 

ffiaihhif tan, DC, Ftoruory f. INS. 
Ifamornadom for Mark Id. Richard. Deputy 
Asa latent Attorney 0 antral. Criminal Dt* 


Tha FBI assure* me that tbay oanUnna tn 
keep tba Por*t*n Conatar IsUlllgance desk 
In Waakloftoa promptly advised of all daval* 


Prom: Robert 8. Mueller, Dt Assistant to 
tbo Attorney OenaraL 

8ob)*cL Mamorandum Prom Alan Rani, Ooa* 
and Counsel. USDA. 

This Is to brie* yon up to-date oa tba at* 
tacked. I talked to Rani yaalarday And said 
that I saw nothin* wroof with him sanding 
th* mamorandum to Sotaar and to ns. I oav 
no problem with ask In* for Iraqi coopera- 
tion. bat aloes yon vara out of town aad Call 
Mclfvnala was unavalUbla, I told him wa 
might bat* forthar comments Later. 

Today I talked to Call McJfsosI*. Ska said 
that tha Iraqi* had offered cooperation pre- 
viously. but maul raoaaUy aha did not bars 
enough Inform* U os to b* able to intel- 
ligently evaluate that oooparaUon. She now 
Is In a position to Ulk to tba Iraqis. She said 
that yon and aba vara concerned that tba oo- 
oparaUon from tbo Iraqis ba provided di- 
rectly to tbo Department of Juatleo, rather 
than to th* USDA or to State. 

| thereafter called Drew Arana and re* 
qoeoted that b* or Molly Ws/tow ooordlaata 
vMh USDA. Sum, and Oall MdCrosl* to **- 
•ore that DOJ Is tbs recipient of any «o 


Prom: Alan Charles Rani. Oaoaral Counsel. 
Subject Saab In* Iraq's OoopuraUos Rsgard- 
In* Certain Allegations. 

As yon know, sDsfdtlons hats boon raised 
in connection with corUla loans extended bf 
tbs Atlas la Branch of tbs Banca Nationals 
dal La wore la oonnacUon with asports to 
Iraq. Soma of cbooa asports Involved agrtcod- 
tural oommodlUas purchased by lastramap 
Ulltlas of the Oovarnmoot of Iraq with tbs 
benefit of export credit guarantees mads 
aval labia by tha Department of Aqrtcnltnrah 
Commodity Credit CdrporaUoo. Vs nndsr- 
sund that Ibaaa aII**aUoos are onrraotly 
under Invaallgatlou by the U S. Attorney’s 
office la AUanU and by other agaealaa of tba 
U S. Oovarnmeat as wall. Th* Department of 
Agriculture has baaa oooparatla* with lbs 
oogoln* In vaatlga lions and naambors of our 
Office of Inspector Ooaaral era partldpatls* 
dlracUy tn tbo criminal Invaatlgatlon. 

la addition to oooporaUn* Is tbo paedla* 
Investigation*. wo bailor* wa bar* a rupee 
slbillty tn monitor tba sltoatiee carefolly to 
aasura that our OSM program for Iraq Is ast 
compromised. This to eoestoUet with tbs do- 
ctoica of tbo National Advisory Council on 
lauraaUonal MonaUry and Financial fob 
das ta approve tha axtooslon of sddlfloasl 
export credit to Iraq by th* Commodity 
Credit Corporation for fiscal year MBS, pro- 
vided that additional program safeguards 
wore pat Into pine* aad the ctrcumotanoss 
surrounding the Iraq program oontlnnsd to 
ba reviewed and evaluated. Tbs Department 


Ca trade may be a corpora U defendant In 
eoruta aebam* to defraud BNL eooato of the 
InlUal iodic truant. There to no avldanoo (hat 
any BNL am ploy aa or offlcor ouulds Atlanu 
bad knowledge of any portion of th* aebama* 
oodar lovaatlgatloo aufflclant to warrant 
criminal prosacotlon. Sboold export offaoeas 
bo developed. ooa -BNL corporate aad Indi- 
vidual subjects would, of oonrao. to Idsstl- 


I do oot ballava that any Mgs to the 
Northern District of Osorylo would order 
pro trial dataalloo for th* fir* BNL AUaoto 
subjaots due to tha facto sot forth to my Oc- 
tober Sin mama. 

DvuTuurr or aomcuitvu, Os 

net Or tKTBJtolATIONAJk AFFAIRS, 
Criminal Division, 

Vaswkoton. Da ftoraary R MM 
Ho United States v. Christopher P. DtogooL 
si. al (NJX OA. >- Iraqi Cooparatisn. 


oparatloa rasulUn* from tha demarche to of Agrlcultora has Implement e d additional 
Iraq. safeguards sod. as stated pr a vtoosty. baa 

naalty, I again talked to Alan Raul and baas assiduously monitoring tbo Iraq pro* 
obtained bis ©occurrence that any ooopara- 
Uoo resulting from this demarche would be 
provided to tbo Department of Justice Ho 
raqoaotod that USDA also have a cces s to tbs 
Infer msUoa provided by tba Iraqis so that 
tba program souM be evaluated to light of 
that Information. I told him that this would 
bo arranged. 

nmim 1 NpB. 

A tie* Uoo: Robert A. Rom, Ksacutlvo Assi st* 

Ml, Office of the Attorney Oaoaral. De- 
partment of JMUon. 

Png No: *M M M 

Prom: Alan Chariot Raul, Oaoaral Counsel. 


Pax Noe M7-PIM Talapbooa Noe Sim 
Thara nr* « pages to ibis document, indud- 
to the oovar abaaC Pleas* call tba shows 
ialsphoas number If any of Uass pages to not 
rnoo t vo d or to Uleglbl*. 


DfrAXT k toT or AOWCM.I'VRR 
NhsAIngfou. DC, fbftra my i. IMS. 
Memorandum for Abraham 0. Sofoar. Legal 
Advisor. Dapartmsat of Slat* and Robert 
S. Rom. Executive Assistant, Office of 
tbo Attorney Oaoaral. Departmaat of 


Asstofeof Loyal Adr torn. Low CUforacmm f wd 
Mtoffipraor. DrparOeraf if JSaie, Nhsbta* 
toe. DC. 

Dus Ml Ricia: This office has rand Iho 
pro p osed memorandum from Alan & Rout 
Oenaral Counsel United Slate* Department 

of Agriculture, to Abraham D. Sofoar and , _ 

Robert S. Rosa, dated February t, MM to- fn*: Alan Cha/la* Raul. Orsrnl CounsoL 
fnrdln* efforts to seek tba eoopamUeo of lb* Sobjact: Iraq. 

Oovarnmeat of Iraq Is tbs Banco Naitoaato AlUcbad for your suggestions to s pomlble 
del La wore matter. asamorandum rugudtogi efforts toi soak lbs 

Ws sndoras Iho mamoraadom rao- eooparaUon of iho Oovarameot of Iraq ta 
smmandaUoa of a demarche to the Ooeorfo* — a o ct fe a with th* tugoleg tovasOgaUoa# 
moat of Iraq. Va believe that th* InUresto of Into tha Baaea NbMoaal* dal Lsvor* matter. 


Ws ballsv* our do* diligence la this caaa 
require* ns to eonsnlt and coordinate cloaety 
with other relevant agencies. In particular, 
ws bellsvs that ta could b* ussfol for th* ap- 
proprtata U S. Oovarumunt officials to ap- 
proach th* Oovarnmoot of Iraq directly to 
seek ihoir cooperation and any Inform Don 
that would asstot us ta dotorwdato* whether 
thara wea any Improper activity la Iraq so- 
la lad to the exports cowered by the OSM 
puamatoee. If nay such i m p rop e r activity 
m a result of th* oogot a g tovaetlgo- 
w 111 ns ssssotlaJ for the U4L Oow- 
to establish th* rate aad raspsa 
slbillty of th* Oovsrnmoat of Iraq, or whotfo 
*r th* que etlo na bla conduct to Hmitod to fop 
la tad caaa of todlvMusI wr o n g dot eg. 

Aooordlocly. wo would raqeaot that, cou- 
slatoat with the ne e ds of the ongoing artmd 
nal Invostlputloa. th* Dopnrtmaot of State 
approach opproprlato officials of tbs Oovern- 
maat of Iraq to (a) request thalr ooopara Uan 
with th* Usltod States sad (hi obtain Iraq'S 
mso ranee* that It will provide the United 
States with any Information K learn* re- 
garding any poaoibl* wrongdoing In ooaees 
Uou with tba OSM export orodR guarantee 
program and that, should there ho any evt- 
dsnoo of wroagdotng by Iraq la. it wfll a s sure 
that any such individuals era. at s mini- 
mum. immediately and entirely dies see 
dated from tbo OSM Program Is Iraq. Th* 
Oovernmeot of Iraq Should a Hu ba sohod to 
repeat Its prior assurances that It etottoum 
to stand by its financial stdlgadeus mhr 
the OSM export credit guarantee pro gra m 
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II titter W Ite BtftrtMM of tuu or 
JtUk* tellers itet « triMrcte to ite Gov- 
tnnoit of Iraq 0)024 the Hot* prcpritf la 
tte> memorandum It not sfgrc.p.-Ute *t this 
ttoao, pint! lot oat kM*. 1‘iter iteoo clr- 
(UJUaM. I would n>oaff 4 of itet wo do- 
trkp oa alternative coarse u o.'ca 00 poo- 
Wtu ttet would sllcv cl to tkrruLi Iraq's 
9 'fUloo silk rr;i.i to tkt to rv. j sI1*c*- 
f.:ai a- 4 l]fri:'{illt:i Th« Dr;*/*.rrer.l c,f 
Afrkll'.i/# to p;rr*:>4 to (ccCsli to work 
d:t»lr «ilk >( j ca iktL 

DtPAi»r«vr 00 Aoa:cv^r.~BC. 

oc. teouA n. im 

To Weady Block. OfTcs o I lal) Affairs. U S. 
Dipt of JiUko Trlrpteai No 7M4S0t 
Poo He. tas-JCM. 

P l ot: Kevin Broach. Office of Coin) Coon 
00 L USDS. Telephone No. M12H0, Pot 
No. FTB MLMtl (309) MS-60U. 

At pec owe scavsnstioo this 0 m. 

MaRCN 13. 1999. 

To* Bay ftaxtoa. Coll McK*m:i. Office of 
tte U 8 . Aiimmj, N O. Co ite On* 
Amo, Vied/ Bioak. Depertmeot of Jos- 
Uci. In tarns '.local Affair* 

Prom: Kevin J. Brotch. Offlco of Cosorsl 
Con nut— FACS. USD A 

Attached ta a copy of the draft proposal 
which woo disco Mod x 00 lord op afternoon la 
Ul nwftl£| botwooa USD A DOJ aad USA- 
Atlanta. I ten oc elected Mlko Young. tho 
Do paly LoroJ Advisor it the 8 to to Depart- 
Rial to toll bin itet tkli ta to tho works. 

USD A to melvirg lacroaood prv»jre with 
visard to Ite poodtoy Inal request for io ed- 
dUSoeal line of OSM I09 (unoUoi for Uto 
floral yiar. to aood to rooolra tho luw of 
tte approach to Iraq m oooo as possible. ood 
M«Jf tlko yov oommoou today 00 that *0 
caa prortte a draft to tho But# Department. 
If yoa aood to roach im. ay talopboea la 
am 4tt-2HA My fha la PTS MM0P1. or 009) 
1S40IL 

Thaaks ter yoa help. 

Ta*. Michael Toaaf. Deputy Local Advisor. 
SUU Department. 

Pram Iirta J. Brooch. Office of Oraoral 
Counsel— FACS. U S. DepartraeM of Ac- 
rkoltan. 

Re Iraq OBM-IWBNL Affair for 

Meeting with Iraqi Officials. 

This afternoon. USDA*o Offlco of Ooooral 
Counsel art with representatives of tho Do- 
poflniBt of Justice aad tho Offlco of tho 
C.S. AitonMy for tha Northern District of 
Georgia todbrum oar mpwUu latoroau la 
laUrvUwlaf Iraqi cfOctals rerardloc per- 
ceived Irv rgulerlllee with tho Iraq OSM-199 
procram. Vo had prsvteoalp provtdod DOJ 
aad USA-AUaaU with eopto* of qaaatloaa 
that USD A wo«M Ilka to peoa to lk« Iraqis, 
aad had uk*4 DOJ whothor It oppoa ul a 
USD A apprcach ta Iraq oa Iteu subjects ta 
Nfht of thi oofotac craod Jury laviaUcatloa 
kio tha BNL affair. 

DOJ foa aot hava say probleme with Ihs 
taoi t loM wa havi suggested. Howtvir. they 
propoao that USDA aad DOJ lelatly ap- 
proach Iraq aad ask that It soad a delefatloo 
ta Wastlaytoa as aooa aa possible ta nat 
with officials of both ayoaelis to d I scum la- 
aooa arts toy owl of tha BNL Investigation. 
DOJ requested that USOA aot toad opoetflc 
questions to Iraq prior to aoch 0 meeting. 
Moreover. DOJ boo ask id that tha proposal 
to Iraq specifically rtqaeot the atuodaoca of 
toveotoio Individuals (correal or ptit Iraqi 
•metals taco! rod la the BKL traosoettou). 
A tin of thoeo fodlvidwola. ai provided by 
USA- Atlas to. It attached. 

It wm screed that I wow Id preps'* * draft 
Of tha proposal, aad that tho draft wow Id ho 
p roetdi d to tho State P eparta n wt for Its ro- 
vtew aad kpte aa s a h iUaoa aad approach. 


ftaatoa. tho US Attorney for Alias ta. 
Cal# McKsoile are returning to AtlaaU 
this afUraooa Draw Areo a. of DOJ’s Offlco 
of tatercellooal Affairs tFTS: T9S-96II) la 
also Itvc-lred. 1 will have so Initial draft of 
o proposed oom/mralcalloo prepared by to- 
re err o« /iterator 

MlW 11 IM 

Tj The A.-ntujiicf of the Republic of Iraq. 
WuUtfU*. D C. 

Recoil?, ibe Gowrameot of Iraq has ro- 
qae*Ul the Commodity CmCJI Ccrpcralloa 
(COC) to ertead (or the raona’ader o ( fiscal 
year 1590 aa afdiUoceJ MOO million ta export 
credit piinatni uoder COC s OSM-HU pro- 
Crair.. Tble request baa beta takes wader ad- 
vise meot by the CCC tod the U S. Depart- 
asect of Afrlcultwra CUSDA) aad to currently 
belay reviewed. 

St 3d September. IBM. tbl Iraq OS M l 03 
program has bees subject to tuba law 'Lai pub- 
lic laqclry due to various allefiUoae of poo- 
Sibil Irregularities that bavi surfaced a a a 
remit of tha Banco Nasloaala del Laroro 
IBM) lares Oyatloo la AtlaaU. Geortf a. The 
orncs of ths United state! Attorney for the 
Northern District of Oeortfa to curreaUy la- 
Testlyitley certain OSH traosactloas with 
Iraq financed by BNL. la addKIoa. USDA/ 
COC has bees conducting 1U own internal re- 
view of the Iraq OSH p r oc ra m. 

Tha United Stales appreciates tha fact 
that, oa a number of occasions, the Govern- 
ment of Iraq has offered to provide its full 
oooperstloe oa these matters when ths U S. 
government would bn la n position to seek 
specific Information. USDACCC now has a 
Dumber of specific areas of Inquiry with re- 
spect to transactions 000 due ted under the 
Iraq OSM-MO program, and requests the as- 
sistance of the Government of Iraq la raeotv- 
lay nacartalntle* about tha natarw of those 
traasecUona. Ia addition, the Office of tha 
United States Attorney for the Northern DU- 
trtot of Oeortfa has also roqwasted tha as- 
sistance of tha Government of Iraq with re- 
spect to Issues that have surfaced aa a result 
of the BNL laveatlyeUoo la Atlanta 

To address tha coaoeras of these two agen- 
cies. the Government of tho United States 
requests that tha Government of Iraq assem- 
ble 0 team of persons knowledgeable about 
Iraqi CBM-199 purchases during the period 
199S-19M. aad particularly about purohaaee 
made by Iraq that wars financed through 
BNL— Atlanta. Tha United States requests 
that this team meat with officiate of thi U S. 
Deperuneal cf Agriculture aad the Office of 
the U S. Attorney ta Washington. D C dar- 
ing tha week of Mtrak S, 1199. or aa aooa 
thereafter as caa ha conveniently arranged. 
The agenclee have apectflooUy requested tha 
partteipatioa at those meetings of tha sates- 
tees Individuals listed ta Anars 1. which Is 
attached to this document. 

The United States proposes that those 
meetings consist of latervfswa by the Office 
of the Us I led States Attorney of tha listed 
Individuate; aad separate meetings between 
ths Iraqi team, aad a team of officials Drum 
USDA COC where ths US. side will identify 
•pec I flo past Issues aad discuss tha need for 
procedural reforms aad changes necessary 
for any future Iraq OBM progr a m. Thank 
you la advance for tha cooperation from tho 
Ooveramaot of Iraq ta resolving them Impor- 
tant questions. 

March R IM 

Subject. States of request far Iraqi inter 
vtavui 

To Simooms A. Rakstele. United Stales At- 
torney. 

From: Oslo McX twite. Assistant U S. Attor- 
ney. 

Daring tho oowreo of oar BNL Atlanta la- 
foaitgallaa laJUrmaUoa has been dovak op ed 


that Irani government officiate aad others 
collected with them havs required “after 
aata services" from US. srportrru oa OOC 
guaranteed commodities, aa wall aa “ooo- 
•ultlog fees'* from U S. ei porters of ooa-CGO 
guaranteed products. Such conduct could 
constitute violation of 19 U S C. TIMM) if 
the "port value" of a CCC guaranteed com- 
rredity were Inflated to ccver such pey- 
m»cu Th* Fofflge Corrupt Practice* Act 
ecu Id also be violated If aa Iraqi govaremeat 
official were retaining a portico c! either tha 
"after tala ear vice*" or "consultant fees" far 
personal use la addition, certain Iraqis had 
knowledge of aad participated la tha schema 
to defraud BNL. 

Wo therefore requested through attached 
letters of February 13 aad March 1 that DOJ 
arrange through 8 lata or otherwise Atlaau 
or Washington lx. Urate ws of spec l fled Iraqis 
•ho are thought to have personal knowledge 
of “after sale services. “ "consultant fees." 
sod the scheme to defraud BNL. 

Tha US. Department of Agriculture 
(USDA) and DOJ appear la ha advocating a 
linkage of such Iraqi lptaralewe qtth tho Im- 
minent approval of aa additional MOO mill lea 
la OCC gun/ an use for Iraq. While our offlco 
does not control such policy decisions, it to 
most Important that neither USDA dot DOJ 
aver attempt to Justify the Issuance of tho 
add li tonal MOO mlllloo la OOC funraaUaa as 
oecas-ary to obtain Iraqi Interviews for aa. 
This offlco would prefer foregoing Iraqi 
Interviews altogether rather than "paying 
1300 million" for the opportunity to quee- 
lions Individuals who. Io all probability, will 
not “confess all". On ths other band, re- 
quests for such Interviews te o natural pro- 
gress loo of our in rustication. Our office has 
received "messages" from tho Iraqi Ambas- 
sador to ths U S. aad others la tha Iraqi gav- 
erameat through various third purUsa that 
Iraq to most noxious to cooperate with ths 
Atlanta lavastlgatJoa. Bet la no smt 
should these potential Iraqi Interviews he 
need as Justification tor Issuance of a a add*- 
Uonal 1500 mlUloa la OOC guarantees. 

A second problem regarding Iraqi Inter- 
views involves tha USDA Office of General 
Counsel's desire to submit questions which 
Impact our criminal Investigation to tha 
Iraqi fovsramsot La fsaaraJ prior to our re- 
quested laterrlswa of specified Iraqi Individ- 
uals See attached March 1 lUt of USDA Of- 
fice of Oeosral Counsel quest loos. Since the 
propoeed questions Impact our criminal la- 
VMtlgalloa. tho USDA Offlco of Inspector 
General agrses with this office that tho 
Iraqis should first bo requeited to produce 
tor Interview la Washington or Atlanta by n 
data certain Us specific individuals named 
oa our lists of February 11 aad March L 
Should tha Iraqis deciles or simply toll la 
give aa aa answer oa a timely haste, we have 
an objection whatsoever te any USDA Oea- 
eral Counsel questions. If ths Iraqis do agree 
te personal laterrlswa. advance notice af 
speclflos as 00 stained la the current USDA 
proposed questions could bo counter produc- 
tive te these LnUrvtswe. 

Therefore. It to suggested that Iraq's pood- 
ties la regard to such laterrlswa be Imme- 
diately determined. Ia the meantime, wa 
have no objection te USDA Office of General 
Counsel propounding te ths Iraqi govern- 
ment general polley questions 1 through Id 
000 telsed at pages 3 and t of the USDA 
March 1 submission. However, ths following 
additions te eertala of these questions may 
prove helpful. 

Question I add. D4d Iraq ever rsvsnl M 
prices te n competitor company or Individual 
prior te bid cloeiagt 

Queettoo 9 change te rssi Did Iraq request 
or receive any additional oompeuaatloo la 
tho form of “after sales services" or la any 
athsr tores from nay V S. agrtealtaral aa- 
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I ciuot (tw MnpkulM to ;m the tmpor- 
UK* of tto umn to Umm qu«« Ilona to 
•a overall lArt«U|«Uoi At you well kso«, 
uprbui ku 4*moeiU»u4 ikti CIA 
kM«Wi|t u4 partJclpaUoa coo eertoualy 
Ur.pecl ft dec 1*1 oa to prcaecuto. tft addition. 
If Mr Til* to 1**4, •* toi bna nporud by 
to* CuropMa proas. It would cftu»« »*r1ou* 
embarraaameat to ov for*rom«ot to proo- 
*:tU him. I ftfo mpKlfull; requesting toil 
JH »-4 jrrit pood cfflci Uk* DKtwry 
•**?• to obtain answers to ib»M questions. 
IT* will to delighted to ftaiitt ;m la aaj 
wap. to latlato going to Langley to ftMtot la 
a or doc*m#at review or aaalyato. 

to (to mean time I will ka«p you advised of 
•v tovftetlgaUoo. Ttoak you for your ftMtot- 
ft mo. I look forward to aoolar you aooo. 

Sincerely, 

Jot D. Wanvrr, 

U S. A/tomey 
RDCAKTAJ A. RintaTBLO, 

AmI Autitanl and 
CkUf. Oiwfftof DhMaa 


ftlll’AKV t. M6 

Subject: tetrad# Fine Cooper* lice (BNL to- 
mUpUMt 

To: RJmaaU* Rukatoto. Uoltod Suui Attoc- 

»*f. 

Tno Oa la McXtaxit. AulaUat U 8 Attor- 

—t. 

Aa I edvtoed you ml/IUt HU morular. 

Potoa Clark kao rand* ao presentation to 
Mark Rickard regarding kto 1/3L80 meeting 
wtik aa oo tko tetrede/Teaeller mat Ur In- 
•Uit Clark loft Washington to attend aa 
SBC seminar la Denver. Colorado. 

Prior to Clark loarlaf Atlanta oa tk* 

•Wag of 1/3180, ko waa reminded tkat 
Mark Rtokard oa 1/7730 U4 aaeured ua of aa 
aaawar regarding DOJ approval of tk# pro- 
poned tetrad# pUa wilkla a *#«k. Clark woa 
atoo advi s e d of tko roaaoaa which required: 

01 BHL UMimbI by the end of P#braary, - octodula. If aecepaftry. 


Uttor of aodmtaadlar (B tk# government 
ma#t (fall obtota ko#t oouotry olraraoc# 
through tk# Department af lui* which 
taka# 10 work lag day*, aad (31 very oompUa 
Uar#l arrang limit* must to mal* by tk* 
AOAA. tk/a# agents aad two defense om*mI. 

Mat I. 1180 

SobjMt: Tentative travel plaa# for T#a#llor 
Laurvlrw la Istanbul 

To: Larry Crgeaiaa. Cblaf Fraud Section. 
Ciimlaal DfrUloo, D«partrr*at of Jus- 
Uoft. 

Prom: Oato McJCentla. AaaUUat U S Atlor- 
a#y. Hortkira Dlatrlcl of Georgia. 

Tha follow tag ara UiUUrt travel plaaa 
baa ad apoa re precautions of TueelJer/ 
tetrad# a flora* yi tkat tb#r« t* otto a SOX or 
batur akaac# for debriefing aa cootemptoud 
by our correal propoaaL 
AmFlag Can't ar 
May Id. US La**# AUaaU. O*orgto I Id 
P ft oa Delta— 61180. into Frankfort T 60 
a.m.— 6/1630. leave Frank run 11 10 a m.. 
TWA- 64880. arrtr# IsUobul 110 pm— frlfr I 
IS 

Mat *6 J*» Return L#a*« ItUobal 1 10 
auto, oa TWA— 87180. arrive Frankfurt 1 16 
am.- -671-90. leave Frankfort 1140 am. 
Delta— 67780. arrlv* Atlaou >70 p m.— 677/ 

do. 

Defense eousol pUl to me* Uog with 
Tear I tar oa Tbartday. Friday and Saturday 
of lb to w*#Il W* will bar# a poalilva anewar 
oo Mooday, May 14. However. plan* moat to 
coo*ld«rad to advaaca. I tov# alao forwarded 
our UQUUn travel plan# to tk# But* De- 
partment #o that Turkish olDclaJa oan to *p- 
proprUUly adtlaed. (for country ol#aranco 
m granted la January but a traval lun 
arary muat b# forsUktd now. 

I will oa)! you oa Monday to confirm final 
word from Tn*U*i aad to obtain your trav#l 


IMS aad <0 receipt of Tbeeller ooopereUon 
through aa tetrad# plea agreement prior to 
todJctoMot Clark Instructed n# ooi to aaU 
dofeoa# counsel with Clark*# n#w. propoaala 
until ho brtofod Rickard aad aoUfled ao of 
Rickard'# declaim* by 3780. 

FI## ao mob DOJ approval waa forthcom- 
ing oa 3780. I oa! led Clark aa 8680 at wblck 
Mato to claimed to to undergoing Margery 
that afternoon bat promlaed to call mm 3 
880 I again relumed tk* argent Deed for a 
prompt DOJ dectoloa. After receiving no 
nock coll from Clark oa 3680. I called kto of* 
Oo* and wan told ho wan on travel #ut«# 
through 81680 with DO aumtor or loco l ton i 


During oa / moot recoat Washington meet- 
log. euggftviloo wan mad# for < topping by 
Rom# to m##t with Ik# Italian Magistrate U 
alto ear concerns regarding tko *Uton of 
BKL la their Investigation. Tkat meeting 
can to arranged for Mood«y. May 70 an a part 
of our return flight at ao add it looa) ooat if 
DOJ wtohto a# to make tbto conuct. Sloe# 
w* tov# received no reepooa# from Dick Mer- 
lin pursuant tk# OLA Inquiry, cock n per- 
•one] rUU might to ftpproprtoU. 

Pleano advto# if tuck a vtoit akould to ar- 
ranged with lk# Italian Magistrate. 


After ctoeklnf with yon. 1 called Mark 
Rickard'* office and wan told to wan not 
available a# til PUSS Although I left a m- 
queot for Rickard to ratom my call, to to* 
aot do*# an. 

Ptonlty. after ooottnutog to laav# repeated 
roemagra for Clark aad to make inquire* at 
tko DOJ Freed Section regard log Clark's 
whereabouts. Fraud. Section Chief Larry 
Urgxuoo called mo today. Urgeoeoo aald 
that Rlctord tod received no Input Hr oa 
Clark or DOJ Fraud becaoa# Clark tod aot 
brie led Urgeanoo to Ik# #xUnt D# c # * #ery for 
rack Input, nor tod to m#atloa#d any ur- 
gency relating to tko tetrad* dectoloa. 
Urgeoaoo mid to would look Into the matter 
ever the werkeod. but could aot even proa-, 
too un a dectoloa by Mooday. PI 180. einco 
Clark wan attending Ik* Denver seminar. 

I again atreeeed to Urgeoaoo that n Mon- 
day decision wan Imperative because. Juat an 
we tod told Clark. 37780 I* the last date 
are! Uhl* for poaalbl# travel and prior there- 
to: (II dofeaee ooumaa) meet review DOJ'i 
change*. ooovey tko earn# to client* la Tut- - 
hay. await Individual and Board of DtoaobprP 
id rodraft defeeaai ove rm a n apt 
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MEMORANDUM OF JUSTIFICATION 
FOR A WAIVER OF EXPORT-IMPORT BANK RESTRICTIONS 
WITH RESPECT TO IRAQ 


Section 512 of J*he Foreign Operations, Export Financing, 
and Related Programs Appropriations Act, 1990 (P.L. 101-167), 
provides that the prohibition on obligations and expenditures 
contained in that section, which applies to nine specified 
countries (including Iraq), shall include direct loans, 
credits, insurance, and guarantees of the Export-Import Bank 
(Exim) or its agents. The legislation provides, however, that 
the prohibition shall not apply to Exim or its agents if "in 
the judgment of the President its application is not in the 
national interest of the United States" and this is so reported 
to Congress. The legislative history makes clear that the 
Presidential waiver authority was added to section 512 during 
Senate floor debate on P.L. 101-167 with Iraq specifically in 
mind. 


Since 1905, Exim has made short-term credit insurance 
available to Iraq on a rotating basis with a $200 million 
ceiling. Due to arrearages in Iraqi servicing of some loans, 
Exim temporarily suspended this facility, as required by law. 

As sopn as Iraq pays these arrearages, it again would be 
eligible for Exim coverage. However, without a waiver of the 
Section 512 prohibition, Exim will have to notify exporters and 
banks that th» credit insurance facility for Iraq is now 
prohibited. This abrupt change of policy would have a damaging 
effect on our bilateral relationship. 

Iraq is a major military power in the Persian Gulf and 
increasingly influential in the Arab World. It is also an 
important supplier of petroleum for the U.S. market. It is in 
the national interest of the United States to maintain existing 
economic and political incentives, such as the short-term Exim 
credit insurance, to encourage Iraq to moderate its behavior 
and increase our ability to deal effectively with Iraq on 
issues of importance to the United States. We also wish to 
pursue and seek to facilitate opportunities for U.S. firms to 
participate in the post-war reconstruction of the Iraqi 
economy. Although we continue to have problems in a number of 
areas with Iraq, including human rights, there have been no 
recent events that would justify the total withdrawal of Exim 
coverage at this time. 
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Presidential Determination 
No. 


MEMORANDUN FOR THE. SECRETARY OF STATE 

SUBJECT: Application of Export-Import Bank restrictions 

in connection with Iraq 

By virtue of the authority vested in me by Section 512 of the 
Foreign Operations, Export Financing, and Related Programs 
Appropriations Act, 1990 (P.L. 101-167), I hereby determine that, 
with respect to Iraq, application of the prohibition contained in 
that section to the Export-Import Bank or its agents is not in 
the national Interest of the United States. 

You are directed to report this determination to the Congress 
immediately and to publish it in the Federal Register . 
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MEMORANDUM OF JUSTIFICATION 
FOR WAIVER OF EXPORT-IMPORT BANK RESTRICTIONS 
WITH RESPECT TO IRAQ 


Section 512 of the Foreign Operations, Export Financing, and 
Related Programs Appropriations Act, 1990 <P.L. 101-167), 
provides that the prohibition on obligations and expenditures 
contained in that section, which applies to nine specified 
countries (including Iraq), shall include direct loans, credits, 
insurance and guarantees of the Export-Import Bank (Exim) or its 
agents. The legislation provides, however, that the prohibition 
shall not apply to Exim or its agents if "in the judgment of the 
President its application is not in the national interest of the 
United States* and this determination is reported to Congress. 

The legislative history makes clear that the Presidential waiver 
authority was added to section 512 during Senate floor debate on 
P.L. 101-167 with Iraq specifically in mind. 

Since 1985, Exim has made short-term credit insurance 
available to Iraq on a rotating basis with a $200 million 
ceiling. Due to arrearages in Iraqi servicing of some loans, 

Exim temporarily suspended this facility. As soon as Iraq pays 
these arrearages, it again would be eligible for Exim coverage. 
However, without a waiver of section 512, the credit insurance 
facility for Iraq is now prohibited. The continuation of this 
prohibition would have a damaging effect on our bilateral 
relationship, and would not be in the national interest of the 
United States. 

Iraq is a major military power in the Persian Gulf and 
increasingly influential in the Arab World. It is also an 
important supplier or petroleum for the U.S. market. It is in 
the national interest of the United States to maintain existing 
economic and political incentives, such as the short-term Exim 
credit insurance, to encourage Iraq to moderate its behavior and 
increase our ability to deal effectively with Iraq on issues of 
importance to the United States. We also wish to pursue and seek 
to facilitate opportunities for U.S. firms to participate in the 
posc-war reconstruction of the Iraqi economy. Although we 
continue to have problems in a number of areas with Iraq, 
including human rights, there have been no recent events that 
would justify a total prohibition of Exim financing at this time. 
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r«*nl Rofhfer 

Vat Sit Na. 21 


Presidential Documents 


Title 3 — Pre s id en tia l Determination Nk 6S-7 ef January 17, UN 

Th% Prwkbflt Application of Export-Impost Bank Restriction* In Connection 

With Iraq 


Memorandum for the Secretary ef Stale 

By virtue of the authority vested fa me by Section *12 of the Foreign Oper- 
ations. Export Financing, and Related Romans Approprietfona Act 1990 (Pi. 
101-167), I hereby determine that with respect to Iraq, application of the 
prohibition contained In that section to the Export-Import Bank or its agents is 
not In the national interest of the UMted States. 

Toe are directed to report thfe Determination to the Congress and to have It 
published in the Federal RegUlan 


(Ft I 


THE WHITE HOUSE, 
Washington, Jbnuary 17, 1000L 
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mOUYE-KASTEN SANCTIONS ON IRAQ 


This legislation combines every sanction we've ever imposed 
on anyone. It is so broad we're only beginning to assess the 
implications. 

The act raises numerous questions, including: 

o How would the sudden embargo of 8% of our oil imports 

affect U.S. supplies? 

o Would the impact be exacerbated by further retaliation 
from other Arab OPEC states? 

o How will this action against an influential Arab country 
— just short of a declaration of war - impact the peace 
process? 

o The Soviets have been a fading presence in the Middle 
East — will this give them a chance to jump in again? 

o Thanks to our pressure, Iraqi Jews - and others with 
relatives in the U.S. - are now free to leave the country. 
Will this be affected? 

o .Will U.S. farm prices be affected? (Iraq, for instance, 
buys nearly a quarter of our rice exports.) 

We cannot pretend to be able to answer all of these questions 
yet, but they need to be taken into account. 

During the Gulf War, there was a broad consensus as to the 
importance of Persian Gulf to ourselves and our allies. Now, 
with little thought to the consequences, we would purposely 
create a situation in which the U.S. would have no relations 
with the area’s two most powerful countries. 

o We would be straining our relations with our friends in 
the region at the same time. 

The anti-terrorism statutes should not be used to make 
political points. Iraq's behavior does not warrant its inclusion 
on the list at this time. 

This bill would not even allow Iraqi-Americans, or Iraqi 
citizens resident in the U.S., to visit their relatives in Iraq. 

We would get no help from our allies with this - indeed, they 
would scramble for our share of the market. 

>. The question is not whether we like or dislike Iraq: it is 
simply too important and too powerful a country to cut 
ourselves off in this way. 
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proposed 5iin>rjyryTAr . pill and wr.PORT-XAHg^gg 

Amendment* offered b/ Senator Daniel K. Xnouyo and Sonttcr 
Robert Kasten. 

At the end of the bill insert tho following new title: 


TITLE IV — IRAQ SANCTIONS 

Section 1. Title title may be referred to as the “Iraq 
Sanctions Act cf 1990". 

General Pr ohibition Qn^SUPPOrt For Iraq 

Sec. 101. (a) Sot withstanding any other provision of law, no 
funds, credits, guarantees or insurance appropriated or otherwise 
made available by any Act for Fiscal Year 1990 or thereafter, shall 
oc used to support cr administer any financial or commerciai 
operation, of any United States Government department, ag ency, 
entity or persons subject to United States jurisdiction, *Hwoimig=> 
the Government of Iraq, its agencies,. Institutions or persons 
working on its behalf, including the processing of any "validated" 
or "general" export licenses or eny documentation related to the 
importation of Ireqi-origin products into the United States or its 
territories, or possessions thereof. 

(b) The Department of Coeaerce is instructed to include Iraq 
within Country Group S within supplement Number 1 to section 770 c : 
the Export Administration Regulations ("EAR"). 

(c) This section shall became effective immediately upon the 
enactment cf this Act, except for the performance of e ccr.treet cr 
agreement entered into before the enactment of this Act. 

(d) The penalties for violation of this general prohibition by 
exporters, exporting egents and entities under the jurisdiction cf 
the United States, shall be the seme as. those contained in section 
11 of the Expert Administration Act cf 1979, as emended. Public Lav 
9w-‘/2 (53 Stet. 529, as amended). 

Tr.o TO B. Considers) A T.rrorlat Jiation 

Sec. 201. (e) Notwithstanding any other prevision of lav, 
for the purpose of the application of prohibitions . limitations, 
restrictions , and other requirements of the provisions cf law 
contained in subsection (b) , Iraq shall be considered e country 
which grants sanctuary from prosection to any individual cr group 
which has committed an act of international terrorism, has 
repeatedly provided support for acts cf international terrorism, cr 
otherwise supports international terrorism. 

(b) The provisions of lev referred to in subsection (a) 

ir.r.ude — 
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(1) 'section 620A vC the Torelgn Assistanne Act cf Hil. 
as amended; 

(2) Sections 3G3 and 364 of the Foreign Operations, 

Export Financing, and Related Progress appropriations Act, 1990; 

(3) Section 333 of the International Security and 
Development Cooperation Aet of IMS i and 

(4) similar provisions of lav. 

(c) The President may not use any valvar authority provided 
under statutes referred to in subsection (b) of this section, or 
statutes made applicable by virtue of subsection (b)(4), or under 
section 40(b) of the Ares Export Control Act, with respect to Traq, 
except as providsd in section 301(a)(2) of this Act. 

Prohibitio n On Transactions With Iran. 

Sec. 301. (a) notwithstanding any other provision of lav, the 
following are prohibited-- 

(1) the import into the United States of any goods or 
services of Iraqi origin, other than publications and materials 
imported for news publications or news broadcast dissemination; 

(2) the export to Iraq ‘of any goods, technology 
(including technical data or other information), or services from 
the United States, sxcspt publications and donations of articles 
intended to relieve human suffering, such es food, .clothing, 
medicine and medical supplies Intended strictly for humanitarian 
medical purposes i 

(3) any transaction by a United States person relating to 
transportation to or from Iraq: the provision cf transportation tc 
or from the United States by any Iraqi person cr any vessel or 
aircraft of Iraqi registration; or the sale in the United States by 
any person holding authority under the Federal Aviation Act cf any 
transportation by air which includes any stop in Iraq; 

(4) the purchase by any United States person of goods f cr 
export from Iraq to any country; 

(3) the performance by any United States person of any 
contract in support of an industrial or other commercial or 
governmental project in Iraq; 

(6) the grant cr extension of credits, loans or Icar. 
guaiantees, toy any United States person to the Government cf Iraq. 
It* instrumentalities and controlled entities; 

P) Any transaction by a United States person relating to 
travel by any United States citisen or permanent resident alien tc 
Iraq, or to activities by any such person within Iraq, after the 



date of the enactment of this Act, other than transactions 
MCttnry to erfect such parson's departure from Iraq, to par fore 
acts permitted until tho data of enactment of this Act. by 
paragraph (3) of this subsection, or traval for Journalistic 
activity by parsons regularly employed in such capacity by a news 
gathering organisation; 

(•> the acceptance, receipt, or holding by a United 
State* depository institution of e deposit account from tho 
Covenment Of Iraq or free any agency or entity owned or controlled 
by the Government of Iraq except for such accounts which My be 
authorized by the President for diplomatic or consular purposes. 

Tor purposss of the preceding sentence, the tere "depository 
institution" has tha same meaning as in section 19(b)(1) of the 
Tederal Reserve Act* The prohibition contained in this paragraph 
shall taka effect 45 days after the enactment of this Act; and 

(9) any transaction by any United States person which 
evades or avoids, or has tha purpose of evading or avoiding, any of 
the prohibitions .set forth in this Act. 

• • 

(b) In light of the prohibition in Section 1(a) of this Act, 
section 251 of the Trade Expansion Act of 1952, as amended (19 
U.S.C. 1S61) , and section 126 of the Trade Act of 1974, as amended 
(19 U.S.C. 2156) vill have no effect with respect to Irag. 

(C) A civil penalty of not to exceed 5250,000 My be imposed 
on any person who violates any licensa, order, or regulation issued 
under this Act. 

(d) whoever, other than an individual, willfully violetes any 
license, order, or regulation issued under this title shall, upon 
conviction, be fined not mere then 51,000,000, or, if an 
individual, shall be fined no more then $500,000, or be imprisoned 
for not more than 10 years, or both; and any officer, director, cr 
agent of any corporation vt»o knowingly participates in such 
violation say be punished by e like fine, imprisonment, or both. 

(«) This section shall become effective immediately upon the 
enactment of this Act, except for the performance of a contract or 
agreement entered into before the date of enactment of this Act. 

(f) The Secretary of tha Treasury, in consultation with tha 
Secretary of State, is hereby authorized to take such actions. 
Including the promulgation of rules and regulations, as My ba 
necessary to carry out tha provisions of this section. Such 
actions mey include prohibitions or regulating payments or 
triniftrs of any property or any transactions involving tha 
traniftr or anything of economic value by any United States person 
to the Government of Iraq, its instrumentalities and controlled 
•ntities, or to any Iraqi national or entity owned or controlled, 
directly or indirectly, by Iraq or Iraqi national. The Secretary 
may redelegate any of these functions to other officers and 
agencies of the radaral government. All agencies of the United 
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State* government era airected to toko *11 appropriate measure* 
within their Authority to c*rry out th* provision* of thie ««cti©n. 
Including tho suspension or termination of licenses or other 
authorizations in effect as of the date of the cnactoent of this 
Act. 

(of For purposes of this Act. the tens "person", "United 
(rates person", "good", "technology", "export", and "United 
statti*, shall be th* sane *s those contained in section 16 of the 
Export Administration Act of 1979, as attended, Public Lew *6-7i (9J 
Stet. 529 , as anended), except that th* ten "controlled country" 
snail mean Iraq. 

Prohibition on Exnort-Imnort Bank Assistance To Iraq 


Sec. <01. (a) Section 512 of the Foreign Operations, Export 
Financing and Related progress Appropriations Act, 19*0, is 
attended in th* last proviso of that section by inserting ", except 
with regard to Iraq," after "That". 


Prohibition on imports Of Crude Oil And PetrolttUB 
Products From -ireo 

Sec. $01. (a) notwithstanding any other provision of law, no 
crude oil or refined petroleum products of Iraqi origin »*y be 
imported into the United States* 

(b) Subsection (a) doss not apply to sny import pursuant to * 
contract antarad into bsfore tha data or enactment of this Act. 


(c) A civil psnalty of not to sxcaad 5230,000 nay be imposed 
on any parson who violates any license, order, or regulation issued 
under this Act. 


(d) Knoever, other then an individual, willfully inperts crude 
oil or refined petroleum products into tha United States, directly 
or indirectly from Iraq, or who willfully violates any license, 
order, or regulation issued under this ssetion shall, open 
conviction, be fined not note than 51 , 000 , 000 , or, if an 
individual, shall be fined no more than 5500,000 or imprisoned fer 
not* &ore than 10 years, or both; and any officer, director, or 
agent of any corporation who Knowingly participates in such 
violation may be punished by a like fine, imprisonment, or both. 

(e) For purposes of this Act, the term "indiroct" refers to 
the importation into tho united States, either in whole or in per:, 
from or through, any third party, country or entity. Crude oil arts 
refined petroleum products of Iraqi origin shall include any crude 
oil and refined petroleum products that are commingled in any 
percentage amount with that from any other country or territory c Z 
origin. 
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Study And Repo rt: on The international gyport To- -Inc -OX 
Huclear . Biological, chemical And Pa Ilia tic Hlsgllft.TtchnttlMY 


See. 601. (a) The President shall conduct a study on the sale, 
export, end third party transfer or development of nuclear, 
biological , Chemical end ballistic missile technology to or with 
Iraq including— 

(1) en identification of specific countries, as veil as 
companies and individuals, both foreign end domestic, engaged in 
such sale or export of, nuclear, biological, chemical and ballistic 
missile technology; 


(2) a detailed description end analysis of the 
international supply, information, support and co-production 
network, individual, corporate and state, responsible for Iraq's 
current capability in the area of nuclear, biological, chemical and 
ballistic missile technology; 


(3) A recommendation of standards and procedures against 
which to measure and verify a decision of the Government of Iraq to 
terminate the development, production, co-production and deployment 
of nuclear, biological, chemical and offensive ballistic missile 
technology as wall as the destruction of all existing facilities 
associated with such technologies. 

(b) The President shall include in the study specific 
recommendations on new mechanisms, to Include legal, political, 
economic and regulatory, whereby the United States might 
contribute, in conjunction with its friends, allies, and the 
international community, to the management, control or eliminaticr. 
of the threat cf nuclear, biological, chemical and ballistic 
missile proliferation. 

(c) Hot later than. December 1, 1**0, the President shall 
submit to the Committee on Appropriations of the Senate and the 
Committee on Appropriations of the Mouse of ftepre tentative*, a 
report, in both classified end unclassified fers, setting forth the 
findings of the study required by subsection (e) • 


Studv And Meport On Iraq's Offe nsive Military Capability 

Sec. 701. (a) The President shell conduct e study on Iraq's 
offensive military capability and its effect on the Kiddle fast 
balance of power including an assessment of Iraq's power projection 
capability, tha prospects fer another sustained conflict with Iran, 
joint- Iraqi-Jordanian military cooperation, the threat Iraq's arm* 
transfer activities pose to U.S. allies in the Kiddle East, and the 
extension of Iraq's political-military influence into Africa and 
Latin America. 
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(b r Hot later than DfCtabtr 1* lttO # the President shall 
•visit to .the Committee on Appropriations of the Senate and the 
Committee on Appropriations Of the House of Representatives, s 
report, in both classified and unclassified fora, setting forth the 
findings of the study required by subsection (a). 

Report On Sanctions T.ifccn Bv Other.. Hfft tons Aqalfllt A jpiq 

Sec. 101. (a) The President shall prepare a report on the 
steps taken by other nations against to curtail the export of 
gooda, services and technologies to Iraq which night contribute to, 
or enhance, Iraq's nuclear, biological, chemical end ballistic 
niesllo capability. 

(b) The President shall make every effort to encourage other 
nations, in whatever forum or context, to adopt sanctions toward 
Zrag similar to those contained in this Act. 

(c) Hot later than ovary six months from the date of enactment 
of this Act, the President shall submit to the Committee on 
Appropriations of the Senete and the Committee on Appropriations of 
the House of Representatives, a report in both classified and 
unclasslflad form, sotting forth tha findings of the study required 
by subsection (a) . 
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United State* Department of Stale 


WiihmfUn. D.C. 30520 


APR 10 1990 


'4 

lOv« A* 


Dear Mr. Darman: 

This letter forwards the State Department's views on the 
Berman bill imposing sanctions on Iraq, as you requested. 

The bill imposes open-ended sanctions against Iraq without 
linking them to any policy objective. Thus it would eliminate 
any Presidential flexibility in dealing with an important but 
difficult country, without specifically furthering any U.S. 
national interests. 

The President has made clear his concern at the recent 
Iraqi attempts to smuggle capacitors -- with possible use in 
nuclear weapons — out of the U.S. He has made clear his 
outrage at the irresponsible threats issued by Iraq's President 
Saddam Hussein. There have always been significant U.S. 
concerns about Iraqi behavior, and in fact the U.S. Government 
has long imposed many of the measures the legislation would 
mandate. The State Department generally prohibits the sale or 
transfer of U.S. Munitions List items to Iraq. Fifty chemicals 
identified as potentially usable in chemical weapons programs 
are prohibited for export to Iraq. Items on the Commodity 
Control List deemed likely to aid Iraq's nuclear, missile, or 
other proliferation programs are denied. 

Of the other sanctions envisioned by the bill, we note 
that Iraq is one of the largest markets for U.S. agricultural 
exports. The primary objective of our agriculture credit 
programs with Iraq has been to increase sales of U.S. farm 
products abroad. This GSM program, which has run about $1 
billion annually in recent years, provides credit guarantees to 
U.S. exporters of agricultural commodities. It has been the 
strong and repeated position of the Administration not to use 
food as an economic weapon of foreign policy through the 
imposition of embargoes on agricultural exports, or otherwise 
to place limits on our export programs for political purposes. 

The short-term U.S. Export-Import Bank credit insurance is 
intended to promote the export of U.S. industrial goods. On 
January 17 President Bush signed a waiver to the FY 89 Foreign 
Operations Appropriations Act to enable this program to 
continue on national interest grounds. 


The Honorable 

Richard Darman, 

Director , 

Office of Management and Budget. 
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Regarding U.S. votes in International Financial 
Institutions such as the IMF, which seeks to support a stable, 
market-oriented economy, the United States has traditionally 
tried to avoid politicization of the IMF, which would undermine 
the Fund's technical and monetary character. By basing IMF 
actions on political criteria, the United States would create a 
precedent others would inevitably try to exploit in ways 
inimical to U.S. interests. For example. Important U.S. allies 
such as Israel could be subject to similar efforts by other 
countries. Such politicization would divert the IMF's 
attention from pressing needs in the international economic 
system, including debt strategy and restructuring of Eastern 
Europe. In addition, it is the opinion of the Department of 
Justice that legislation mandating U.S. votes in International 
Financial Institutions would be unconstitutional. 

The State Department opposes the virtually total economic 
embargo of Iraq which would result from this Bill. The 
President needs flexibility in dealing with Iraq on such 
important issues as the Arab-Israeli Peace Process, in which 
Iraq has the capability to play a positive — or negative — 
role. The Administration maintains an active review of our 
policy towards Iraq with a view towards assessing how best to 
further our interests in this thorny bilateral relationship. 

The Administration's approach to Iraq has been to deal firmly 
with problems as they arise within the context of broad, 
many-faceted relations. Imposition of rigid, legislated 
sanctions will not support vital U.S. interests in the region, 
and might well undercut important U.S. objectives. 

Experience has shown sanctions are most effective when 
imposed multilsterelly . At this point our allies are not 
contemplating sanctions against Iraq. Any sanctions imposed 
would therefore be symbolic only, with the costs borne by the 
United States. 

For the above reasons, the State Department opposes the 
Berman bill.. 


Sincerely, 

W 


Janet C. Mullins 
Assistant Secretary 
Legislative Affairs 
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Dear Mr. Chaimn: 

This letter forwards the Stats Department's vitws on ths 
Berman Bill, H.R. 4565, which imposes sanctions on Iraq. 

The bill imposes open-ended sanctions against Iraq without 
linking them to any policy objective. It would eliminate 
Presidential flexibility in dealing with an important but 
difficult country, without specifically furthering any U.S. 
national interests. 

The President has made clear his concern at the recent 
Iraqi attempts to smuggle capacitors — with possible use in 
nuclear weapons — out of the U.S. He has expressed his 
outrage at the irresponsible threats issued by Iraq's President 
Saddam Hussein. There have always been significant U.S. 
concerns about Iraqi behavior, and in fact the U.S. Government 
has long imposed many of the measures the legislation would 
mandate. The State Department generally prohibits the sale or 
transfer of U.S. Munitions List items to Iraq. Fifty chemicals 
identified as potentially usable in chemical weapons programs 
are prohibited for export to Iraq under the authority of the 
Export Administration Act. Items on the Commodity Control List 
deemed likely to aid Iraq's nuclear, missile, or other 
proliferation programs are also denied. 

Some provisions of the bill would require changes in 
current U.S. policy. These include Section 2(c) - Exports of 
Dual Use Items; Section 2(f) - Assistance from International 
Institutions; and Section 2(g) Denial of Access to the 
Export-Import Bank. 

As noted above, the U.S. already denies Iraq items likely 
to be of use to nuclear, missile or chemical weapons items. We 
are currently reviewing our export regulations to see if we can 
further clarify U.S. controls on exports of technology related 
to these items. Such action is taken in cooperation with the 
non-proliferation efforts of our allies in order to ensure its 


The Honorable 

Dante B. Fascell, 

House of Representatives. 
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effectiveness. The relatively small number of potential dual 
use items approved for sale to Iraq are not central to our 
non-proliferation efforts. Prohibition of such sales would 
deny U.S. exporters access to the Iraqi market without 
impairing Iraq's ability to obtain the items in question. 

The legislation would subject to political criteria U.S. 
votes in International Financial Institutions, such as the IMF, 
which seek to support a stable, market-oriented economy. The 
United States traditionally has tried to avoid politicisation 
of the IMF, which would undermine the Fund's technical and 
monetary character. By basing IMF actions on such criteria, 
the United States would create a precedent others would 
inevitably try to exploit in ways inimical to U.S. interests. 
Furthermore, during the last 20 years, Iraq has not shown any 
interest in using IMF resources and shows no interest in using 
them now. Such politicization would divert the IMF's attention 
from pressing needs in the international economic system, 
including debt strategy and restructuring of Eastern Europe. 

In addition, it is .the opinion of the Department of Justice 
that legislation mandating U.S. votes in International 
Financial Institutions would constitutionally interfere with 
the President's perogative with respect to the conduct of 
foreign policy. 

The short-term U.S. Export-Import Bank credit insurance is 
intended to promote the export of U.S. industrial goods. On 
January 17 President Bush signed a waiver to the FY 69 Foreign 
Operations Appropriations Act to enable this program to 
continue on national interest grounds. 

The President needs flexibility in dealing with Iraq on 
such important issues as the Arab-Israeli Peace Process, in 
which Iraq has the capability to play a positive — or negative 
— role. The Administration maintains an active review of our 
policy towards Iraq with a view towards assessing how best to 
further our interests in this thorny bilateral relationship. 

The Administration's approach to Iraq has been to deal firmly 
with problems as they arise within the context of broad, 
many-faceted relations. Imposition of rigid, legislated 
sanctions will not support vital U.S. Interests in the region, 
and might well undercut important U.S. objectives. 

Experience has shown sanctions are most effective when 
imposed multi laterally. At this point neither we nor our 
allies are contemplating sanctions against Iraq. Sanctions 
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required by H.R. 4S8S would therefore be symbolic only, with 
the costs borne by the United States. 

For the above reasons, the State Department opposes the 
Berman bill. 

The Office of Management and Budget advises that from the 
standpoint of the Administration’s program there is no 
objection to the submission of this report. 

Sincerely# 


Janet C. Mullins 
Assistant Secretary 
Legislative Affairs 


Enclosure: 

Six Copies of 
Proposed Report. 
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Juno 11, 1990 


The Honorable Junn A. Baker, III 
secretary of state 
U.s. Department of State 
Washington, D.C. 20520 

Dear Nr. Secretary! 

For the past mix months, the Subcommittee on Criminal 
Justice has been reviewing certain allegations concerning the 
Atlanta branch of Banca Rationale da Lavoro and the U.S. 
Attorney's investigation of that bank. In January, I requested 
that the General Accounting office examine loans through Lavoro 
t0 were not authorised by higher level bank 

officials, as veil as suggestions that those loans may have been 
used to purchase machinery for weapons technology. 

The Subcommittee has fiiard allegations about the State 
Department's efforts to influence the U.S. Attorney's 
investigation. Those allegations havs been confirmed by state 
Department officials quoted in yesterday's Hew York Times. 
According to the Times' article, the State Department and the 
Justice Department have held "numerous" meetings on the 
investigation, and the State Department has told the Justice 
Department not to be "unnecessarily severe in their handling of 
the case" for fear of Jeopardising U.s. -Iraqi relations. 

Such State Department strong-arming of the Justice 
Department is wholly inappropriate and amounts to the subjugation 
of a domestic law enforcement investigation for questionable 
foreign policy goals. Lav enforcement cannot take a back seat to 
international machinations. I therefore strongly urge that the 
state Department refrain from further interfering in the Justice 
Department's investigation of the Lavoro scandal. 



CHARLES E. SCHUMER 
Chairman 

Criminal Justice Subcommittee 
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United States Department of State 

D.C. 20520 ■ V 

.11. 2 3 

Dear Mr. Chairman: 

Secretary Baker has asked me to respond to your letter of 
June 11* 1990, regarding the Justice Department's investigation 
of the Atlanta branch of Banca Nazionale de Lavoro (BHL) and 
alleged State Department interference with the Justice 
Departments handling of this matter. 1 apologise for the 
delay in responding to your inquiry. 

The Department of State has not interfered in the Justice 
Department's handling of this matter. While the State 
Department is in frequent contact with the Justice Department 
on a range of issues of mutual concern, including the BNL 
matter, this is not for the purpose of interfering in Justice 
Department functions. Law enforcement actions can have a 
direct and foreseeable effect upon U.S. foreign relations. It 
is important for the Department of State# the ezecutive branch 
agency charged with the administration of U.S. foreign policy# 
to coordinate with the Justice Department to ensure that 
enforcement agencies have the information they may need 
concerning the foreign-policy implications of matters for which 
they have responsibility and to ensure that the State 
Department is aware of 'anticipated law enforcement actions that 
may have an adverse impact on foreign relations. In this 
particular case, for example, it was important that the 
Department understand the nature of Justice's BHL investigation 
in order to formulate «a position on whether to continue or 
suspend our CCC program with Iraq# 

I hope the above information is responsive to your 
concerns# end I thank you for writing. 

Sincerely# 

Assistant Secretary 
Legislative Affairs 


The Honorable 

Charles B. Schumer# 

Chairman# 

Criminal Justice Subcommittee. 

U.S. House of Representative? . 




697 


Anttty XaUmtioitl Iwm Rights Reports - Iraq 
IMS-lttO 



698 






ja j * lOllnL 

nrnrtriT 

niirun i 

1382 




■ ' 




•r\z- 




V -V ^ k 

' “ v 


, • *-. • . * 

v* f. •> 




* 


a survey of political 
imprisonment, torture & executions 






329 


torture. On 9 November Amnesty International wrote to President 
Saddam Hussain urging him to investigate the death of Ah Hama 
Salih but received no reply. 


AJMMtf latargauapal was 
number of executions In Iraq. 1 




about the growing 
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executed included alleged pftoli against the gover nm ent. political 
activity ia the armed forces, membership of or aaaodatioo with illegal 
political parties, and other illegal political activities. In addition, a 
new capital offence was established by Revolutionary Command 
Council (RCC) Resolution No. 1 140 which stipulated that “Who- 
ever returns to commit a crime of desertion from the Military Service 
during the War, after handing over himself to the competent authorities 
or after being captured, shall be punished with the Capital Punixb- 

In June 1981 Amnesty International appealed to President 
Saddam Hussain to commute the death sentences passed by the 
Special Military Court in Kirkuk on 27 Iraqi Kurds, all alleged 
members and supporters of the banned Patriotic Union of Kurdistan 
(PUK). On 20 June 1981 Amnesty International appealed to the 
PUK to release five nationals of the Federal Republic of Germany 
taken hostage by the PUK in retaliation against the 27 death 
sentences. Amnesty International learned later that 14 of the 27 
Kurds had bean executed, but that all five hostages had been released 
by the PUK on 23 July and 19 August A further 140 members and 
supporters of the PUK in detention were reportedly executed in Abu 
Ghraib prison at the end of September. 

On 16 March 1981 the Syrian daily newspaper^/ Aa ’art reported 
that 176 members of the Iraqi armed forces had been executed by the 
Iraqi authorities. Amnesty International was unable to verify this 
report In the first week of October 1981 the international press and 
opposition sources reported that 38 pro-Syrian Iraqi Ba'athisti were 
executed on 26 September after the arrest of Idem A1 Hadithi, a 
senior Ba'ath Party official from Kirkuk. The arrest was said to have 
led to the uncovering of a conspiracy against the Iraqi Government 
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gtojoia the rnlingBa'ath party 


coaid ail bad to am*, uap moa iat and. ta some cases, i 
c aact MB Members and ex-members of the Biath party and th 
armed forces faced the death penalty if they joined or associated wit 
any illegal party. wchuhaiAl Da'mi AI Islamiyn (the Islamic Call 
the Iraqi Mujahideen, the Iraqi C omm u n ist Party, the Kurdis 
Democratic Party, the Patriotic Union of Kurdistan and several otiv 
smaller Kurdish parties. Amnesty Int e r n atio n al remained concern* 
about the wfoesjaead arbitrary arrest and detention of suspect* 
opponents of the government. Although Amnesty Interna tx» 
received the names of hundreds of people reportedly detained c 
political grounds since 1979. it was not able to estimate the tot 
number of political prisoners. Opposition and exile sources claim* 
that there were thousands of political prisoners held in Iraq. 


During 1 9*2 the cases of 38 poasfofc prisoners of < 
Report 19S1 and 19S2^AmLtty Internatmoalrcpm 


amhorities randy responded, except to say th* Amnesty I 


In April 1 9S2 Amnesty International learned of the arteats of four 
assistants to Ayatollah A1 Kho'i. a spiritual leader of the world’s Star i 
Muslim community. They were Mohammad Irwxm. Mohammad 
Badqubt. Sayyid Kammoussa and Mohammad Taki Jalali. Eleven d 
hn closest assista nt s and many of his 1 3 1 students had reported. * 
been arrested shortly after the beginning of the Iraq-I ran war In 19*’; 
Amnesty International wrote to the Iraqi Government requests* 
information about these reported arrests but received no reply The 

Taki Jalali had been executed. r '|HWU 


In August 1982 Amnesty International received reports that 52 
people suspected of opposition to the government were arrested a 
July 1982 in the areas of Najaf, Kerbala and Khadhimiya. The 
charges against them and their whereabouts were unknown 

Following nots and demonstrations during the first half of 1 982 
many arrests reportedly took place in various cities in Iraqi Kurdisur 
including Qalat Dux, Halabjah. Ranya, Irb»l. Suietmamyah and 
Kirkuk. Kurdish oppos i tion sources alleged that the security forces 

strators in I rial were picked at random by the security forces tad 
executed oo the spot Amnesty International was unable to venri 
these reports 

On 16 July 1982 the Revolutionary Command Council issued ae 
amnesty for all Kurds accused of taking up arms against the Iraq: 
Government in the autonomous region. Deputy Prase Minister Ta nq 
Axu stated on 10 August that all member of the Iraqi Communis: 
Party were also granted amnesty. On 6 August Amnesty Imernaoonx 
wrote to President Saddam Hussain for of the amnesty but 

received oo reply. To Amnesty International's knowledge the govern- 
ment published no information c o n ce rning the rimm** „ j 

political prisoners who benefited from the amnesty 

Amnesty Internabonal was concerned about the continued failure 
of the government to account for the "disappearance" of severs 
members and supporters of the Iraqi Communist Party These 
included Dr Sabbah al-Durrah and Dr Safa al-Hafidh. both wrested 
on 8 February 1980. and Aida Mutar Yassin. Ley l* YusiC Rais 
Abdul Mqjid. Ramzia Jada‘ Al Shiabany. all arrested in July 1980 
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Amaisry Intern minus! mnrimnd to receive all ega tion s of torture 
and reports of death mOm torture. After in p ub li c a tion Iraq: EvuUnct 
qfTWttrr appeared in April 1 98 1 , Amnesty I atoraational learned of 
29 people who alepadly died under torture between 1979 and 1911. 

A Aar the publication of ths report Amnesty International called 
OB the Iraqi Government to receive an Amnesty Inunutional mission 


I of 1983. 

d to receive reports oa the summary 
_» employed hy different typee of apodal oourt, including 
the Revolutionary Court in Bafhdad and the Special Military Court in 
Kirkuk. The Revolutionary Court dealt with offences against internal 
or external security as well as certain ocooomi c and drug offences. It 
o on a i etod at two military officers and a civilian president who were all 
mem b ers of the ruling Bs‘mh Party. The defendant was usually only 
•hran access to a defence lawyer after the investigative stage had been 
closed and trials were frequently held im camera. The Special 
MDfeary Court of Kirkuk tried Kurds arrested in the Kurdish region 


debases oouneel permitte d Amnesty International reee i vad nuaaraue 
reports of datainaaa having been tortured before being brought before 
Ada court Seneencee by both courts were float ao appeal to a higher 
eourt of law was allowed, even in death penalty cases. The majority of 
dneh eenrances in Iraq were pronounced by special courts. 

According to reports received by Amnesty International 27 
members of the Tertumaa c ommun i t y were ei e cu t ed in early 
February 1912 in the riflage of UsTaan near Kitknk. It wm not 
hmn whsthar they hed been rhar ps d or tried. In Dec em ber 1982 
Kmdbh oppo siti o n sources reported the ex e cuti ons in August 19t2 
of 10 members end supportan of the b a nn ed Patriotic Union of 
Kurdistan. They were allegedly tried by the Special Military Court in 
Kirkuk and — to 

According to tha predominantly Shf iAl Dm'wmAl Islamiy*, 144 
of he m smb srs and supporters ware e a a cu m d in tarty 1982. Lagisla- 
tion in force since 1910 makes mem b ership of. or affiliation to. At 
Dm'wm At Itlmmiy* an offence ca rryi ng tha death penalty. On 4 
January 1912, tha official news agency. INA, reported that 20 
wmmbmtatAl Dm\mAI tMimmtya, “nnri-tirt rf rrin s ss punishnbia 
by ■me n tion ", banefltad from a praaidantial pardon. Amnesty 
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r uque et e d that tide m easure be extended to efl thorn under sentence of 

******** -*-“•* — rT — — srs mssihilliMi 

«- » s — 

*iwiTta oo ropey. 

Thirty-flv« members and supporters of the Iraqi Comnmnist Pam 
ware reportedly exeemed in Karbala in September and October 1 982. 
Their bodws were said to have been returned to their families lor 

ojjjjj* V * ri ^ ****** r# P° m 

army Sam todbeen executed for their “ betTperformra^ia^ 
Ira q I ran war. 

No executions known to Amnesty International were — 
or confirmed by the authorities except that of Dr Riad Ibrahim 
Hussain, former Health Minister, following his dismissal from the 
government in June 1982. Tha exact data of his execution was not 
known nor whether be was charged or tried. The official news anmey 
quoted President Saddam Hussain as saying that Dr Riad Ibrahim 
Haaaain “had imported medicias which killed people" and had been 
executed as a^trahor**. 
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< and documentation, the admissibility m evidence of 
* uk menu nude by prisoner* under interrogation, investigation of 
oomplaints of torture and the prosecution of the culprits. It also urged 
the government to give ir ’* -■ 


On 28 Jane 1983 the government r es ponded to the Amnesty 
International m e mor a ndum It den i ed that gross human rights abuses 
tad taken place to Iraq. It said that no pobocaJ suspects or detainees 
were hsid and that nobody could be arrested except on a warrant issued 
by the oourt. II also stated that than bed bean no pobtacaJ executions, 
that tbs allegations of torture non free and that Amnaaty International's 
re co m m e nd a ti ons focused on legal proced ur es which were already in 
fcroe. The government gave its assurance that the security forces had 
fretpiently been ordered “to comply with the proper procedures on 
investigation, with strong warnings against abuse of their powers”. It 
stated that cases of torture, which it said happened occasionally, had 
been investigated and that the perpetrators had been deah with The 
government also offered to investigate allegations of torture made m a 
previous Amnesty International report published in April 1981. Iraq: 
Eridenct qf Torture, if the victims, who had been interviewed in exile, 
were identified and returned to Iraq. 

0n50T " 

on 190a 

Idm n w t k ^ 3 l 

espow^anJ Amnt: 

d its c 

s and particulars of 
5 20 political priaonan reportedly executad between 1978 and 1981. It 
also disclosed the names of 22 people said to have died under torture 
while in custody between 1976 and 1981 and called on the government 
to investigate these cases and the whereabouts of a Anther 114 people 
who had "disappeared” since reportedly being arrested between 1979 
and 1982. In Deeamtar 1983 toe gnearaninu replied to Amnesty 

After the i 
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the government La many cases arrests appeared to be carried out 
nbfcrmrily and without warrant Indhriduab were often cteatned without 
cjmga or trifa with their famihre befog unable to eatablish where they 
were bemg held, despite official assurances to Amnesty International 
M-Ug.t-. m 1983 that oo one could be detained without an anekt 
warrant issued by the court, and that suspects were detained in official 
police suuoqs and were entitled to contact their relatives, appoint a 
lawyer and be seen by a doctor. 

Amnesty International did not have sufficient information to gauge 
the full extent of political imprisonment in lra% m ai n ly because of the 
authorities' disregard for legality and their frequent refusal to acknow- 
ledge, explain or record arrests 

The organization believed, however, that at least several hundred 
people were detained for political reasons in 1 983. In one case over 1 30 
members of the family of Ayatollah Muhammad Bagher Al Hakim, the 
spokesperson in Iran of an Iraqi Shi' a opposition group, ranging in age 
from nine to 76. were reportedly arrested in the first two weeks in May 
and detained by the security forces in the holy city of N*jaf. Sixty of 
those arrested were religious scholar! On 24 May Amnesty International 
expressed its concern to the Iraqi authorities about the reported arrests 
and requested clarification of the legal sums of those arrested On 6 
June an official at the Iraqi embassy in Lo n d on confirmed that the 
arrests had taken place He said that the three eldest members of the 
family had been released within two days of arrest and that releases 
were continuing - but that other members of the family were still being 
lUiiiMxj for interrogation. 

In early J une Amnesty International learned that at least six of those 
arrested were executed in prison in Baghdad on 19 May 1983 after 
being tortured three brothers of Muhammad Bagher Al Hakim -Sayyid 
Ala’uddm, Sayyid Abd Al Sahib and Sayyid Muhammad Hussain - 
and three nephews of Muhammad Bagher Al Hakim -Sayyid Kamal, 
Sayyid Abdul Wahab and Ahmad Al Hakim. On 20 June Amnesty 
Inow^tioMi sent a telex to President Saddam Hussain and the 
Minister of the Interior expressing coocera and seeking clarification of 
the reported executions. Amnesty I nt e rn atio n al also urged that no 
further executions take place. The organization had received no 
response by the end of 1983. 

Five hundred suspected government opponents were reportedly 
arrested in August in the Kut province but Amnesty International was 
unable to verify this report and remained unaware of the number of 
detainees wbo continued to be held without charge or trial. 

In August Amnesty International welcomed the release of 31 Ba'rth 
Party officials who were originally arrested in mid- July 1979 and had 
been tried in August 1 979 by a special court m Baghdad on charges of 
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1 government. They hod been serving sentences 
ranging from one to 1 5 years’ imprisonment and Amnesty International 

ST* cate * for tove * Q ** ioD (*®e Amnesty International 

Report 1990). 

A co n ti nu i n g concern throughout 1983 was the fate of several 
hundred civilians of Iranian origin including children, women and aid 
people, who had been held in prisoner of war camps since the brpnmne 
of the Iraq-Iran war in 1 980. Amnesty International was concerned that 
they may have been held solely on the basis of their ethnic origin nd 
without legal proceedings. In May 1983 the International Committee of 
the Red Crow stated publicly that several hundred such prisoners had 
been “oooceale<r from iu delegates and that among those it visited “ill. 
treatment has frequently been observed" 

Amnesty International continued to press the Iraqi authorities to 
clarify the fate of at least 114 people who “disappeared" between 1979 
and 1 982. In many cases there was dear evidence of the involvement of 

the security forces in the anest of the victims prior to “disappearance'' 

Allegations of torture, sometimes resulting in death, continued 

F b fo h a H toetinw hia of tartars rew i red by Amnesty Internationa 1 
(faring 1983 were oon s i s i a rir with information obtained in previous 
years and indicated that torture was a routine practice in interrogation 
centre* and during pre-trial detention. A former detainee held by the 

security forces from 30 June 1 983 to 1 8 October 1 983 described being 

beaten on the soles of the feet, being given electric shocks on various 
P* 1 "** of the body, and being threatened with having his ear cut offi he 
was examined after his release by an independent doctor who concluded 
that the results of the medical examination were consistent with the 
alleged torture. Former detainees who had not themselves been tortured 


been returned to the cells after interrogation with, among other signs of 
torture, bruises on the body. bums, broken limbs, hemaxomes. swollen 
skin, and with their toe nails having been pulled out. The wives and 
children of some detainees had allegedly been detained as well and held 

in nearby cells in order to put pressure on detainees to “cooperate duraig 


On 1 9 October Amnesty International again urged the authorities to 

conduct impartial inquiries into seven cases of death under torture 
which it had previously brought to the authorities’ attention without 
receiving any reply. The cases documented in Amnesty ImerosuonaTs 
publication. Report and Recommendations a/an Amnesty inumanonaJ 
Mission to the Government of the Republic of Iraq included of 

Reber Mulls Husain, Sayyid Muhammad Ismail. H^i Sayyid M* rouf, 
Hameed ’Ah. Adnan Abd Al Jabbar. Muzhir Hall Al Rachid and Ah 
Hama Xai«>» 


bm Mart af those ssermerf 

w rereconedhr army o fficer sme dasartsn tad draft reamers. Many 
otherfwwe fiecafolfor befcagfag to poetical parties actively opposed 
to the g overnment. Among those reportedly executed in May 1983 
were six Ayatollahs of the Al Hakim family (see above). 12 members 
from the AJ Zewalem tribe from Semewa and Abdel Faraoun Hussain, 
a student from Basrah. Reports were also received that at least 1 1 
named doctors were executed for their opposition to the government. 
Barren Al Takriti, die head of the Intelligence Service and a half- 
brother of President Seddem Hussain was reportedly arrested m mid- 
October for allegedly plotting against the government. Press reports 
indicated that several army officers loyal to Barzen Al Taknti were 
executed m November on charges of plotting against the government 
Amnesty International was seeking confirmation of the reports at the 
end of the year. 
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i|i|«iHi igU^Bpiginmrrg some of whom might have been prisoners 

consofoc^ and lhair prolonged detention without charge or tnal in 
ha custody of (ha security forces; the routine torture and ill- treatment 
of detainees; the eaetu in the number of offences punishable by death, 
and the large number of executions, including executions for political 

Amnesty International did not have sufficient information to gauge 
the full extent of political imprisonment in Iraq. However, reports 
received during 1984 indicated that at least several hundred people 
were detained for political reasons. They included members of the 
Kurdish Democratic Party, the Patriotic Union of Kurdistan and a/- 
Da na al-lslamiyya. Islamic Call; other critics of the government, 
conscientious objectors to miliiary-scmcr. relatives of army deserters 
allegedly taken as hostages: and individuals refusing to collaborate with 
the secret service, among whom were said to be a number of foreign 
workers and refugees 

In one ease, over 1 50 Assyrians were reported to bas e been arrested 
in mid-August by security forces and detained in prisons in Baghdad 
They were allegedly arrested for demanding "national and equal rights' ' 
and for urging the government to cease "its policy of wiping out the 
Assynan community in Iraq *. At the end of October Amnesty 
International received the names of 48 individuals said to be among 
those arrested, including soldiers, engineers, university students and 
technicians. None had reportedly been charged or tried by the end of 
1 984 and Amnesty International was seeking further information. 

In 1 984. as in previous years. Amnesty International was concerned 
about allegations of torture and ill-treatment of detainees by the security 
forces Political suspects were alleged to be tortured routinely, most 
often immediately after arrest and during interrogation in the pre-trial 
period when they were held incommunicado. Many detainees were 
apparently tortured to extract confessions and information, others were 
tortured to force them to renounce their political affiliations. 

Amnesty International repeatedly expressed its concern to the 
authorities about the torture and ili- treatment of detainees, and drew 
auenuon to the recommendations in its May 1 983 memorandum ( see 
Amnests- International Report 1934). To Amnesty International's 
knowledge, none of these recommendations was implemented In June 
n received s Ictierfromthe President ofthe Revolutionary Court stating; 
"The Constitution and Iraqi legislation contain provisions and guaran- 
tees c nsunng t he dignity and f reedom of man and preventing all kinds of 
torture Legal application and estabkshed practice confirm the observa- 
tion of these principles " Despite these assurances, however. Amnesty 
Imcmauonal continued to receive testimonies from former torture 
victims. 

In February the organization sent urgent appeals on behalf of a 
Tunisian national Ncji Bennour. and in March reiterated its concerns 
about him to the Ministers of the Interior and Foreign Affairs, after 
receiving reports that his health had deteriorated as a result of torture. 
Ncji Bennour was armted on 2 June 1 983 by a plant- clothes security 
agent outside the Novotcl hotel in Baghdad where he worked He was 
held at the security forces headquarters m Baghdad and interrogated 
about the activities of three colleagues at the hotel He was armted 
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without warrant and denied access to a lawyer. h<s family, comuia 
officials and a doctor. According to his subsequent testimony. Ik «i 
interrogated on several occasions in an effort to force him to denourv. 
ha colleagues and to collaborate with the secret service. Dunng uuc m> 
gation he was reportedly beaten with fists and rubber truncheons 
flogged with electric cables and kicked and trampled on. He was alv 
reportedly hit on the spine with the edge of the hand Tor prolong* 
periods, was beaten on the soles ofthe feet and given electric shocks H 
was released on 2 April after being held without charge or tnal f*w It 
momhs. having reportedly been forced to sign a "confession ' admitiir 
espionage and rape. The conclusions of a medical examination cam* 
out in France I 7 days after his release read "The clinical caaminauc 
of Mr Neji Bennour and the radiological and biological examination 
made by th^ doctor consulted and the various specialists lead to a \cr 
high degree of accord between the symptoms described and the lortur 
alleged" Amnesty International received no response to ns call forar 
impartial inquiry into these allegations and for the results to be madt 
public. 

A former prisoner who had been held in Baghdad's Abu Ghraih 
and Central prisons between May 1982 and March 1984 submitted a 
testimony to Amnesty International in July. He was one of 1 Upeopk 
who "disappeared" after reportedly being arrested by Iraqi sccum 
forces between 1979 and 1982 When approached by Amnes: 
International the government claimed that the names submitted wcr. 
fictitious. However, this former prisoner said he had been arrested aftc 
refusing to collaborate with the secret service, and the report k 
submitted to Amnesty International detailing places of detenu*: 
conditions of imprisonment and torture was consistent wgh prexiuu 
reports received by the organization. Part of his testimony read "Alik 
entrance to the torture chamber | in the Central pnson| there is ; 
doormat with ‘Welcome' writienonitm English. Torture takest he forn 
of electric shocks: gas and cigarette bums: electric hot plates hanpn 
from the ceiling- handcuffed being stretched on a special machine wg I 
hands and feet bound beaungs with a heavy cable or high pressure So* 
.... Medical treatment is very poor. Sick prisoners only receive medbea 
treatment when they have reached a critical point I have heard of man 
cases of death as a result of torture or of appalling living conditions Ii 
the large cell Na 62 where I spent several months, we actually saw . 
man die in front of our eyes." 

3mmaatf International was concerned about the large number r> 
executions reported in 1984. ft did not have sufficient information , 
believed theft Were hundreds c 
etNufwitrounngtbe year. A large number of those executed were saw 
to be military personnel: army deserters, solders refusing to fight in ik 
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Othen rep o rtedly executed included school and umv en ity stadantt. 
Kurds - some of whom were said to be members of the P«hotk Union 
of Kurdistan - dieted memb e rs of alDa'na aJ-IsJamfyy* as ad 
individuals convicted of chmind ofTeBtcs. 

In June and July Amnesty International sent urfcm appeals on 
behalf of seven people sentenced to death whose sentences had ban 
ratified by President Hussain. Amnesty International urged the govern- 
mem to commute the death sentences. In response, the organization 
received in early November a letter from the Deputy Prime Minister 
and M mister of F orcign A Hairs. Referring to five people found guilty of 
burglary and theft, and one convicted of desertion, it stated that "the 
exigencies of protecting the security and safety of our society do not 
permit the abolition or commutation of these sentences'' The seventh 
person, who had been convicted of murder, "was sentenced to death in 
accordance wah the laws in force in Iraq for murdering with premedita- 
tion m compliance with Article 406/ 1 /C of the Penal Code." 
Amnesty International reiterated its unconditional opposition to the 
death penally in its reply at the end of December. It expressed its 
continuing concern about the long I ist of criminal and political offences 
carrying the death penalty in Iraq, and about the continued enactment of 
legislation increasing the number of capital offences. This included Law 
No. 32 of 1 984 (Penal Code of the Popular Army), which made several 
offences by soldiers volunteering for military service punishable by 
death The organization abo noted with concern Revolutionary Com- 
mand Council Resolution No 1 370. which reaffirmed the death peuaky 
for various offences, including fleeing or defaulting from military 
service, conspiring against the stale, espionage and joining aLDm'wa 
al-lsUkmiya. 
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X* Amnmty immrmHona/ Report 1966 

allegations contained in the report were also denied “We take this 
opportunity to confirm what we have demonstrated before, that there 
d no torture in Iraq " Amnesty International's recommendations 
were said to be “applied in Iraq on both legislative and practical 
levels. There is administrative and judicial supervision responsible for 
ensuring that these are property implemented " 

^hiring IWWri^ncfty.JUuqpitiopal continued to jCGCUfr allega- 
tions of the. roy tine torture and ill tre a tment of det ai n e es ai all stages 
of their dneeuoo. Relatives of polit i cal p ris o n e rs were ahn aRrgcdlv 
tortured In thaw pr ese n ce tn order to force them into oening 
confessions" or renouncing their political affiliation/ A political 
prisoner released in April stated in his testimony to Amnesty 
International “Members of my family, mother (73 years old), three 
sisters and three brothers with five children aged between five and 13 
were arrested and brought in front of me. They were subjected to 
falaqa beatings and electric shocks. Also my sister and mother were 
undressed and insulted in front of me." 

After learning of the death in June of Sayyid Muhammad al-Sayyid 
Muhammad 'All al- Hakim, Amnesty International expressed its 
concern al allegations that he may have died under torture His 
family had allegedly been lold by official sources that he had fallen ill 
in prison and been transferred to hospital for treatment where he 
died. However, the body was reportedly not returned to his family 
although the victim's father was allowed to sec it before it was 
removed for burial. Neither death certificates nor records of the 
alleged illness and medical treatment were reportedly made available 
to the family. Amnesty International submitted a report on the case 
to the UN Special Rapporteur on summary or arbitrary executions in 


iqi u t it ly boned by the nthorifici When the 
victims' families were notified of executions, the bodies were usually 
returned to them with strict instructions not to mourn publidy and to 
bury them immediately Some families were reportedly threatened 
with arrest or execution if they failed to obey these instructions. 

Amnesty International received several reports of the mass 
execution of prisoners without poor legal proceedings or following 
summary tnais with no right of defence or appeal. Among the 
reported victims were army deserters and government opponents, 
including members of the Iraqi Communal Party (ICP). Kurdistan 

.o/ ic*\cv *eJ 


July On 25 November the government replied to Amnesty 
International, stating that there was no truth in the allegations 


a earned out secretty la i 


Democratic Party (KDP), Kurdistan Popular Democratic Parry 
(KPDP). Kurdistan Socialist Party- Iraq (KSP-I). Assyrian Democra- 
tic Movement (ADM) and al-Da w* allsUmuyya (Islam* Call) It 
abo learned of political prisoners who were reportedly executed after 
having been sentenced to terms of imprisonment On 31 March. 13 
KPDP members were reportedly e xe c uted after having be e n sentenced 
by a revolutionary court in 1984 to 15 years' imprisonment each 

Amnesty International sent several urgent appeals to the govern- 
ment following the reported execution of 28 political prisoners m 
February and March. They were 15 KDP members, three ADM 
members and 10 members of the Hakim family. The organization 
submitted a report on these executions to the UN Special Rapporteur 
on summary or arbitrary executions in April The government 
acknowledged in a letter to Amnesty International received on 25 
July that 19 of these prisoners had been executed for committing 
among efther things, acts of sabotage and for carrying weapons and 
explosives. On 31 December Amnesty International once again 
appealed to the government after receiving reports that mam 
political prisoners and army deserters had been executed between 
August and November, including 60 prisoners reportedly executed in 
Abu Ghraib Prison in the first week of November. Among them were 
said to be members of the KSP-I. KDP. ICP and al-Da w* 
aJ-Islumtyva. 

On 20 December Amnesty International urgently appealed to the 
government following reports that some 300 people had been killed ui 
northern Iraq in the second half of October. According to the 
organization s information. 10 people were executed in Suiatmaniya 
on 14 October after two airforce officers were killed by Kurdish 
fighters in the area the same day. They were reportedly arrested, 
lined up outside a public bath and shot. The next day a curfew was 
imposed in the dty and government troops, estimated at about 
20.000. reportedly earned out house-io- house searches seeking army 
deserters, draft resisters, members of the Ptsh Merge and other 
suspected opponents Thirteen of those arrested on that day were 
abo reportedly lined up and shot in a residential area of the city 
Eighi others were allegedly buried alive by security forces m the csty's 
cemetery. Student demonstrations in Sulaimamya and other cities 
protesting against these events were allegedly violently suppressed, 
with troops firing directly into the crowds Unconfirmed estimates put 
the number of people killed in demonstrations and executed bv 
firing-squad in Sulaimamya at about 200 In Arbil. about 80 people 
were said to have died when the Citadel, where some of those being 
sought by troops were said to be hiding, was destroyed by acnal 
bombardment. Hundreds of others were reported to have been 
arrested ui the same period, including whole families and a large 
number of army deserters. Their fate and whereabouts were not 
known 
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Iraq 

Amnesty lntcm.mof*Ts 
concerns continued lo 
be the widespread 
arbitrary arrest and 
detention of hundreds 
of political prisoners, including possible prisoners of conscience: the 
long-term detention of political prisoners without trial, or after 
summary trials: the routine use of torture by the sccunty forces; 
“disappearances’': the increase in the number of capital offences and 
the large number of judicial and extrajudicial executions, including 
executions for political offences 

An amnesty was declared in Apnl for certain prisoners sentenced 
by cavil and military courts Enaclcd by Revolutionary Command 
Council (RCC) Resolution No. 387. it did not extend to prisoners 
convicted of murder, adultery, espionage, drug offences and those 
sentenced to death. Amnesty International was u ruble to verify how 
many prisoners were released. In September an amnesty was 
declared for army deserters who had given themselves up to the 
authorities between 28 July and 6 August (RCC Resolution No 675). 

Among the hundreds who continued to he detained in IVH6 were 
members of prohibited political panics: other suspected government 
opponents or critics: army deserters and draft resistors refusing to 
fight in the war against Iran: student demonstrators: and relatives of 
such people arrested as hostages in lieu of suspects sought by the 
government. 

As in previous years Amnesty International received reports of 
widespread arbitrary arrests of suspected government opponents and 
innocent civilians, as well as allegations of torture and deliberate 
killings by government forces. The organization raised these concerns 
in a speech to the United Nations Commission on Human Rights on 
II March. It referred to the “disappearance" of about 300 Kurdish 
children arrested in Sulaimamya between late September and 
mid-October 1985 (see Amnesty International Report 1966). On 21) 
January the organization had appealed urgently for official clarifica- 
tion of the reasons for their detention, calling for the release of all 
children held because of the political activities of their parents or 
relatives. It also called for an investigation into reports that tome of 
the children had been tortured, and that three of them had died in 
custody as a result. Their bodies were allegedly found in the streets on 
the outskirts of Sulaimamya. their dothes bloodstained and their 
bodies hearing signs of torture. Amnesty International reiterated its 
concerns in a letter dated 19 February to President Saddam Hussain. 
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On 23 April, the gov e rnm en t responded by slating that it had “found 
fndt aBcgatiom totally false ~ Amnesty Intemationai abo referred to 
repo m of the kilting of some XX) people in Sulaimaniya and Arbi) ui 
October 1985. and the armi of hundreds of others whose fate and 
whereabouts were unknown (see A wtery International Report 1996). 
The organization had sent urgent appeals in December of that year, 
and reiterated its concerns in its letter of 19 February 1986 In August 
Amnesty International received a response from Iraq s Ambassador 
to the United Kingdom in which he stated that “ the allegations 
were pure fabrication clothed w th a figure and a venue to make them 
appear credible." 

In late March and early April a large number of civilians, mdudmg 
students, were reported to have been arrested in Arbil. in nonhem 
Iraq, following an assassination attempt in March on the r iovemor of 
Arbil by Kurdtvh opposition forces Fifteen students were subse- 
quently executed fscc below) and the others “disappeared” In July 
Amnesty International urged the authorities to release all those 
detained during these events unless they were to be charged No 
response was received 

Amnesty International continued to he concerned about the 
routine torture and ill-treatment of detainees in the custody of the 
vccunlv forces The victims included political prisoners tortured to 
forte them to sign “confessions - or to renounce their political 
affiliations Over the years the government had denied allegations of 
torture even when supported hv detailed medical evidence It had a ho 
failed to show that such allegations were ever investigated or that any 
perpetrators were brought lo justice 

Some detainees were reported to have died as a result of torture, 
such as Tavar Salim Munammad an 1 S- year-old student and member 
of the banned Kurdistan Democratic Party (KDP) He was detained 
in October IVKf and was reported to have died under torture in July 
Amnesty International called for an investigation into his death and 
into repom of the torture of two other KDP members before their 
execution in November The bodies of Mahdi Ibrahim Muhammad 
and Abed Tahn Ibrahim were returned to their families on 8 
November: their fingernails had reportedly been cxtracicd and their 
eyes gouged out 

Amncsiv International appealed to the authorities on numerous 
occasions following reports of the execution of large numbers of 
people The organization received repom that hundreds were 
executed during NH6 but it had insufficient information to ascertain 
the precise number Among those executed were said to be army 
deserters, members of banned political parties, suspected govern- 
ment opponents and r'udenis Many of them were said to have been 
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mtdmd lidM trial or alter mawy trials by the Rewhtioaafy 
Cant with procedures which fei short of international amhnk A 
number of people convicted of criminal offences were aho executed 
daring 190b. 

On 3 January Amnesty International appealed to the g overnment 
folowing reports of the execution of nine m e mb ers of the banned 
Kurdistan Sodahrt Party-lraq (KSP-1) in August and November 
1905. as wefl as the execution in November 19KS of a KDP member. 
The gover nm ent stated that in alt three cases they were “. . . ex- 
ecuted lor their crimes including carrying out sabotage activities using 
explosives and weapons against the peace and security of innocent 
driaens. [They) were granted a fair trial where aO judicial and legal 
measures were fully respected according to the Iraqi constitution and 
the tews in force, including the right to have court -appointed lawyers 
defending them.” The gover n m e nt did not respond to the o rgan on- 
lion's additional appeals for an investigation into reports of the 
execution of large numbers of political prisoners and army deserters 
in Abu Ghraib and Mosul prisons in November I9K5 (see A mn e sty 
In t ern a tiona l Report /<***). On 13 February appeals were sent 
folowing reports of the execution of four KDP members and two 
students from the Technical Secondary School in SuUumamya in 
December 1985 and January 19H6. No response was received, lo 
December further appeals were sent following reports of the 
execu t i on of five KSP-1 me m b er s in August in Abu Ghraib prison 
and seven KDP mem b ers betwee n August and November. Earlier in 
the year, nine other KDP m e m be rs were reportedly executed in 
Mosul. Kirkuk and Baghdad. In its appeals. Amnesty International 
expre mri fears for the lives of 16 other KSP-1 members detained in 
Abu Ghraib prison who were said to be faring the death penalty. 

Amne«y International also app e al ed on behalf of a number of 
people s en t e nce d to death for criminal offences. On 27 May it 
a ppe aled on behalf of a number of Egyptian workers sentenced to 
death for forging travel doc u m e n ts . On 3 June the organization 
teamed that the death sentences passed on 10 Egyptians had been 
commuted. On 22 August Amnesty International received a tetter 
Cram the Ministry of Foreign Affairs, staling that the 10 Egyptians 
were among a larger group arrested on charges of forging pompons. 
rari d cn c c cards and official stamps. The defendants had aho been 
charged with smuggling currency abroad and econo mi c sabotage. 
They were tried by a Revol u tionary Court. 

jn Oct ober Amnesty International appealed to the authorities 

corrup ti on. The mn. among them 

under-secretary at the Ministry of Oil in Baghdad, were a h eg erdy 
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dnte am 31 A^praL^to a totaMoAaneafy (atonJ^MTSiiSadU 

. . look ptaoe ■ aontda n ce with the penal code at Iraq [and] weft 
earned o* with Mi rennet for ike doe process of tow." 

Amnesty Inserantional remained concerned sbon the contnared 
enoctmem of leptobOB increasing the — *— **tt of q f fam 

On 4 November Aftkfc 223 of the penal code wm amended by ROC 
Resolution No. MO. The aamndmeat prescribes the death penalty for 
pobbdy insukmg the President of the Republic or deputy, the 
Revolutionary C om m a nd Council, the Arab Snrialiit Ba'xh Party, the 
National Assembly or the governm e nt with the intent of "firing 
public opinion agahnt the authorities. 

In July Amnesty International appeal ed Mowing rep orts that 21 
peopl e had been kHed in northern Iraq, whom the organization 
behaved might have b een extra judictoky e xecut e d . Fifteen of them 
•ere students from secondary schools and the University of Satoh 
al-Din who were reporterfly arrested and summarily executed to 
public in Artel betwe en 27 March and 3 April, la another inciden t , 
rix detainees acre reported^ summarily execute d to pubhc outside 
Setornnaiyi Central priwm on 9 April. TV victims, sympathisers with 
the banned Patriotic Union of Kunknan (PUK). acre ak said to be 
under IJL No reapome was received to the organization's appeals 

In tore February Amnesty International appealed so the anthoritias 
Mowing reports that two Iraqi undents expeied from France on 19 
Febru ar y had been detained upon arrival in Iraq. Fawn Hamm 
al-Riaba'i and Muhammad Haasan Khair al-Din had re p orted^ said 
they were afraid of ret u rn ing to Iraq. Amnesty International 
re qu es t e d rtctwh of their legal status and w h e rea bouts and sou^M 
—nances that their safety would be guar an t eed and that they would 
be p er mitted access to a lawyer and relatives. The organization atoo 
mfccd whether reports that one of them had been executed were true. 
On 4 March Amnesty International loomed asmrances from the 
Iraqi authorities that neither men had been executed. However, it 
renamed con c er ned that they were detained and risked f ac in g the 
death penalty They akepetky belonged to d>Or‘w af fstowdyy a. 
Manic Cal. me m b ersh ip of which is a capi ta l of f ence in Iraq. The 
organization arped the government to make known their wherente 
onts and the rcaaoas for their arrest and continued d etenti o n . Oa 27 


Iraqi Government that the physical safety of the two men would be 
f.mrwmrnm.A The French Gov er nment informed Amnesty I n t ern a 
tsonal oa 11 March that Frame's A irth m rsrtnr to Iraq had visited dm 
two a— on 9 Mach and was able to confirm that they were both to 
pood Vahh Fawn Hamm at-Rabai and Muhammad Hamaa Khair 
S5in were p ardoned by President Saddan Human oa 13 Mach 
and refeared on 22 March. This was confirmed in a letter to Amneay 

lm — I on 1 August. F okowag theh release. the two men 

a n nounced on Iraqi tdeviaon dattheyhad " repamaT of their pat 
aodvitim. Hay retu rne d to Fiance on 76 Se pt e mb er . 
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kt arbitrarily irmtfi and detafoed 
Maay war* bald far load par tods wt ths u l 
trial or following summary trials. TW 
rootia* as* of tartar* by lb* security 
(areas coatiaaad to b* widely reported. aa 
was lb* "disappearance" *r large bm- 
bersef poopl*. many of whom w*r* feared 
•aacatsd. Haadrsds of executions w*r* 
r a ps r tsd. tb* majority bains extrajudicial 
asocatioat. A me ay tb* victims w*r* cbii- 
droa aad relatives of suspected g er em- 
ss*a^oppoa*ats baiag so*|bt by tba 

An amnesty was declared at lb* end af 
November for Iraqis living abroad who bad 
been convicted or suspected of political ar 
criminal offences, including ihosa sen- 
tenced to death It did not extend to gov- 
erameal opponents in Iraq It waa not 
known whether anyone took ad van laps af 
the amnesty. 

Among the thousands of political pris- 
oners were suspected critics of the govern- 
ment and members of various prohibited 
political parlies, including ol-Oe wn al 
JsJomiyyo. Islamic Call: the Iraqi Com- 
munist Party |na*|: the Kurdistan Democra- 
tic Party (tutr); the Patriotic Union of 
Kurdistan |niK|: the Kurdistan Socialist 
Party - Iraq |wr - t|. and the Kurdistan 
Pupular Democratic Party (k.rur| Uthars 
were army desarters and draft resistars 
refusing to fight in the war against Iran. A 
•Mimber of relatives of such people war* 
•Iso imprisoned as hostages, in lieu of 
sua pacts being sought by th* authorities. 
Among them were two Kurdish children. 


|sm*o and Land * Abd al-laqi Tabs, aped 1 3 
and 14. who bad boon detained with their 
mother ia IMS. apparently because of the 
activities of one of ttieir relatives la the 
Kurdish opposition Many of the prisoners 
were held without Inal Others were given 
summary trials by permanent or temporary 
special courts which fell short of inlf-r- 
national standards for a fair trial 

The routine torture and ill-treatment of 
prisoners continued lobe widely reported 
The victims included political prisoners 
who were tortured lu force them to sign 
1 "confessions - or In rrnuunte their polili- 
t ral affiliations Some puJiliul prisoners 
were reported lu have b*-«-n tortured short- 
' ly lirforr being on ulrtl for example. Ihe 
I bodies of 20 youths rrportrd to ha\e lieen 
executed without trial in earlv |.inuar\ 

| were ret ur no I In their families Iteartitg 
i marks of torture They hast (seen among 300 
! Kurdish children and young people 
i arrested in Sulaimaniva in IMS Some 
; were said to have had their eyes gouged 
j out. One former detainee released in late 
IMS from Kudailiyya Security llcadquar- 
- ten. where some of the youths are believed 
to have been held, said that a number of 
them had been beaten, whipped, sexually 
abused and tortured with electric shocks 
Three were said to have been transferred to 
i a military hospital and osw to have died in 
his cell as a result of torture The fate and 
wh ere a b outs of over 230 children and 
i young people from this group remained 
unknown following their "disappearance" 
in datenlion. Some may have been among 
over ISO detainees reported to have been 
executed in Abu Ghraib prison at the end 
of Dec e mber. 

Information was received during the 
year about the "disappearance" of 178 
p eople arrested in Iraq between IMO and 
IMS. The majority belonged lu the Shi a 
I community and they included individuals 
I whaae families had been deported by Ihe 
authorities to Iren because they were said 
to be of Iranian descent. 

As in previous years, hundreds of pen- 
pie were reported to have been executed 
during IM7. but it was not possible to 
ascertain Ihe precise number. Hnlh judi- 
cial end extrajudicial executions were re- 
ported and most were earned nut for pnl. 
Mica! reasons Those executed were said to 
have included aw m ben of banned pnltti- 
cal parties, ether se spa r t ad g overnment 
a PP a Bents, army depart a n . students and 


civilians arm l ed aa baetspsi Most were 
executed without trial or after summary 
and sacral trials or. In some cam. altar 
reportedly having been sentenced to 
periods of imprisonment. 

Kivr officials who had been sentenced 
to death bv Revolutionary Court in Decem- 
ber IMA 4iad their sentences ratified by 
president i al dec ree in February They in- 
cluded Ihe former mayor of Baghdad. Abd 
al-Wahab Muhammad Latif al-Mufli They 
had been convicted of accepting bribes 
from foreign companies operating in Iraq. 
It was noi known whether the sentences 
were carried out 

Mrmlwfx of the Shi a np|MiMlmii were 
among those reported exit tiled Two 
Ihrologv student* from al -N.i|.if - Saw id 
Muhxm Saw id 'Ablta* al-Milam and 
Savvid lluxsam Savvtd ' Alibax al-Milam - 
were reported to have been executed oil H 
lanuarv Another student. Fair. Haidar ’All 
Taki al-llaidan. was also reportedly ex- 
ecuted in earlv 10*7 on charges of sab- 
otage A theology teacher. Mahmud al- 
Dawalibi. was reported to have been ex- 
ecuted with three other detainees in Abu 
Chraib prison on 28 May 

Members of the Kurdish opposition and 
their relatives were also reported to have 
been executed, including 29 youths aged 
between 17 and 23 whose bodies were 
returned to their families in lanuary I see 
Amnesty international Report 19*7 and 
above | Two Mir m em b e r s were publicly 
executed in Sersenk barracks on 19 Au- 
gust. and another was executed by firing- 
squad in Kirkuk prison in September. 
None had apparently been tried 

As many as 340 people were reported to 
have been executed in separate incidents 
in November and December. Most of the 
1 18 known viclima were Kurdish political 
prisoners from the provinces of Sulaime- 

| eiye. Atbil. Kirkuk. Duhok end Zakho 
Among them were 17 children aged be- 
tween 14 and 17. In one incident on 11 
November, between 100 and ISO Kurds 
were reported to have been summarily 
executed by g overnment forces after 
house-to-house searches. Their village, li- 
man. in Kirkuk province, was bombarded 
by the army after its inhabitants had re- 
lumed. having earlier bom forcibly 
evicted. Between 14 and It November. 32 
Kurds from Shaqlawa. in Arbi I province. 

• wnr* reported to have born executed wtth- 

• out ch a rge ar trial. They had been arrested 
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in October after Peak Marfa force* (armed 
Kurdish units) had killed eight Iraqi offi- 
cial*. including Shaqlawai mayor. The 
late of 30 other Kurd* arrested in connec- 
tion with the Mine incident was not 
known. On 13 November a XfUf member 
waa executed in Abu Chraib prison An 
assistant veterinary surgeon. Abd al-' Aziz 
'Abdallah Ofhman. had been detained 
since 1986. 

Thirty-one Kurds, said to be KOT sym- 
pathizers. were reportedly executed after 
summary military trials in Fa'ideh garri- 
son on IS November and 10 December, 
and in Mosul training camp on 2a Decem- 
ber. in the last two days of December, 
more than ISO prisoners were reported In 
have been executed by firing-squad in 
Abu Chraib prison. They included Arabs. 
Kurds and Turcomans, some of whom 
were sentenced prisoners. Among them 
were eight children aged between 14 and 
17. Forty-six were from Sulaimaniya and 
at least 30 from Duhok 

At least 40 Kurdish opponents of the 
government were reported to have been 
poisoned in separate incidents by the 
security forces in late 1967 The poison 
used was thallium, a heavy motal com- 
monly used as rat poison. On 24 November 
10 Kurds aged between 14 and 00 were 
Mid to have been poisoned in the town of 
Merga. in Sulaimaniya province. The 
poison was Mid to have been put in a 
yoghurt drink by a security forces agent 
working at a pox member's home. Three of 
the victims died within 10 hours of being 
poisoned. Three of the most seriously 
affected of the survivors ware flown to the 
United Kingdom via Tehran for emergency 
treatment in December They were Musta- 
fa Qader Mahmoud and Sami Shoraah. 
both POX members, and * Adrian al-Mufti. a 
UP-4 member. A consultant physician who 
t r e ate d them in London confirmed that 
they ware suffering from acute thallium 
poisoning. 

On IS March the bodies of two Iraqi 
students were found in Karachi. Pakistan, 
with their heads savored and their ringer- 
lips cut off. Nl'ma llamdi Muhammad and 
Sami ‘Abed Mahdi had reportedly bean 
suspected of Involvement In the alleged 
assassination of an Iraqi diploaul In 
Karachi in September 194*. Both were Mid 
to bo opponents of the Iraqi Government 
and had been recognized as refugees by the 
United Nations High Commissioner far 


Refugees. An inquiry info their deaths was 
instituted by the Pakistani authorities, 
amid allegations that the two man arm* 
killed by agents working for the Iraqi 
Government. Its outcome was not known. 
An Iraqi diplomat was reported te have 
gone into hiding in Karachi after being 
•ought by police in connection with the 
I killings. 

| During 1987 Amnesty International In- 
tervened with the government on e num- 
ber of occasions, appealing for the com- 
mutation of death sentences and express- 
ing concern si reports of ludiciel and 
exlraiudictal executions. It expr ess e d am- 
tern at allegations that some of the victims 
had been Inrturrd before being executed. It 
also called for the release of children end 
youths held because of the political activ- 
ities of iheu parents or relatives, la 
September and December, the authorities 
commented on the information on human 
rights violations in Iraq contained In 
Amnesty International fteport 1 9*6 end 
19*7 The authorities said the 19*4 report 
'consists basically |of| * summary of pre- 
vious allegations |lo| which the Iraqi 
authorities have replied" Referring le ex- 
ecutions described in the 1987 report, the 
authorities Mid theM “would not only be a 
mailer dealt with by the law of any coun- 
try. but . . . where (he society of any coon- 
| try would be bound to defend itself the 
j more strongly under certain conditions. 

| such as when it is at war. One example is 
( that of deserters from the Iraqi armad 
i forces". In January the authorities con- 
• Firmed the execution of Mven people In 
19*8 for economic corruption (see Amnes- 
I I y International Report 19*7). stating that 
they had been "sentenced by a special 
i court where all legal guarantees were made 
i available according to the procedures and 
| regulations in force. A lawyer was 
appointed to defend them. They . . - 
; pleaded guilty openly, the court found 
1 their actum* detrimental to the economic 
1 security of Iraq". In September the govern- 
I meat also confirmed that seven Kurdish 
youths, about whom Amnesty Inter- 
national had inquired in January, had been 
executed because (hey “committed 
criminal and subversive acts using arms 
and expluaives". It staled also that “being 
adults according to Iraqi laws, they were 
tried by a special court where all Judicial 
and legal guarantees were fully r es pec t ed, 
including the right to have a court- 
appointed lawyer to defend them". 
Another youth was said to hove boon 
"sentenced to life imprisonment due to his 
special case'* Amnesty International had 
expressed concern about thoao executions 
in a speech before the UN Commission on 
Human Rights on 4 March, and hod sub- 
mitted details on thoir cases to the un 
Special Rapporteur on summary or arbi- 
trary executions. 



721 



International 

Report 

i ooo 

-L 


" I he most comprehensive oi ihe organization’s 
reports. Amnesty hitematinudl Report 1989 pre- 
sents a stark challenge to the worlds conscience 
and points the way to action in defense of the 
victims of human rights v iolations.' 

C* 






722 


I 

• Q 


■ WQUODI.l 


hM kjr Tte Mb D. Lm Natea Camjmf 

too hm* at. to xtnt 



TMowpwti— — QAi 



•hHMiofttNtiylathlinpoitoBa 
particular country doaa not imply that no 
human rights violations of coocscn to 
A mnaaly International havatahanplaca 
than during tha year . Nor Is tba long* of a 
country entry any batla for a comparison of 
th a a acte n t anddapthof AMn a sty 

lagional maps hanhaan indodad In this 
■opart to indicate tba location of countries 


and tanttorias chad in the text and for that 
parpoaa only. It ia not poaalbla on tba 
aaaall acala naad to show pradaa poUUcal 
boundaries, nor should tba napa ba takan 
as indicating any view an the atatns of 
dlapotad territory. Amnesty totamatftonal 
takas no poaition on tarritogial qwaaHo— 
Disputed bonndariaa and oaa a a fl ialtnaa 
ara shown. wfaara poaalbla. by farobon 
linaa. Araaa wboaa diaputad atatoa ia a 

letevant bodlaa of tba United Natloaa bavn 
boon indicated by striping. 


In July tha Iran-baq «v c 
la tbs Booth* bafora tha < 


a to an and. 
afin Iraqi 


of attacks oo Kivdtak rivillara , tnrJoding 
la araas la which tho Kardieh anaod 
oppo Otl o a was active. la ths waaka fal- 
lowing ths nturflia thara wars similar 
aastalaad attacks oa Kardiah civlllana. 
tonseads of whom flod Iraq to neighbour- 


stray dasartara and ha thoaa who hilad to 
■apart lor solitary earvica. aad la April 
thara was a further aanasty for daUiaaas 
convicted of cartaia aoouoralc aad politi- 
cal offenc es aad. a odor cartaia circum- 
stances. of robbary and daaartkra from tha 
array. Thraa amnaatiaa wars dadarad la 
September far datalnsaa convicted of car- 
tala criralaal and political ofleocoe. far all 
Iraqi Korda sought far crtraaa roraaatttad 
bofaro 9 September 1999. and far Egyptian 
■art noala co n v i cte d of crtraiaal off an c o s 
aacdudiag drorCraOddac aad praraadl- 


ths city. Thara wara illaptlnBi. which 


firm, that thoy bad boon a aa cirt ad. 

On 16 and 17 March aa aatlraatad 1.099 
paopla wara dalibarataly killad aod 
th o usands woondad ass result of cha o tkal 
waapoo attacks by Iraqi farcas oo ths towa 
of Halabfa. Swlaimaatya p rov inc e. is- 
portsdly altar Kardiah oppositioB farcaa 
had a otar ad tha towa. Moat of th* victims 
wara dviHaaa. raany of thara woraao aad 
children. Tha govaruraant daoiad raapoo- 
Ability far tho Inddont aod slalad that 
Iranian farcaa had oatrtad oot tha Mllhqi 
In Angost hnndrads of aoarraod Kardiah 
ctvillaaa wara Jillhwafali killed aod 


Osar a.000 paopla. tha raaforlty 
mad civilians, warp «aportad la h 
ran dalibarataly klUod by pa ra r nra 


r e p o rt ed to bora laanrkad attacks nsfag 
tanka, ha l lcopla r gaaahips. artillary and 
rh a nrtral wa ap ooa on hnnih ada af stUapra 


faroas and information was received shoot in tha provinces of Dohok. Idoaol aod 

tha dolibant* killing of hoodrada of othon AihfL Tho offensive oorao in tho waka of 

In 1997. Many wara victims of aitiaf o dl - tho Iranian Covarnraaofa occaptonca of a 
ofal aoactttion; ths groat raafnrtty wara ooaaoOra in Its conflict with Iraq. Oo H 


Knrdiah civilians. including whole fam- 
ines, killad m a raanh of larp seals ralli- 


lvillapranaar tha town af 


•ray attacks on civilian tarprts. Aranasty Dohok and o rraotad ovar U 100 paopla. 


prat of a systematic and dalibanas policy 
on tha part of tha Iraqi CnvraraH to 
oHraloolo Irani noraban of Kardiah dvil- 


In lata Angara and early Sopraaabra rant 
of thooaanda of vtllaprae fled the aflbetad 
araaa to aook rafbpa la Tmkoy aod ban. Oh 


afaod 


•7,000 Knrdiah civilians. The Iraqi Cos- 
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and refused • United Nations t— ■» permis- 
sion to travel to Iraq to Inveetigrte reports 
that such was poos had boon deployed. 

In January tha Shi's opposition laadar 
Sayyld Mahdi al -Hakim was assassinated 
by a gunman In tha lobby of tha Khartoum 
Hilton Hotel, Sudan. Tha Sudanaaa 
authorities bagan an Lnvastlgatlon Into tha 
killing amid allsgations that Sayyld Mahdi 
al-Hakim was kill ad by an agant working 
for tha Iraqi Government. According to a 
Sudan Naws Agency (SUNA) dispatch of 22 
July, tha investigation revealed that tha 
escape car used by the gunman belonged to 
the Iraqi Embassy in Khartoum, and that 
eye-witness descriptions of the suspect 
implicated a diplomat at the embassy. The 
suna dispatch went on: **ln view of this 
suspicion, the Public Prosecutor addres- 
sed a letter to tha Iraqi Minister of Justice 
on 13th January 1968 requesting him to lift 
the Immunity on the diplomat concerned 
so he could be interrogated." In February 
this request was refused and Iraq later 
recalled its Ambassador to Sudan in pro- 
test at tha allegations. 

As In previous yean hundreds of ex- 
ecutions were reported but it was not 
possible to ascertain the precise number. 
Those executed were said to have included 
members of banned political parties, other 
suspected government opponents, and 
army deserters. Many were reported to 
have been executed without charge or 
trial, among them five members of tha 
Kurdistan Socialist Party-Iraq (KSP-l) ex- 
ecuted in Arbil between November 1M7 
and January 1968. Tha bodies of four of 
them were returned to their families bear- 
ing marks of torture. Tha body of tha fifth 
was allegedly burled secretly in a cemetery 
in Arbil. In December some 60 people were 
reported to have been executed in the Koi 
Senjaq region of Arbil province. The 
majority of the victims were said to be 
army deserters arrested In mid-1966. It 
was not known whether they were brought 
to trial before execution. 

Thousands of political prisoners. In- 
cluding possible prisoners of conscience, 
continued to be detained without charge or 
trial, or after summary trials. They in- 
cluded actual or suspected members of 
prohibited political parties such as ol- 
Da*wo aJ-islamJyya. Islamic Call; tha Iraqi 
Communist Party (CP); the Kurdistan 
Democratic Party (KDT); the Patriotic 
Union of Kurdistan (PUT); the Kurdistan 


Socialist Party-beq (KSP-l); and tha Kur- 
distan Popular D e mocra tic Party (KPDP). 
Others included ermy deserters and draft 
res isto r s . Relatives of such people were 
arrested as hdstages In lieu of suspects 
being sought by the authorities. The child- 
ren of political opponents were also arbit- 
rarily arrested and detained as hostages in 
order to compel their parents or relatives 
to "confess" to alleged political offences. 

Mina and Mardan Rasho, two brothers 
arrested in July 1969 in al-Shaikhan when 
they were aged six and 13 respectively, 
were believed still to be in detention at the 
end of the year. They were reportedly 
arrested because of their father's suspected 
membership of the Petit Merge for c e s 
(armed Kurdish units). In mid-December 
some 200 military personnel and Ba'th 
Party officials wart reportedly arrested, 
most in Baghdad and Mosul, on suspicion 
of plotting a coup. Thay included two 
brigadier generals - ‘ Abd al-Ghani Shahin 
end Taleb 'All al-Sa'dun. At the end of the 
year their fate was unknown. 

Routine torture and ill-treatment of 
prisoners continued to be widely reported. 
The victims included political prisoners 
tortured in order to force them to sign 
" co n f es s ions" or to renounce their politi- 
cal affiliations. Some political prisoners 
ware reported to have been tortured short- 
ly before being executed. The victims in- 
cluded detainees below the age of 16. who 
were said to have been beaten, whipped, 
sexually abused, given electric shocks end 
deprived of food. According to the testi- 
mony of a former prisoner released from 
Abu Ghnib Prison In 1986. female 
prisoners have also bean hung upside- 
down by the feet during menstruation. 
Objects have bean inserted into the va- 
ginas of young woman, breaking the hy- 
men. Another detainee released from Abu 
Ghnib in September testified that be was 
tortured during 14 months spent in deten- 
tion. Arrested on suspicion of working 
with the KSP-l Path Margo, he was alleged- 
ly beaten, given electric shocks and made 
to face a mock execution. 

Tha fate of soma 176 people who "dis- 
appeared" while thay ware In detention 
between I960 and 1995 eras still unknown 
at the snd of ths year (aaa Amnesty Inter- 
national Report 1966). Among thorn were 
17 children agMl between 12 and 17. Moet 
be l o nged to Shi's families from regions 
such as Baghdad, Karbala* and Nejaf who 
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Ktedo. imb| thoM 119 children, 
"dloappoand” following Iter an 
Aagoat 1999, wm still unknown. AU 


chiidna. who th* Iowa ofHofcbfo. my 


la Aibil tod Mat to unknown doodnadone. 
ft wm believed that the mwti hod boao 
carried out in retaliation for tho rap's 
Military activities: tho dotaiaoM locMod 
doaa rolativM of bUs’od Bononi. Under of 
tho KDT. It wm faarod that many had boon 
ono cut od. 

Amnoaty International repeatedly 
appealed to tho fovomnaont for on and to 
tho doliboroto killing of onanaod Knidiah 
civilians. It alao expressed coooorn about 
tho lapoaition of tho doath ponalty and 
obout aliagrttone that aomo of thorn as- 


dooth In January Amnoaty International 
wged tho government to invoeftgrto m- 
porta oftho security farcM’ use of thollftnm 
po ta on again at political opponanta (na 
Amnaoty International Report 1999). 
Thoro wm no rooponM from the g over n - 
mant on tha poisonings but in proM reports 
bnq’a Amboaaodor to tho United Kingdom 
described tho allogrtiona m m Ulrn m and 
"biiifTf". In Auguat. tho gnyamomat re- 
plied to oppoola by Amnoaty International 
rogoHlng tho reporte d oaocution and de- 
Uborote killing of aoooo 990 paopla - In- 
dndlng 17 childron - In Hnvemhw and 
P oc o mbo r 1997 (too Amnoaty Inter 
anbonoi ftoport 1999). Tho govrawl 
confirmed tho execution of 12 poopio 
a mong tha 119 victime whom naaom wmo 
aubmittod by Amnoaty IntarnothmoL Oia 
of tho 12 wm 19-yeer-old Ribwar Mnhom- 
mod Karim Axis, a Kurd from Tfalolma 
niyo who hod boon arrootod whan ho wm 
19. Ho hod boon oontoncod to dooth by a 
apodal court and executed In Abn Ghsoffr 
Pitoon in P ooo mbM 1997. 

In an oral atateMont de li vered to fri 
Unitod Nations ri»— an finnan 
Righto in March. Amnoaty International 
draw attention to roporta of tha araentian 
and dalibarata killing by Iraqi fmoM of 
aooM 990 poopla in Novoabm and Docaoe- 

oond in Angnat to tho United Nottona 


minodon and Pro toc d on of 


t Ita frnqi dvil- 


appooiod to tho UN Socurity Council to act 
immediately to atop tho omaaocro of Knr- 
dtah civilians by Iraqi fmcoo. Tho appeal 
wm loonod following tho roporte d killing 
of hundreds of imarmod civilians la Kar- 
diah villages at the end of Angnat. In 


tha Turkish Govarnmaut to allow interna- 
tional protection for thonoaada of Iraqi 
Kardiah rafrfooo In Turkey who hod fled 
tha AngMt oftnaba. Tho caU fallowed on 
A mnooty Intarnatlnoal fact-finding drit to 
refugee camps la aonthaotearn Tarkny In 


ropotrladon to kaq. Soma ljoo Korda 


key to Iraq after tho Iraqi Gnwnmmfa 
aaaoaacomaat of on amnoaty for Korda on 
9 Soptowhar. At tho and of tho year their 
fate wm unkn own. 

b jbr f — ■ 

to tho United Nadoaa procedure (aador 
729F/1S03) for oonfldonttolly ra v towtog 
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TWi report doctti— Is Amnesty 

throughnel the world during IMS. Tha 
absence of an ontry in this re port on a 
particular country does not imply that no 
human rights violations of c o n c ern to 
Amnesty International have taken place 
there during the year. Nor is the length of a 
country entry any has is for a comparison 
of the extent and depth of Amnesty 

R eg ion al maps have been Included in this 
report to Indicate the location of countries 


and territories cited in tho text and for that 
purpose only. It is not possible on the 
small scale used to show precise political 
boundaries, nor should the maps bo taken 
as Indicating any view on tho status of 
disputed territory. Amnesty Intomationsl 
takas no position on territorial questions. 
Disputed boundaries and cease-fire lines 
are shown, where poesiblo. by broken 
Unas. Areas whose disputed status is a 
aiattar of unrasolvod concern before the 
rel evant bodies of the United Nations have 
been indicated by striping. 
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Ttewaada of political prisoner*. among 
them pris on ers of conscience. continued 
to be dataiaad without charge or trial or 
iasprisoned altar trial* which reportedly 
did ool satisfy international lair trial stan- 
dards. Torture of political pr is e na n 
remained widespread. "Disappearances” 
were reported and the government did not 
clarify the fate and whereabouts of thou* 
sands who "disappeared" in previous 
years. Many of the "disappeared" were 
believed to have been killed. Executions 
were also reported. Some of those execu- 
ted apparently had sought from the 
authorities benefits announced under offi- 
cial amnesties. In most cases it was 
unclear whether they had received any 
farm of trial. 

In Kcbruarv the government of President 
Saddam Hussein Announced plans to draft 
a now constitution and to promulgate laws 
authorising new political partios and intro- 
ducing press freedoms. The government 
also staled that the possibility of holding 
Iraq* first presidential elections was under 
discussion. Elections were hold in April for 
' the National Assembly and In September 
for the Kurdistan Autonomous Region's 


Kurdistan (tn k): the Kurdistan Socialist 
Party- Iraq ihi; Iraqi Gmimunist 

Party (in*) and al-Datm abbiamiyya. 
Islamic Call. Relatives of such suspects, 
including children, remained imprisoned 
while the authorities sought the suspects. 

Political detainees held during the year 
included Mulla Muhammad Dulgnyi. the 
Imam of the town of (Jala Diza in 
Sulaimamya Province. Ilu was arrested in 
April soon after he and other Kurds met 
officials to ap|ical against government 
plans for liimblv resettling hundreds of 
thousands of Kurds and destroying Kurdish 
towns. Them was no word of his Cate or 
whereabout* until hu was released without 


Legislative Counr.il. By the end of the rear 
the planned political reform* had mrt been 
intmdurril and reports of widespread 
abuse* continued to he received. 

In February a general amnesty was 
declared for Iraqis abroad accused nr iron* 
victod of political offences. |trm*it)tfd thev 
returned to Iraq lietween I and 30 April. 
Under the terms of the amnesty, all legal 
proceedings against them would he 
dmp|ted. Those considered "agents of the 
Iranian regime" were excluded from the 
amnesty. In April the terms of the amnesty 
w e r e amended. allowing Iraqis lo paetpone 
their return if they informed the authorities 
of their wish to benefit from the amnesty 
Some M Iraqi Kurils reportedly returned 
from Turkey in April. They were among 
tens of thousands of Kurd* who fled Iraq 
following chemical weapon attacks by gov- 
ernment fo rces in the northern Kurdish 
region in 'August 19M (see Amnetty \ 
International Report 1969) Some of the 
Kurds may have been returned to Iraq 
involuntarily, according to reports. 

A number of people who returned tu 
Iraq following amnesty announcements in 
IMS were reportedly arrested, tortured or 
executed in 19M and early 19*9. Some 
returnees "disappeared". It was not possi- j 
We to confirm government claims that 
92.000 pooplo had returned to Iraq by ! 
March as a result of the amnesties. 

Thousands of political prisoners, 
including pooplo who may have been pris- 
oners of conscience, continued to be 
detained without charge or trial, or after 
su m ma ry trials. They included suspected 
■■mn oi pramoaioa poutim pmtni 
such as the Kurdistan Popular Democratic 
Pmty OcrarL tho Kmdfof DemnrreHr 
Pmty M the Patriotic Union of 


charge in August. 

In September a British-hosed Iranian 
iuumuli't. F.irzad ILizuft. anil a British 
nurse. Daphne Parish. wen* arn-stixl in 
llaghd.Ml nn espionage charge* Tlte arrests 
timk plai n after Forrad Hamit liegan uivos- 
ligating report* that hiindnxl* of people 
bail Imen killed in August in an explosion 
at a military plant south of fi.tghd.id. The 
two detainee* were held incommunicado 
fur over six wirla and dented access to 
both consular represen tat iv»m and legal 
counsel, giving mat to fears that thin* might 
be tortured In October Farud BazoA 
appeared on Iraqi television and "con- 
fessed" to bring an Israeli spy. Neither be 
nor Daphne Parish, who was said to bn his 
accomplice. hail been formally charged or 
tried by the end of tho veer. 

Eight suspected members of the KT. 
most of them engineers or students from 
Baghdad and Mosul, were reportedly 
nrrested in Lite 19M and in lanuory. 
They included Athir Korkis. a graduate of 
al-Mustonsanyvu University, and Kifah 
Muhammad Kailhim. a social worker. Their 
fate and wherealimits remained unknown. 
The fate nf some 200 military* personnel 
anti Bath Party officials arrestod in 
Decoinlicr lOtMt also remained unknown. 
They were arrested in Baghdad and Mosul 
on suspicion nf plotting a coup. According 
to unconfirmed reports. Ill of them had 
been executed. There waa no nows of other 
former Ba‘th Party officials reportedly 
arrested in the same period in Samara*. 
‘Abdallah Sallum al-Samara'i. a former 
government minister, was among thorn 
detainees 

Routine torture and iU-iiuntmint of prie- 
was r e c eived during the year about the 
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•Jkfftd torture of ckHdm and a t kwn 
amatad in previous ymn far political im- 
WM For example, eight school student* 
aged between 13 and IB were arrested in 
Sulaimaniya Province in May 1907 and 
reportedly tortured. They were detained 
without charge or trial for over 1 5 months, 
most of that time in Sulaimaniva Security 
Directorate. They allegedly suffcn*d falwfa 
(beatings on the soles of the feet), beatings 
with mct.il rabies while naked and sus- 
pended hv the wrists fnim the ceiling, 
burnings with cigarettes, extraction of their 
finger-nail* and electric shucks. In August 
1988 the* were brought before the 
Revolutionary Qiurt and acrusrtl of anti- 
govemment .h fivilies. then released with- 
out cunvti non in September r»«M 
Unrnnfirnnil rejKiris said that four of them 
had been ream-mxl in April 

Among those reportedU toritired in 
1909 was a meiulier of the kV-l's Pe\h 
Mt'rji forces or arm«s| Kurdish units lie 
was arrested in Ketiruary after giving him- 
self up to the authorities in order to lament 
from the lit) Nnvemlier 1900 amnesty (see 
Amnesty International He j tort J9/M 1 He 
alleged after Ins release tliat he was held 
without charge or trial for J7 days. inituilv 
in the Military Intelligence Directorate in 
Baghdad and then in Prison No. 1 in the 
al-Harithivva District of the ntv He 
and 22 others sliareil a cell in Pnsnn No. 1 
measuring 12 metres bv 12 nietnr*. Iliov 
wem rcjieiiiislly beaten bv their guards, 
who denied one prisoner medical treat- 
mont when he suffered a broken wnst from 
tho lie.iimgv 

"Disapitejr.mces" w»m? reported during 
the year and thousand.* of pntonen who 
“disappeared" in previous loan, including 
178 members of Shi a families and some i 
8.000 Barra ni Kurds (see Amnrstv 
International Report 1 989). remained 
unaccounted for. In October Amnesty Inter- 
natiun.il nx eivetl information that .151 Kurd* 
arrested in August 1900 subsequently 
“disappeared" in custody. They were 
arrested in 'Amadiyya. Duhok Province, 
following chemical weepons attacks in the 
arua by Iraqi government forces. Among 1 
them were 33 members of the KUP's Pesh j 
Merj*n forces. The others were civilians, j 
most of them farmers. They also included 
52 c hildren ag«*d 11 to 17. They were ini- 
tially held at the Qal'a, the "castle*’, in 
Duhok and apparently "disappeared" in 
early September 1908. 


I TWrtydws Assyrians who ascumod 
front Turkey and Iran in late 1M0 and early 
! 1MB to benefit from government amn— ties 
also reportedly "disappeared" They 
included whole families from Duhok 
Province. A number of Kurds from Bahark 
resettlement camp outside Arbd citv. who 
had been among some 2.000 Kurils who 
returned to Iraq from Turkey tn 1908 fol- 
lowing the b September 1900 .mutest v. 
were said to have "disappeared" in cus- 
tody. They included Arj.in Man II.ixk.iii. 
Man Mon Nassau and Kliolul Klmdoid.i. .dl 
alleged MIH* supporters. 

Hundreds of (Mxiple wen* reportedk 
executed. in most it w.is difficult to 

ascertain whether they hod reieitixl auv 
form of trial Reports nx rived m Mon ii 
>tal«xl th.it ot least 1 1 army deserter* li.nl 
Iteeii e\ei lltetl ill the Imv ti ot .1 1 - Am.ir.i ill 
|nlv PIMM and that M l deserter* hod be. 11 
executed in Decrmlier 1*»HH hi January. 14 
army personnel and Bath Party offu iol> 
.UTusled in Uix:emi)er 1*100 tin xiixpicion ol 
plotting a roup were n?|>ortixll\ executed 
Thev inciudeil two hngadier-gener.il>. 
‘Al.tudilin lluss.nu and ‘Alai ol-(.ii.iiu 
Shjhm. and tine general. laleii All ol- 
Sa dun. hour others from this group wen* 
mporledly executed in July 111 Baghdad, 
among them Urigadier-Cienernl Abd al- 
(Jader al-Slulawi and Liiniienant-Clolonel 
Samir S.i dail.ih 

Infonnaiion received m Kebniury indi- 
cated that iuur members of an Assyri.m 
family from Ain Kawa village in Arbil 
province had l»vn killucl between early 
September and mid-October 1900. Hie vic- 
tims were Polous 'Aziz Sheba and Mesko 
Waniina. husband and wife, and their two 
daughters. Hamama and Sabi ha. ‘They had 
lived in hiding after the execution of an- 
other member of their family, occurding to 
reports, but surrendered to the authorities 
shortly after the G September 190H amnesty 
was announced. They were ullegtrdlv 
beheaded and their bodies. bearing mark* 
of torture, were found in October 1900 un 
the Arbi I - Mosul mad. 

Seven Kurils who sought to benefit from 
government amnesties were also executed 
in April in Dibs garrison near Kirkuk, 
apparently because of thuir past links with 
the Prsh A /ergo forces. Hiey included 
Sober anil Qutler Sa'di, twn brothers front 
the Oanubigh region in Sulaiinamyu 
Ptwiixa Four other suapoctud Kuniish 
opponents of (ho government arraated in 
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IMS «m nn*d la either Match or 
April throo of than la Abu Chraib Prison 
aw Bafbdod tad on* in Kirkuk followti* 
bit tritl by t military court In January tbo 
government confirmed the execution in 
IMS of two doctors. Ismail Hasten al -Tatar 
and Hisham Maher si -Sal man. It said they 
hod been sentenced to deeth under Article 
303/2/D of the Penal Code lor "the crime of 
raping patients insido their clinics while 
practising their medical profession". They 
were allegedly arrested after they made 
remarks regarding President Hussain at a 
private gathering in Baghdad. Their com- 
ments apparently had been tape r ecorded. 

Amnesty International continued to 
express its concern throughout the year 
about use of the death penalty and about 
allegations that some of those exocutcd had 
been tortured. 

Amnesty International also expressed 
its concern about mass political killing in 
previous years, including the killing of 
minors. In February it appealed to the gov- 
ernment to halt the politically motivated 
brutal treatment of children and young 
people. The organization published in 
February the names of 396 minors, both 
Arabs and Kurds, who had been detained 
without trial, imprisoned following sum- ; 
mary trials, tortured, exccutod or had been 
the victims of extraiudicial executions j 
since 1980. Among those riled in the publi- , 
cation. Children: Innocent Victim of 
Political Repression, were the cases of 21 
. youths who were aged between 14 and 17 
urban exocuted and at least 351 youths who 
"disappeared" while in detention. In 
March the government denied allegations 
of these abuses, including the execution in 
1M7 of 18-yeerold Ribwar Muhammad 
Karim 'Aziz. The government bed pro- , 
vkmsly con Armed his execution (see < 
Amnesty International Report 19691 The ; 
g ov ernmen t also denied in March reports j 
that some 200 army personnel and Bath ! 
Party officials had been arrested in 108B 
end that 14 of them bed been executed in , 
, January. 

In September and N o vemb er Amnesty ' 
In ter n ational appealed to the gov ernm e nt 
to greot Farad Baaoft and Daphne Parish ' 
legal and consular a ccess end to ensure : 
that they were protected from ill-treatment. ( 
k urged their immediate release unless • 
they received a fair and prompt trial on rec- 
ognizably criminal charges. By the end of ( 
the year no response had been received. 


fat an oral Maftamant d el i vered to the 
United Nations Commission on Hummi 
Rights in March. Amnesty International 
draw attention to continuing human rights 
abuses, including deliberate killit^s end 
the torture and axecution of political 
opponents and minors. An Iraqi Govern- 
ment re presentative said Amnesty Inter- 
national had launched a "premeditated 
endeavour.. .to deviate... world public opin- 
ion against Iraq*. Amnesty International 
said in March that it was "deeply disturbed 
at the decision of the (Commission |...to 
take no action on the systematic and wide- 
ranging abuses in Iraq". 

In an oral statement delivered in August 
to the United Nations Sub-Commission on 
Prevention of Discrimination and Protec- 
tion of Minorities. Amnesty International 
expressed concern about the continued 
detention of Mulla Muhammad Dalgayi 
and the execution of Kurdish political 
opponents who hail sought from the gov- 
ernment benefits announced under official 
amnesties. An Iraqi Government represen- 
tative responded by saying that Mulla 
Muhammad Dalgayi had been released and 
by denying that anyone had been executed 
after seeking benefits from an amnesty. 
Mulls Muhammad Dalgayi *s release, which 
look place a few days before the gov- 
ernment's response, was su bs e qu e nt ly 
confirmed. 
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Iraq is in effect a o via -party atata governed by the Arab 
Ba'ath Socialist Party (A BSP) through a ftevolut ionary Co— a nd 
Council (RCC) which has both executive and legislative 
authority undar tha provisional Constitution of 1948. Saddaai 
Hussain holds dacisiva power as Prasidant of tha Republic* 
Chairman of tha Council* and Sacratary Ganaral of tha Raqional 
Co— and of tha AASP. Two othar laqal partias ara asaantially 
support groups fof tha Govarn— at. 

Iraq's population comp risas many dlsparata groups* — st 
notably Shi* a and Sunni Muslim Arabs* Surds* Turcomans* and 
various Christian sacts* pradominaatly Assyrians and 
Chaldaans. 

Iraq's military is larga and wall trainad* and parts of it 
hava security rasponsibi lit las* notably tha Pursan* or Surdish 
tribal lavias* which hava rasponsibility for security within 
the Kurdish Autonomous Region. Tha national polica is 
responslbla for civil order. In addition* Iraq's intelligence 
services ara widely feared* and have engaged in estenalve 
surveillance and extralegal —ass to deal with antiregime 
activity* including torture and sum— ry execution. 

The Govarn— nt exerts a high level of control over tha 
economy, which is dominated by tha petroleum sector. Tha 
state owns all — jor industries* including petroleum and 
banking. In agriculture* tourism* the services industry* and 
light industry* the Govern— nt is engaged in a program of 
divestiture and privatisation. Close govarn— nt regulation of 
economic activity will be — intainad* but the Govern— nt is 
trying to attract investor capital and expertise in the 
operation of tha economy. 

Iraq's abys— 1 hum n rights record re— ined unacceptable in 
1988. Political and individual rights continued to be sharply 
limited* and tha news media re— ined largely under govern— nt 
control and subject to censorship. In addition to repressive 
do— stic controls that predate the war with Iran* tight warti- 
controls re— ined in effect after the cease-fire. These 
included a deer— which prescribes the death penalty for anyone 
who da— gas the country's military* political* or economic 
position. ‘Marti— travel restrictions* which prevent — st 
Iraqis from departing the country* also re— ined in force. 

Most significant in 1988 —re the grave hu— n rights violation! 
that occurred when the Iraqi armed forces — ved to crush a 
longstanding Kurdish rebellion after the August 28 cease-fire 
with Iran. The campaign was — rked by the use of chemical 
weapons against guerrillas and civilians alike. It —rked an 
intensif ication of the program begup in 1987 to destroy 
villages and hamlets in Kurdish areas of northern Iraq* and to 
relocate approxi— tely half a million Kurdish and Assyrian 
villagers to —re easily controlled towns and cities. In 
addition* there are unconfirmed reports that tens of thousands 
of Kurds have been re— ved from their ho— s to camps located 
outside traditional Kurdish areas of northern Iraq. 
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MSPKCT P0« NUMAM RIGHTS 

Sactlo* 1 M «n c t (or the Integrity o( tho Poroo*. lacMlnf 


•. Political Rilling 

Execution bos (or yoara booa an established aethod (or dealing 
with perceived political and allitary opponents o( tho 
Governaent. particularly asabers o( tho outlawed De'wa 
Organisation (an traa-supporteO fundaaentallst Shi's Muslin 
group that has e n gaged in acts o( international terrorlsa). 

Tho Governaent has boon accused o( aurdoring Iraqi political 
opponents in tho United Kiagdoa and Sudan; in tho case o( 

Sudan, the v let la was a loader o( tho opposition Supraaa 
Ass sab ly o( tho Islaaic Revolution in Iraq, based in Tehran 
and closely linked to the Da*we Organisation. 

Tho Governaent's lntonsldod o((orts to crush a Kurdish 
tabu 11 ion in northern Iraq resulted in approslaately S.OOS 
deaths, aany of than civilians, according to Kurdish sources. 
Tho Iraqi araed (orces aade ostonsivo unlawful use of cheaical 
weapona against both allitary and civilian targota in Iran and 
Iraqi Kurdistan. In tho eeeree o( a March is battle between 
Iraqi forces and Iranian Revolutionary Guards in and near tho 
Kurdish city of Malabja in northern Iraq, an ostiaated S00 to 
3.000 civilians were killed by Iraqi cheaical weapons. The 
United States coadaaned Iraq's action as s particularly grave 
violation of tho 1033 Genova Protocol on cheaical weapons, to 
which Iraq is a party, while noting that Iran also appears to 
have saployod cheaical weapons in tho sene battle. Several 
international toaas. including a U.M. teaa and a teaa of 
Belgian doctors, oonflraed the use of cheaical weapons in this 
battle. Twice in 1000 the U.M. Security Council rnnilSMad use 
of cheaical wea p ons in tho I ran- Iraq Mar. 

Mlth the cessation of hostilities between Iran and Iraq in 
August, tho Iraqi araed forcos launched an offensive against 
Kurdish rebel forces. Coabst troops froa tho Iranian front 
carried the battle to villages, which they clalaed rebels were 
using for sanctuary. 

On several days In August, cheaical weapons were used in this 
caapaign. laaodiatoly thereafter, at least 00.000 Kurds (led 
across tho border into Turkey. On Sept saber a, tho U.S. 
Oepartaant of State announced that it had conclusive evidence 
that Iraqi forces used cheaical weapons unlawfully against 
Kurds and condsaned its use. Since then, several groups, 
including a U.S. Senate staff delegation. Physicians for Mwaan 
Rights, and a British laboratory that analysed soil saa*les, 
conf lrasd Iraq's use of cheaical weapons in this ca^elgn. 

The Iraqis have denied using cheaical weapons against Kurds. 

In Its 1900 Report, covering 1907, Aanesty International (Al) 
noted that at least 17 Kurdish children aged 14 to 17 were 
executed in Nov saber and P a c aabar 1907. AI also reported tho 
poisoning of Kurdish opponents in Nov anb at 1907 by security 
forcos. 

b. Disappearance 

Iraqi ealgrants have reported that seas persons, particularly 
those detained by tho security police for subversion, disappear 
following detention. Kurdish rebels in northern Iraq have 
occaa tonally kidnaped foreign workers and buslnosaaen. In its 
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I9M Report. AI noted that the ‘disappearance’ 'of large 
numbers of people continued to be widely reported, and that 
■any of then were feerod to have been executed. 

e. Torture and Other Creel. Inhuman, or Do? rad in? 

Treatment or Punishment 

The Constitution prohibit© torture and preacrlbes stiff 
punlshNent for It, and the Coveriuaent reject© charges that It 
practices torture. Nevertheless, reliable reports make cleat 
that both physical and psychological torture are used by the 
authorities, especially the security police. Given the rigid 
chain of command within the Govermnent and security services, 
torture could not bo practiced without the authorisation of 
senior officials. 

According to enigro groups and fornor prisoners, persons 
detained by the security police for political or security- 
related natters are frequently tortured and nistreated. 
Treatment is reported to be worst Innedlately following arrest 
and during the period of Interrogation and Investigation, 
which can last for wont ha. Torture and brutal treatment are 
not United to political cases. Security- related offenses are 
broadly defined to Include such routine crinlnal natters as 
currency violations. 

The security forces* nothods of torture, often ©alloyed to 
eatract confessions or infornatlon about the suspect and hla 
colleagues, reportedly Include beatings with flats and rubber 
truncheons, electrical shocks to the genitals and other parts 
of the body, and the estractlon of fingernails and toenalla, 
as well as psychological torture. AI haa reported that ovsr 
the years the Governnent had denied allegations of torture 
even when the allegations were supported by detailed nedlcal 
evidence and that the Government had also failed to show that 
such allegations were ever investigated or that any 
perpetrators were brought to Justice. In its 1*M Report. AI 
noted that the routine use of torture by the security forces 
continued to be widely reported. It aaid that the victims 
included political prisoners, and cited a report that the 
bodies of 29 youths— who allegedly had been tortured shortly 
before being esecuted without trial in January 19«7— were 
returned to their families bearing narks of torture. They had 
keen among 300 Kurdish children and young people arrested in 


d. Arbitrary Arrest. Detention, or Exile . 


The Constitution and legal code provide for the rights of 
citisens and place checks on police powers in such areas as 
arrest, detention, imprisonment, and search. These provisions 
are generally respected In ordinary criminal cases, but have 
little weight in politicel or national security cases. 

Security police not only make arbitrary arreata but also 
secretly detain suspects, whose fate sometimes becomes kr_ 
only after they have been esecuted. Security chargea have 
included espionage, treason, and conspiracy against Iraq, 
often in collaboration with unnamed foreign foes. 


As part of its campaign to eliminate the Kurdish rebellion and 
to clear a security sone along its northern border, the 
Government continued the policy of relocating, soMtiees 
forcibly, several hundred thousand Kurds. Mhile wst were 
moved to or near Kurdish towns and citlea south of the 
mountains, there are unconfirmed reports that ethers were 
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•tiltd to non-Kurdish parts of tho country. Tho cispaign 
involved widespread destruction of Kurdish villages* and soar 
Turcoman and Christian villages near the front lines. 

In the past* Iraq has expelled to Iran large numbers of 
Iranians and Iraqis of supposed Iranian descent. These 
deportations ceased in the early 190O*s; however, most of the 
few remaining Iranians have been imprisoned or live under the 
fear of deportation or incarceration. Spouses of Iraqis of 
Iranian origin are required to obtain a divorce or suffer the 
jiamo consequences . Moroevor* other Iraqis* whose grandparents 
are shown not to be of Iraqi origin* are subject to arbitrary 
detention and deportation. Assyrian religious groups in the 
United States alleged in 19S7 that many Iraqi Assyrians were 
expelled to Turkey under this rule. 

tilth regard to forced or compulsory labor* see Section S.c. 

e. Denial of Pair Public Trial 

Iraq's legal system provides for investigation by police and 
then by an inquiry judge who say refer a case to the criminal 
court. A judge tries criminal cases; there is no jury. 
Convictions may be appealed to a court of cassation or* in the 
case of major crimes* the Nigh Court of Appeals. 

Trials of nonsecurity cases are held in civil* criminal* and 
religious courts and are open. Defendants are entitled to 
counsel. A lswyer is provided if a defendant cannot afford 
one. Charges and evidence are available for review. 

Appellate Courts hear cases not under the jurisdiction of the 
Revolutionary Courts. The Revolutionary Courts* which usually 
hold closed trlsls* deal with espionage* treason* smuggling* 
and drug trafficking. The right of defense In such courts is 
reportedly severely restricted. 

The "special courts" constituted by the RCC for specific 
incidents* such as the reported conspiracy against the regime 
in 1979* are also closed. These special tribunals sre 
apparently exempt from constitutional safeguards of 
defendants' rights; defendants are held incommunicado* and 
confess iona extracted by torture are used. Appeals can be 
taken only to the Chairman of the RCC. Ilowevor* the practical 
availability of this appeal is open to question* since there 
are reports that executions take place shortly after trial. 

Political dissidence in Iraq is taken by the authorities to 
encompass a wide range of activities and* In an envirofuaent 
where public acknowledgment of arrest or Imprisonment is rare* 
it Is extremely difficult to estismte the number of political 
prisoners. In its 19S8 Report* AI noted that "thousands of 
political prisoners" continued to be arbitrarily arrested and 
detained. 

f. Arbitrary Interference with Privacy* Family* Nome* or 
Co r res pondence 

The Constitution provides protections for the Inviolability of 
the l »om» * and strong cultural values reinforce these 
protections. Police must obtain a search warrant before 
entering the home of a criminal suspect. However* warrants 
are not required for the arrest of security suspects. 

Although most arrests occur outside the home* there have been 
reports of forced entry and arrest by the security police* 
particularly of suspected members of the outlawed Da'wa 
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Organisation As thoir campaign against Kurdish rebels 
intensified* government forcaa conduct ad large-scale saarchaa 
of hoars in Kurdish towns* and arrastad and ralocatad larga 
numbers of people. 

Thar a is no lagai protaction against tha Monitoring of 
telephones, which many Iraqis believe to ba a cosmos practice. 
Ail nail is believed subject to review by censors. Tha 
security services and tha »a*ath Party are generally assumed 
to maintain pervasive networks of informers. 

Section 2 Sea pact Cor Civil Liberties* Including: 

a. Freedom of Speech and Press 

These freedoms are not respected. The Constitution prohibits 
*any act aimed at undermining the national unity of the 
people, provoking racial, sectarian* and regional bigotry* or 
violating gains and achievements of the country," and the 
Government views political dissent as a security threat and 
strictly controls speech* all Information media* and 
assembly. The Government owns and operates the press* radio* 
and television. The media do not criticise the Government* 
and news reporting is strongly biased. Opposition viewpoints 
are not heard. Few foreign periodicals reach Iraq* and 
Mestern newspapers are not sold. Foreign visitors* magasines* 
newspapers, cassettes* cameras, and video cassettes may be 
confiscated at the airport. To control the dissemination of 
political leaflets* typewriters and photocopying machines smst 
be registered. Taking photographs of military installations, 
government buildings* or sreas near sensitive locations is 
forbidden and punishable by imprisonment. Journalists and 
photographers visiting Iraq at the invitation of the 
Government are required to present film taken in Iraq for 
inspection by the authorities. 

b. Freedom of Peaceful Assembly and Association 

Those freedoms are severely limited. Public meetings may only 
be organised under the auspices of the Government or the 
Ba*ath Party. Association for nonrellgtous purposes and 
demonstrations without government approval have amt with 
aevere repression. Professional organlaat Ions are aubject to 
control by the Ra*ath Party Central Vocational Sureau. 

For a discussion of freedom of association as it applies to 
labor unions* see Section 4. a. 

c. Freedom of Religion 

Iraq is sn ethnically and religiously diverse society. 

However* many non-Muslims* principally Jews and Christians* 
left Iraq under previous regimes. Since Its rise to power in 
194S, the Sa* athist Government* while carefully controlling 
religious groups* has enforced tolerance of religious 
diversity* seeking to submerge religious differences in the 
promotion of secular nationalism. A 1981 law gave the 
Ministry of Endowments and Religious Affairs the authority to 
promulgate laws and regulations governing places of worship* 
appointment of clergy* religious literature* and participation 
in religious councils and meetings. Muslin religious leaders 
°P*£* t * under close government supervision* are considered 
government employees* and receive their salaries through the 
Government. The Government administers the principal Muslim 
shrines and mosques and has Increased allotments to refurbish 
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•nd Mintaln them In an appartnt attwpt to «#&n support f ron 
the devout. 

While tho Government has assumed Much greater authority in 
Islamic religious affairs since 1911, the law has not been 
invoked against Iraq's Christian sects. Iraq's Christians 
number aore than 500,000 and constitute nearly 4 percent of 
the population. Their freedom of worship in churches of 
established denosii nations is legslly protected, but they are 
not permitted to proselytise or to hold meetings outside 
church promt non. Convents and monanter ton exist, and some now 
churches have been constructed. In some casea with government 
financial support. The Jewish community is believed to have 
decreased from 150,000 following World war II to under 400. 

It was severely persecuted in the past, but there is no 
evidence of recent persecution. One synagogue in Baghdad still 
functions. 

d. Freedom of Movement Within the Country, Foreign 
Travel, Emigration, and Repatriation 

Iraqis are generally free to travel within the country and to 
change their residences or workplaces. However they are 
likely to be constrained by social, cultural, and religious 
traditions which define the areas occupied by the various 
ethnic and religious groups. Sensitive border and other 
security areas are off-limits. Civilian travel in the war 
sons is restricted. Curfews are in effect where Kurdish 
Insurgents have been active. There are police checkpoints on 
highways and outside major towns, but most Iraqis and 
foreigners travel freely in nonrestricted areas. 

The Government's harsh campaign to suppress Kurdish rebels, 
involving mass relocations of Kurdish villagers, has nullified 
the right of hundreds of thousands of Kurds to choose their 
place of residence. An estimated 250,000 to 300,000 Kurdish 
villagers were forcibly relocated in 1988; since the 
Government began its program of forced relocation in 1987, an 
estimated 500,000 people have been uprooted. Since traditional 
Kurdish culture has been deeply embedded in the rural village, 
the forced removals and rasing of villages has had a 
destructive impact on the lives of some half a million Kurds. 

All Iraqis and most foreigners who reswin in the country for 
more than 2 weeks must obtain eait permission. Travel has 
heen even further limited since September 19li when severe 
restrictions on currency exchange were Imposed. Because of 
the war's drain on the economy, permission to travel abroad is 
restricted to a few categories of Iraqis, including officials, 
government-approved students, and persons needing medical 
treatment. While permission for swdical treatment abroad may 
be granted, permission to transfer hard currency abroad to pay 
for it usually is not. The Government seeks to limit the 
countries an Iraqi traveler may visit and, should the traveler 
visit a nonauthor 1 sed country, a small fine may be levied upon 
his return. Iraqis who have residences abroad may depart the 
country provided they originally had left before the war 
began. In general, a married woman must have the permission 
of her huaband to travel abroad. 

The Government can require a prospective traveler to post a 
substantial bond to assure return. The RCC decreed in 1987 
that Iraqi students abroad who refuse to return to Iraq must 
reimburse the Governamnt for all education received in Iraq or 
abroad at government expense. The resolution is applicable 
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rttroictUtly to students who have refused to roturn a loco 
May 14# 1943# tho day tho Government bag an enquiring thoaa 
employees who loft government joba boforo coop lot ing tho 
roquirod 20 yoara of work to roiiaburao tho Stato for tho coot 
of thoir education. Amounts duo can bo rocovorad by 
conf iacation; nonpayment may roault in impriaonmont . Bach 
atudant must provide a guarantor boforo travoling abroad. 

This guarantor and tho student's paronta may bo hold liablo it 
tho atudont faila to roturn. 

Thorn la no apaclfic ban on omlgratlon or apodal roatr let Iona 
for mambara of minority groups; however. omlgratlon la 
dlacouragod. Por tho past several yoara. a 1 moat all of thoao 
given parmiaaion to amigrata have boon apouaaa of foroign 
nationals . Prospective amigranta hava had travel parmiaaion 
dalayod and hava boon haraaaod. Many amigranta laava bohind 
aubataotial proparty bacauao of tha difficulty of aaporting 
aaaata. Currency exchange violationa ara conaidarod national 
security offenses, and panaltioa can bo oovoro. 

Allen apouaaa of Iraqi citisons who have raaidad in Iraq for 
at least 3 years are roquirod to become naturalised or leave 
Iraq. Many people, including several Americans, have thus 
been obliged to accept Iraqi citlsenship and are therefore 
subject to the present travel restrictions. In March 1984. a 
resolution by tha NCC reduced the residency period before 
naturalisation to I year for the spouses of Iraqi citisons 
employed in government offices. The Iraqi spouse faces 
penalties for noncompliance, including loss of job. a fine of 
approsimately $10,000. and repayment of the costs of education. 
Iraq does not recognise the concept of dual nationality, and 
many Iraqi "dual nationals." especially the children of an 
Iraqi father and a mother of non-Iraqi birth, have been denied 
permission to leave Iraq to visit the country of thoir other 
nationality. 

In recent years, the Government has instituted special 
programs to encourage the repatriation of qualified 
professionals. Aliena of Iraqi origin can apply for a 
document permitting them to enter and exit from Iraq without a 
visa. Former Iraqis can more easily obtain visitors* visas 
than can other aliens, who generally must have a sponsor. 

Other persons of Iraqi origin are permitted to return, 
including many persons who were admitted to other countries as 
refugees. A number of such people, especially Assyrian 
Christiana, have returned on temporary visits. They are free 
to come and go. within the limita of the present travel 
restrictions, since they are not considered to have violated 
Iraqi law*. However, those who emigrated only after the 
beginning of the Iran-Iraq War. including several U.S. 
permanent resident aliens, have been unable to depart Iraq 
after returning. At reports that in November 1987 the 
Government declared an amnesty "for Iraqis living abroad who 
had been convicted or suspected of political or criminal 
offenses. It was not known whether anyone took advantage of 
it." In September the Government announced an amnesty for 
Kuida who fled the country during the August campaign. 
Approximately 1.400 returned from refugee camps in Turkey. 

Section 3 he a pec t for Political Nights: The Night of Citisons 

I to Change Their Govermaent 

Citisons do not have the right to change their government In 
Iraq. The Sa'ath Party, whose limited membership la dominated 
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by the President and thm party's Ktqional CosMand* ruUs 
Iraq, thm party reportedly haa mm 1.5 Million adherents* 
representing about 10 percent of tbo population; but only mm 
50*000 "act i vo* or full me m b e rs* loaa than 0.35 porcont of tbo 
population* participato inf luontially in party activitioa. 
Thorn aro two othor logal political partioa* both Rurdiah. 

Thoy and tho Ba*ath Party conatituto tho Patriotic and 
Proqroaaivo National Front* oaaontially a vohiclo of aupport 
for tho Government. Tho two minor partioa carry on only 
limited activity. Members of tho aiilitary or aocurity 
services way engage In political activitioa only within tho 
Ba*ath Party. Aaaoclatlon with tho party ia not required for 
appointment to aonior government poaitlona or aiilitary ranka 
or oloction to tho National Assembly* but ia norsally 
nocoaaary to attain political influonco. Oppoaltlon groupa* 
including varioua Rurdiah groupa and aplintor partioa* aro 
aovoroly roproaaod. Tho C oaaniniat Party waa removed l tom tho 
National Front and doc la rod illogal In 1979. Tho Da'wa 
Organisation* a violont dlaaidont Bhi’lte group* ia atlll 
proacrlbod* and its atabo n aro subject to lncarcorat ion and 
oaocution* aa aro atabora of othor portion bollovod to bo 
cooperating with Iran. Tho Goveriuaent announcod in Hovaaibar 
plana to permit tho logal foraation of oppoaltlon partioa. 
Howovor. this development ia unlikoly to havo a major of fact 
on tho naturo of tho roglao. 

Gonoral oloctiona woro laat hold for tho 250-seat National 
Aaaoably in 1994. Tho Govornaont acroonod all tho candidatoa 
for consonanco with Ba'ath Party idoology. Though in thoory 
posaoaaing a wido rango of official dutloa* tho Aaaoably 
osorciaoa littlo roal authority. Tho aa>st rocont local 
oloctiona woro hold in tho Rurdiah Autonoaoua Boglon in 1980. 
with tho tora of tho National Aaaoably having oaplrod* 
oloctiona aro achodulod for March 1* 1989. 

Section 4 Govornaont a 1 Attitude Regarding International and 

Nongovor naonta 1 Invent Igat ion of Alleged Vlolationa 
of Huaan Right a 

Iraq denies charges that it violates huaan rights. Iraqi 
officials clala that tho inforaatlon on which AI and othor 
huaan rights groups base their charges coaoa froa pro-Iranian 
and Rurdiah Iraqi oailo groupa In London and Paris. In its 
1986 Report* AI noted several instances in 1987 in which Iraqi 
authorities had coaaented on AI reports or responded to AI 
inquiries* but in each case those authorities had defended 
their actions as Justifiable. Iraq refused to porait any 
Independent investigation* Including one under U.N. auspices* 
of charges related to the use of chealcal weapons in its 
caapaign to suppress Rurdiah rebels. Iraq adaaantly denied 
such use. 

There is no govornaont office or official charged with 
Investigating huaan rights and coordinating with othor 
governaents and international organisations on huaan rights. 
Iraq cooperatea with tho International Coaalttoo of the Red 
Croas in efforts to resettle Iranian civilian refugees in 
third countries. Tho U.N. Nigh Coamiasioner for Refugees 
(UNHCR) in previous years sent several represents tives to Iraq 
for brief periods to register refugees and to work for 
their resettlement. A UNHCR representative haa been in Baghdad 
since April 1988. 
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•action 5 Discrimination Based on Ric« f Sti, Religion, 

Language, or Social Status 

Ttio Ba*ath Party has boon committed to tbo equality of tho 
sexes, and a aorioa of laws ainco it caam to p ow e r in 1940 baa 
atoadily improved tho status of woman. Such laws havo 
protected woman from exploitation in the workplace; granted 
aubaidlsod maternity leave; permitted women to join tho 
regular army. Popular Army, and police forces; and equalised 
women's righto on divorce, land ownership, taxation, suffrage# 
and election to tho National Assembly. In the 19?0*s, tho 
Government imposed legal penalties on families that opposed 
sending their women to literacy schools, and on men who were # 
seen harassing women. However# women may still travel abroad 
only with the permission of their husbands. School enrollment 
of females has been increasing in recent years, reaching 45 
percent in elementary schools and 34 percent in secondary 
schools in 1983-84 •* 

Women represent about 47 percent of agricultural workers and 
about 23 percent of the total work force. The war accelerated 
the Government's drive to elevate the status of women, end 
some Iraqis believe it has peramnently broken cultural barriers 
to the acceptance of women in traditional male roles. Women 
have become increasingly visible as architects, construction 
engineers, oil engineers, air traffic controllers, factory and 
farm smnagers, and Air Force pilots. Some 40,000 women were 
reportedly volunteers in the Popular Army in 1982. 

The use of minority languages is unrestricted. Kurdish, an 
official language, is used in schools and media in Kurdish 
areas. Turcomans publish in their dialect of Turkish. The 
Shi* a, who make up roughly 35 percent of the population, have 
historically been economically, politically, and aocially 
diaadvantaged throughout the Middle Bast. The Government has 
a declared policy to raise their living standards and equalise 
opportunities for their economic and professional advanceamnt. 

For four centuries# political power in Iraq has been 
concentrated in the hands of the Sunni minority. Sunni Arabs, 
who comprise 20 to 25 percent of Iraq's population, dominate 
the ROC, the Regional C ommand of the Bs'ath Party, and the 
Cabinet. However# many Shi'ao hold prominent positions, and 
the economic status of the Shi's has improved. Nevertheless, 
the Government maintains a close watch against Iranian 
attempts to exploit dissatisfaction among the Iraqi Shi's, who 
adhere to the branch of Islam prevalent in Iran. 

Although Christians sometime allege discrimination in education 
and jobs, adherence to their religion has not prevented many 
from obtaining wealth and professional advancement. The Deputy 
Prime Minister and Foreign Minister, a Chaldean Christian, has 
represented Iraq even at meetings of the foreign ministers of 
the Organisation of the Islamic Conference. Other Christians 
hold important official and private positions. Cltisena 
considered to be of Iranian origin carry special 
identification, and they are often precluded from desirable 
employment and their advancement may be impeded. Many 
Iranian families have been in Iraq for generations. Some 
say their forebears were not from Iran but claimed Iranian 
nationality to evade Ottoman military conscription. 

i 
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Section I Worker bights 

a. The tight of Association 

Industrial workers do not constitute a significant part of the 
total work force, whose principal components are agricultural 
workers, shopkeepers, and government taploytta. Under the 
Trade Union Organisation Law of June 2 , 1M7, a new single 
trade union structure was prescribed for organised labor, 
workers in private and al and enterprises and In cooperatives — 
but not public employees br works is In state enterprlaea — have 
the voluntary right to join a local trade union committee. 

The trade union cosaiittees form trade unions which in turn are 
part of provincial trade union federations. At the top is an 
umbrella organisation, the Iraqi General Federation of Trade 
Unions, which is organically linked to the Sa’ath Farty and 
required to promote party principles and policies among union 
members. The General Federation is affiliated to the 
International Confederation of Arab Trade Unions and to the 
Soviet -control led world Federation of Trade Unions. It is 
also active in the tripartite Arab Labor Organisation which Is 
currently headquartered In Saghdad. 

Although workers legally have the right to strike, after 
providing notice to the Labor Ministry, no strikes have been 
reported for almost 20 years. 

b. The Sight to Organise and bargain Collectively 

Sven before the abolition of the Labor Federation, the right 
to bargain collectively was not recognised. Labor legislation 
and practice is uniform throughout the country. There are no 
esport processing sones in Iraq. 

c. Prohibition of Forced or Compulsory Labor 

The Popular Army, the militia of the Sa'ath Party, employs 
press-gang smthods to draft recruits. It sets up roadblocks 
and Inducts eligible men on the spot; they are sometimes not 
allowed to contact their families for weeks afterwards. 

Popular Army personnel perform duties In rear areas, freeing 
regular army personnel for front line duty; they also perform 
many functions, suck as reconst ruct ion work, which would 
normally be done by the civilian labor force. Mowovor, on 
October 30 the Government announced that the Popular Army 
would cease recruiting drives and begin to release Popular 
Army inductees who were currently in trsinlng camps. There 
has been no evidence of recruiting into the Popular Army since 
this announcement, and measures are under way to significantly 
reduce its slse. 

d. Minimum Age for Bmployamnt of Children 

Children are frequently encouraged to work as necessary to 
support the family, a common social practice in the Middle 
Bast. The employment of children Is forbidden In all 
enterprises other than small-scale family enterprises. 

e. Acceptable Conditions of Work 

The workweek in urban areas is 1 days, 7 to S hours a day, for 
workers in the private sector. Hours for government employees 
are set by the head of the ministry for which the employee 
works. Many government employees routinely work longer than a 
hours a day, some of them as such as 12 hours per day. Wages 
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are i«t by th# OonruMKt Cor public soctor workers (!.«., tho 
bulk oC tho employed) and do not sdhoro to any fixed per hour 
or per day rate; salaries are general iy deseed low but 
adequate. Mages In the small private sector are set by supply 
and demand. Occupational safety programs are in effect in 
state-run enterprises, and Inspectors sake irregular visits to 
private establishments; enforcement varies widely. A new 
government decree to extend occupational safety end health 
protection was Issued and subsequently withdrawn in De c ember 
If AO# repertedly leading to the dismissal of the Labor 
Minister* 
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Iraq ia la effect a one-party atata governed by the Arab 
•e'ath Socialist Party (ASSP) through a Revolut ionary Coaaand 
Council (NCC) which has both executive and legislative 
authority undar tha provisional Constitution of mi. S add an 
Nuaaain holds decisive power as Prasidant of tha Republic. 

Chair nan of tha ICC, and Secretary-General of tha Regional 
Conn and of tha A08P. TVo othar snail partlas ara assantially 
support groups for tha Government. In 1989 tha Government 
announcad its intantion to adopt a nultiparty ay a tan anshrinad 
in a now constitution. Elections for tha National Assembly-- 
which has faw powers— were held April 1. A draft constitution 
which would reportedly allow a nultiparty systen was completed 
in 1999 and is expected to be put to a referendun in early 
1990. It rasilns to be seen, however, whether this will 
dilute tha monopoly of power held by Saddan Hussain and tha 
ASSP. Iraq's population comprises many disparate groups, most 
notably Shi 'a and Sunni Muslin Arabs, Kurds, Turcomans, and 
various Christian sects, predominantly Assyrians and Chaldeans. 

Iraq's military is large and well trained, and parts of it, 
notably tha Pursan, or Kurdish tribal levies, have 
responsibility for security within tha Kurdish autonomous 
region. Tha National Police is responsible for civil order. 

The Government exerts a high degree of control over the 
economy, dominated by the petroleum sector, and owns all major 
industries. The Government has been carrying out a program of 
divestiture and privatisation in agriculture, tourism, 
services, and light Industry, and is trying to attract 
investor capital and expertise in the operation of the 
economy. However, close government regulation of economic 
activity is expected to continue. 

Iraq's human rights record remained abyamal in 1999. 

Effective opposition to government policy is stifled; the 
intelligence services engage in extensive surveillance and 
utilise extralegal means. Including torture and summary 
execution, to deal with antiregime activity. The civil rights 
of Iraqi citlsens continue to be sharply limited, and Iraqis 
do not have the right to change their government. The 
freedoms of speech and press and of assembly and association 
are virtually nonexistent. Other important human rights 
problems include continuing disappearances and arbitrary 
detentions, lack of fair trial, widespread interference with 
privacy, excessive use of force against Kurdish civilians, and 
an almost total lack of worker rights. In addition to the 
repressive domestic controls that predate the war with Iran, 
tight wartime controls, including travel restrictions, remain 
in effect despite the August 1999 cease-fire with Iran. 

An armed Kurdish insurgency continued in 19S9, but at a 
reduced level. Although there were no allegations that the 
Government used chemical weapons against Kurdish civilians in 
it did in 1999, in its efforts to crush the 
(•bullion, it continued to violate the human rights of 
elements of the Kurdish population. The Government announced 
in June that in its campaign to suppress the rebellion It has 
pursued a program since 1997 of establishing a depopulated 
security sone along the full length of Iraq's borders with 
Iran| and Turkey. Under this program, the Government has 
destroyed villages within a 30-kilometer-wide sone and 
relocated approximately 500,000 Kurdish and Assyrian 
inhabitants into more easily controlled end protected towns. 



746 


1412 


dtiu, and newly constructed settlements In trsditionsl 
Kurdish sross. 

RESPECT FOR HUMAN RIGHTS 

Section I Respect for the Integrity of the Person, Including 
Freedom from: 

s. Political and Other Bxtrsjudiciel Rilling 

Por years execution has been an established tragi eat hod for 
dealing with perceived political and Military opponents of the 
government, including, but not United to, atabers of the 
outlawed Da'we organisation (an Iran-supported fundamentalist 
Shi* a Muslim gioup that has engaged In acta of International 
terrorism). In aoae cases, a family only learns that one of 
its members has been executed when the security services 
return the body end regulre the family to pay a fine. 

Amnesty Internet lonal <AI). in Ita presentation before the 
U.N. Subcommission on the Prevention of Discrimination and 
Protection of Minorities in August, stated that it had 
received allegations that some 90 army deserters were executed 
In December 198S and charged that the Governamnt executed 11 
of its Kurdish opponents in Marc If and April 1M9. 

In its February report, "Iraq: Children: Innocent Victims of 
Political Repression," AI stated that it receives allegations 
of hundreds of executions in Iraq each year. AI cited the 
case of 29 Kurdish children end youths allegedly executed in 
January 1987. In addition, AI, in its 1989 Report covering 
1988, cited allegations that hundreds of civilians, including 
women and children, were executed at Tanjaro Military 
Garrison, Sulaimaniya province. Independent inforsmtion to 
confirm the allegations cited in AI reports Is not avallsble. 

b. Disappearance 

In the February report, AI asserted that thousands of people 
arrested over the years by Iraqi security or intelligence 
forces reportedly have "disappeared" while in detention, with 
many feared executed. In its August presentation to the U.N. 
Subconml salon, AI reported the disappearance in mid-April of 
Mulls Muhammad Dalgayi, described as the imam of Qal*at Dies, 
who was among delegates from Kurdistan who reportedly amt with 
government officials to appeal against forced settleamnt of 
the Kurda at Oal*at Dlxa. He was reportedly arrested In 
Baghdad and haa since disappeared. An Assyrian organisation 
baaed In the United States charged in March that the 
whereabouts of 33 Assyrians, who took advantage of the asmesty 
issued by the Governamnt and returned to Iraq from Iran and 
Turkey, were unknown. 


c. 


Torture and Other Cruel 
Treatment or Punlstaent 


Cruel, Inhusmn, or Degrading 
ihment 


The Constitution prohibits torture and prescribes stiff 
punishment for it. but it is clear that both physical and 
psychological torture are used by the authorities, especially 
the security police. Given the rigid chain of coewnd within 
- Bnd th# •• curl *y •ervicee. torture could not be 

practiced without the knowledge or authorisation of senior 
or K lclals . 
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Ealgr« group* and foratf prisoners assort that persons 
detained by the security police for political or 
security-related Batters are frequently toituced and 
Mistreated. Treatment is reported to be worst i Mediately 
following arrest and during the period of interrogation and 
investigation, which can last for Months. Torture end brutal 
treatMent are not llMited to political cases. 

Security-related offenses are broadly defined and Include such 
routine criMinal Matters as currency violations. 

In its 1989 Report# AI stated that the routine torture and 
i 11-treatMent of prisoners continued to be widely reported. 

It said the victinn Included detainees below the age of IS who 
were reportedly beaten# whipped# given electric shocks# and 
deprived of food. The Government cateqoi ical ly denied any use 
of torture agalnat children aa an official policy or as a 
practice# and stated its readiness to consider fully any 
individual allegation with a view to bringing perpetrators to 
justice. Impartial observers have so far been unable to look 
Into these el legations. 

d. Arbitrary Arrest# Detention# or Sail# 

While the Constitution and legal code provide for the rights 
of citisens and place checks on police powers in such areas as 
arrest# detention# impr isonment , and search# these provisions 
have virtually no weight in political or national security 
cases# although they are generally respected in ordinary 
criminal cases. Security police not only make arbitrary 
**rests but also secretly detain suspecta# whose fate 
sometimes becomes known only after they have been executed. 
Security charges have included espionage# treason# and 
conspiracy against Iraq# often In collaboration with unnamed 
foreign enemies. 

The relocation of 500.000 Kurdish villagers to other areas of 
Kurdistan since 1987 say be considered a form of internal 
exile. The Government declared in June 1989 that it was 
creating an uninhabited aecurity zone to ensure the safety and 
lacurity of citisens in the border regions (who were subjected 
to shelling and military operations during the war with Iran) 
and to provide better services to the villagers. 

Although the Government has ceased expelling Iraqis of 
supposed Iranian descent# most of the few remaining Iranians 
hsve been imprisoned or live under the fear of deportation or 
Incarceration. Spousea of Iraqis of Iranian origin are 
required to obtain a divorce or suffer the same consequences. 
Nortov«r # other Iraqis# whose grandparents are shown not to be 
of Iraqi origin# are subject to arbitrary detention and 
deportation. 


With regard to forced or compulsory labor# see Section S.c. 

e. Denial of Pair Public Trial 

Iraq's legal system provides for investigation by police and 
then by an inquiry judge who may refer a case to the courts or 
dismiss it. Judges try criminal cases; there are no juries. 
Convictions may be appealed to the Court of Appeal and then to 
thp Court of Cassation# the supreme court. There are no 
courts per se in Iraq; however, family courts 
administer Shari's law modified by Iraqi custom. 
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Trials of ordinary casos aro hold la doll, ctlalnsl. aad 
rollyloos cotiits aad aro opon. Oofoadaata aro oatltlod to 
counsol — at «o«ornaoat oapooao If tho dofoadaat la ladl«oat. 
Char 90 s aad ovidoaco aro available for roviow by tho lawyer. 
Appellate courts hosr canes not under tho jurisdiction of tho 
Revolutionary Courts. 


In contrast to ordinary cists, security casos aro handled by 
the Revolutionary Courts, which usually hold closed trials. 
Security cases include espionage, treason, smuggling. currency 
exchange violations and drug trafficking. The right of 
defense in such courts is said to be severely restricted. The 
"special court a* constituted by the RCC for specific 
incidents, such as the reported conspiracy against the rag law 
in 1979 . are also closed. These special tribunals are 
apparently exempt from constitutional safeguards of 
defendants* rights; defendants are held Incommunicado. and 
confessions extracted by torture are admissible. Appeals can 
be taken only to the chairman of the ROC. However, the 
utility of this appeal is questionable, since there are 
reports that executions take place shortly after trial. 

Political dissent in Iraq is taken by the authorities to 
encompass a wide range of activities sad. in an envirowasnt 
where public acknowledgement of afreet or ia^risonment is 
rare, it is extremely difficult to estimete the number of 
political prisoners. In its 1999 Report. A1 stated that 
"thousands" of political prisoners continued to be arbitrarily 
arrested and detained, especially members of prohibited 
political parties. Army deserters, and draft resisters. 
Relatives, including children of suspects, are said to be held 
as hostages to compel confessions. 


f. Arbitrary Interference with Privacy. Pamily. Home, or 
Cor responds nee 

The Constitution provides protections for the inviolability of 
the home, and strong cultural values reinforce these 
protections. Police must obtain a search warrant before 
entering the home of a criminal suspect. However, warrants 
are not required for the arrest of security suspects. 

Although most arrests occur outside the home, there have been 
reports of forced entry and arrest by the security police, 
particularly of suspected members of the outlawed Da*wa 
organisation. 


Although the Constitution provides for the confidentiality of 
5“ I Rnd telegraphic and telephone correspondence, many Iraqis 
the monitoring of telephones is a cosmon practice 
and that all mail Is subject to review by censors. The 

•• f ** c * B lrH * Ba'ath Party amintain pervasive networks 
of informers. The Government maintains a close watch against 
Iranian attempts to exploit dissatisfaction among Iraqi Shi*a« 
who adhere to the branch of Islam prevalent in Iran. 

g. Use of Excessive Force and Violations of Humanitarian 
Law in Internal Conflicts 

Clements of Iraq's Rurdish population have engaged in armed 
f*"'?* 1 * ««^rnments of Iraq periodically since the 

Th# OMt the 1 1 an- Iraq war In 1990 sparked a 
new ant I government Insurgency by Kurdish elements, many of 
Taa? ** , th or aided Iran during the war. Prom 1991 to 

Cov#c ??? 2 t ! s ctumh the rebellion 

militarily resulted in approximately 9.099 deaths, many of 
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ttoa clvtl&Mt killed lftdlici ialnattly by clMaicai wtapoM in 


Although tho fight lug was at a reduced Uvtl in 1909, Kurdish 
Military operations continued, aa did government neaaurea to 
contain then. Kurdish rebels continued to announce their 
hostility towards the central Government. On August 29, 1909, 
the leader of one group of insurgents stated to the press in 
Geneva that his group would target foreign interests in Iraq 
supporting the Iraqi regine. At year's end, the cycle ef 
Kurdish rebellion end government repression remained 
unresolved. 


Section 2 Kespect for Civil Liberties, Including: 


a. Freedom of S pee c h and Press 


The freedoms of speech and press are not respected. The 
Constitution prohibits "any act aimed at undermining the 
national unity of the people, provoking racial, sectarian, and 
regional bigotry, or violating gains and achievesmnts of the 
country.* The Government views political dissent as a threat 
to its security and strictly controls speech and all 
information media. All publications are subject to 
censorship. The Government and the Sa'ath Party own and 
operate the press, radl j. and television. The madia do not 
criticise the Government, and news reporting is strongly 
biased. There is no presentation of opposition viewpoints. 


Pew foreign periodicals reach Iraq and those that do may be 
CMtortd. Western newspapers are not sold. Foreign visitors* 
magasinea, newspapers, cassettes, cameras, and video cassettes 
■•1 he confiscated at the airport. To control the 
dissemination of political leaflets, word processors and 
computers must be registered. Failure to register is a 
criminal offense. Iraqis no longer need to register their 
typewriters or photocopiers, but foreigners in Iraq must do 

Photographs of military installations, government 
buildings, or areas near sensitive locations is forbidden and 
punishable by imprisonment. Journalists and photographers 
visiting Iraq at the invitation of the Govermaent are required 
to present film taken in Iraq for inspection by the 
authorities. 


b. Fr 


ef Peaceful Assembly and Association 

These freedoms are severely limited. Public meetings may only 
be organised under the auspices of the Government or the 
hh * s th Party. Association for nonreligious purposes and 
demonstrations without government approval have met with 
severe repression. Professional organisations are subject to 
control by the Sa'ath Party Central Vocational bureau. 

For a discussion of freedom of association 
labor unions, see Section 4. a. 


•• it applies to 


Freedom of beligion 


Since 


is sn ethnically and religiously diverse society, 
its rise to power in 194S, the Sa*ath Government, while 
carefully controlling religious groups, has enforced tolerance 
sjjsliginus diversity, seeking to submerge religious 
differences in the promotion of secular nationalism. A 1901 

wtkodty t, law, a ad rafwlatioaa fovarala, plac.s 
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of worship, appointment of clergy, publication of religious 
literature, and participation in religious councils and 
meetings. Muslim religious leaders operate under close 
government supervision, are considered government employees, 
and receive their salaries through the Government. The 
Government administers the principal Muslim shrines and 
mosques and has provided allotments to them and to churches 
for maintenance and refurbishing. There are no penalties 
under Iraqi law for changing one's religion, although there is 
a social atigma for Muslima who convert to another faith. 

While the Government has assumed much greater authority in 
Islamic religious affairs since 1981, it has been less 
intrusive into the religious affairs of Iraq’s Christians, who 
number mote than 500.000 and constitute nearly 4 percent of 
the population. Their freedom of worship in churches of 
established denominations is legally protected, but they are 
not permitted to proselytise or to hold meetings outside 
chuirh premises. Convents and monasteries esiat, and some new 
churches have been constructed, in some cases with government 
financial support. The Jewish community has decreased from 
150,000 following World War II to under 400. There is no 
evidence of lecent persecution. One synagogue in Baghdad 
still fund ions . , 

d. Freedom of Movement Within the Country. Poreign 
Travel, Emigration, and Pepatriation 

Iraqis are generally free to travel within the country and to 
chanqe their residences or workplaces. However, they sre 
likely to be constrained by social, cultural, and religious 
traditions which define the areas occupied by the various 
ethnic and religious groups. Sensitive border end other 
security aroos see off limits. There sre police checkpoints 
or highways and outside major towns, but Iraqio and 
nondiplomat ic foreigners travel freely in nonrestr icted areas. 

The Government's harsh campaign to suppress Kurdish rebels, 
involving mass relocations of Kurdish villagers, has nullified 
the right of hundreds of thousands of Kurds to choose their 
place of residence. Since the Government began its program of 
forced relocation in 1487, an estimated 500.000 people have 
been uprooted. Since traditional Kurdish culture has been 
deeply embedded in the rural village, the forced removals and 
razing of villages has had a destructive impact on the lives 
of some half a million Kurds. 

Mo.it foreigners who remain in the country for more than 30 
days and all Iraqis must obtain eslt permission. Travel has 
been severely limited since September 1988, when the 
Government imposed tight restrictions on currency exchange. 
These restrictions were eased sonavhat in 1989, but the most 
an Iraqi may ezchsnge is 1,000 dinars ($3,220). Because of 
the drain on the economy caused by the war and reconstruction, 
permission to travel abroad is restricted to s few categories 
of Iraqis, including officials, businessmen, government- 
approved students, and persona needing medical treatment. In 
1989 the Government eased restrictions to permit one parent to 
visit his or her offspring who is studying or working abroad. 

While permission for medical treatment abroad may be granted, 
permission to transfer hard currency abroad to pay for It may 
not be. In cases of those dealring medical treatment In the 
United 6tates. the Government now requires a bond to be posted 
by an American friend or relative with the Iraqi embassy in 
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Washington before exit permission is grouted. The minimusi 
amount of this boed is $10,000. The Government some times 
limits the countries sn Iraqi traveler may visit and, should 
the traveler visit a nonauthorised country, s smell fine say 
be levied upon his return. Iraqis who have residences abroad 
•ay depart the country, provided they originally left before 
the war began. A married woman must have the permission of 
her husband to travel abroad. 

The Governnmnt can require a prospective traveler to post a 
substantial bond to ssaure his return. The RCC decreed in 
1907 that Iraqi students abroad who refuse to return to Iraq 
ski st reimburse the Government for all education received in 
Iraq or abroad at government expense. The decree is 
applicable retroactively to students who have refused to 
return since Hay 10, 1903, the date the Goverrasent began 
requiring employees leaving government jobs before 20 years of 
service to reimburse the State for the cost of their 
education. Aamunts due can be recovered by confiscation; 
nonpayment amy result in imprlsovusent . Each student must 
provide a guarantor before traveling abroad. This guarantor 
and the student's parents may be held liable if the student 
fails to return. 

There is no specific baa on emigration or special restrictions 
for members of adaority groups; however, emigration is 
discouraged. Por the past several years, almost all of those 
given permission to emigrate have been Christian Iraqi wives 
of forsmr Iraqi dtisens now living abroad as citisens of 
another country. Prospective emigrants have had travel 
permission delayed and have been harassed. Hany emigrants 
leave behind substantial property because of the difficulty of 
exporting assets. Currency exchange violations are considered 
national security offenses, and penalties can be severe. 

Hon- Iraqi spouses of Iraqi citisens who have resided in Iraq 
for 5 years are required to take Iraqi nationality or leave 
Iraq. Hany people, including several Americans, have thua 
been obliged to accept Iraqi cltisenship and are therefore 
subject to the present travel restrictions. In Harch 19S4, an 
order by the HOC reduced the residency period before 
naturalisation to 1 year for the spouses of Iraqi citisens 
employed in government offices. The Iraqi spouse faces 
penalties for noncompliance, including loss of job, s fine of 
approximately $10,000, and repayment of the costs of 
education. Iraq does not recognise the concept of duel 
nationality, and many Iraqi *dual nationals,* especially the 
children of an Iraqi father and a mother of non-Iraqi birth, 
have been denied permission to leave Iraq to visit the country 
of their other nationality. 

In recent years, the Government has instituted special 
programs to en c o u rage repatriation of qualified 
professionals. Aliens of Iraqi origin can apply for a 
do cu ment permitting them to enter and exit from Iraq without a 
visa. 

Other persons of Iraqi origin are permitted to return, 
including many persons who were admitted to other countries as 
refugees. A number of such people, especially Assyrian 
Christians, have returned on temporary visits. They are free 
to coma and go, within the limits of the present travel 
restrictions, since they are not considered to have violated 
Iraqi laws. However, those who emigrated only after the 
beginning of the I ran- Iraq war. Including several U.O. 
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permanent resident aliens, have been unable to depart from 
Iraq after returning. In September and November 1968 and in 
February and March 1989, the Government announced amnesties 
for Kurds who fled the country for any reason. Approximately 
2,000 have voluntarily returned from refugee camps in Turkey. 

Section 3 Respect for Political Rights: The Right of Citizens 

to Change Their Government 

Iraqi citizens do not have the ability peacefully to change 
their government. President Saddam Hussein and the RCC rule 
Iraq through the Ba*ath Party. It reportedly has some 1.3 
million adherents, representing about 9 percent of the 
population. 

There are two other small legal political parties, both 
Kurdish. They and the Da'ath Party constitute the Patriotic 
and Progressive National Front, essentially a vehicle of 
support for the Government. Members of the military or 
security services may engage in political activities only 
within the Ba'ath Party. Association with the party is not 
required for appointment to senior government positions or 
military ranks or election to the National Assembly, but is 
normally necessary to attain political influence. Opposition 
groups, including various Kurdistf groups and splinter parties, 
are severely repressed. The Communist Party was removed from 
the National Front and declared illegal in 1979. The Da’wa 
organisation, a violent Shi’ite group, is still proscribed, 
and its members are subject to incarceration and execution, as 
are members of other parties believed to be cooperating with 
Iran. Plans the Government announced in 1968 to permit legal 
formation of opposition parties were not implemented in 1989. 

General elections were held for the 250-seat National Aaseatoly 
in April. Though in theory possessing a wide range of 
official duties, the Assembly exercises little real 
authority. The majority of the more than 900 candidates were 
independents, although all supported current governsmnt 
policies. The elections by secret ballot were more open than 
in the past, and some high-ranking Baath party officials were 
defeated. 

The biennial elections for the Legislative Assembly of the 
Kurdish Autonomous Region were held in 8eptea£>er 1969. All 
174 candidates, from the three legal parties and independents, 
had to satisfy the same requirements as National Assembly 
candidates. The Legislative Assembly does not exercise 
meaningful authority. 

In October 1989, an Experts Commission finished drafting a new 
Constitution to replace the Provisional Constitution of 1970. 
Iraqi officials assert that the new Constitution will provide 
more guarantees of human rights. However, the new 
Constitution has not yet been made public pending approval by 
President Saddam Hussein and the RCC. 


Section 4 Governmental Attitude Regarding International and 

Nongovernmental Investigation of Alleged Violations 
of Human Rights 

The Government allows one human rights group to operate inside 
Iraq, but this is largely under government control. The 
Government lias rarely cooperatod with private foreign groups 



763 


1419 


— ■ ia iarMtiaatiat avaata or 


Section 3 


or international oifaalaati 
practices ia Iraq. 

US th * t 4t » 4 ®l»tas haaaa rights. 

** thi J kfci on which AI and othor hunan 

K^diah’i^Si «tT- th * ir **?'•*• co *“ fro " P»o-Iranian sad 
f!!nnif h nn C r?i 4 " t0,,d0 “ *»d PSriS. Ia its l*Sf 

rtporton children In Irtq, AI citod several instances ia 

authorities had cowntad on AI reports or 

htd P dTrtlal^ *L t ^ qulr 4 ** , . bMt lB •* ch c «« thasa authoritlaa 
t£ f . ,ct lon * •• Jestif isble or denied 

... •« C «* C T °f M *a information. A raaolutloa before tha 
?? 4 kfc *. Pt#,r * ntion of OiTCriaiaatioo and 

»v2 ti S tio ? °f Mi “ orititi 4o August 1919a tnfllfm that tho 

Coeeiaaion on Himn Rights study tho huean riahta 
aituatloa ia Iraq, aaa aarrZwly defeated? * tU 

fooftmtm with tba Iatoraatioaal Coaaalttee of tha 
4 - ««orta to rasattla Iranian civlTTan ^fCg^ in 

Hi th# " M4 « h C«- i-ionar for Raf!JZa. 

ham had a paraaaaat representative ia Iraq a Inca April IMS 

resettlement* lr ** l “ *«*mqees •«* **orha for their 

Discrimination Based on Race. Baa, Raligioa, 
language. or Social Status 

Tha Be'ath Party is co — i ttad to tha aquality of tha 

® aariaa of laws aiaca it csm to powar ia itci k.. 
ataadily improved tha status of ^Swan . ^5ire hi” bS 

subsidized IS?*“ f'°* **P loit * tloB in tha workplaca; grent^ 
subsidised eaternit y leave; porsiit womd to loin tho roouimr 

* r " 3r# IBd Police forces; sod eguslise wosnhi’s 

t.sstlon“suffr.gr^Sd 

•lection to the Rstionsl As snob ly. in the 1970 *s tho 

ssssa.’sjtsjf: - 

tSKMSJSlf 1 

niSi!ir« L5SJ*:.*i:Jrr *•"•••»•» >• ..~m r~n: 

**•^”**■9 pox cent in elensntsry schools smi 4 _ 

secondary schools ia i»ss-s«. • B- M p#rc “ t 4 " 

JX? ?* ' ^« 4c »lt«r.l worhar. and 

theOoverSSi dM^\« !?* “? tk ' orc * — * accalarstad 

w WT «*nmnt s drive to elevate the status of nnai ■■ u 

appears to have aignificantly reduced, if not removed’ 

isiinii 0 * SES 8 *** 

ar~d°ii:£; SuS^tShi^OT^id^ 1 ' roI# la th * 

Sirs aarLnsirt els's**® a 

v 12 ■ as-. 

M-sr-S s srr 



754 


1420 


IRAQ 

The use of minority languages is unrestricted. Kurdish is an 
official language used in schools and media in Kurdish areas. 
Turcomans publish in their dialect of Turkish, and Christians 
often use Aramaic as well as Arabic. 

The Shi 'a, who make up roughly 55 percent of the population, 
have historically been economically, politically, and socially 
disadvantaged throughout much of the Middle East. y he 
Government has a declared policy to raise their living 
standards and equalise opportunities for their economic and 
professional advancement. For four centuries, political power 
in Iraq has been concentrated in the hands of the Sunni 
minority. Sunni Arabs, who comprise 20 to 25 percent of 
Iraq's population, dominate the RCC, the Regional Command of 
the Da* ath Party, and the Cabinet. However, increasing 
numbers of Shi 'as hold prominent positions, and the economic 
status of the Shi* a has improved through intensive government 
investment in the economic and educational infrastructure of 
southern Iraq. 

Although Christians sometimes allege discrimination in 
education and jobs, adherence to their religion has not 
prevented many from obtaining wealth and professional 
advancement. The Deputy Prime Minister and Foreign Minister, 
a Chaldean Christian, has represented Iraq at meetings of the 
foreign ministers of the Organisation of the Islamic 
Conference. Other Christians hold important official and 
private positions. 

Citizens considered to be of Iranian origin carry special 
identification. They are often precluded from desirable 
employment and their advancement may be impeded. Many 
"Iranian" families have been in Iraq for generations. The two 
holiest shrines of Shi's Islam, the prevalent sect in Iran, 
are located in Iraq. For generations Iranians have come to 
Najaf and Karbala on pilgrimage or to study in the seminaries, 
and many settled there. Some "Iranians" say their forebears 
were not from Iran but claimed Iranian nationality to evade 
Ottoman military conscription. 

Section a Worker Rights 

a. The Right of Association 

Trade unions independent of government control do not exist in 
Iraq. Under the trade union organization law of June 2, 1987, 
a new single trade union structure wes prescribed for 
organized labor. Workers in private and mixed enterprises and 
in cooper at ives--but not public employees or workers in state 
enterprises — have the right to join a local union committee. 

The committees form trade unions which in turn are part of 
provincial trade union federations. At the top is an umbrella 
organization, the Iraqi General Federation of Trade Unions, 
which is organically linked to the Da'ath Party and required 
to promote party principles and policies among union members. 
The General Federation is affiliated with the International 
Confederation of Arab Trade Unions and the Common 1 a t-cont rol led 
world Federation of Trade Unions. It is also active in the 
tripartite Arab Labor Organisation, headquartered in Baghdad. 

Although workers legally have the right to strike, after 
providing notice to the Labor Ministry, no such strikes were 
reported in 1989. There was a 1-day wildcat walkout by 
Egyptian workers protesting excessive work hours. 
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b. The li«kk to OtfMin aad Nt{«lt Collwtinlr 

Tto right to bir«(ia wllaetlraly is net tteot«it«d. Salaries 
(or public sector workers (i.o. tbs bulk of tbs alloyed) are 
set by tbe Government. wages in the private sector are set by 
the employers or negotiated individually with workers. 

Iraq, which has ratified International Labor Organisation 
(1U» Convention 99 on the Right to Organise aad bargain 
Collectively, was criticised by the ILO‘s Comal ttee o( bsperts 
(COS) in 19S9 (or the (set that its new labor code of 1987 
(ails to provide workers with protection against antiunion 
discriaination. The COS also espressed regrot that the 19S9 
Act on trade union organisations did not provide (or 
collective bargaining. 

There are no esport processing senes in Irsg. 

c. Prohibition of Forced or Conga laory Labor 

Although coape 1 so ry labor is prohibited by law, during and 
abort ly after the war with Iran tba Popular Araqr, the nilitia 
of the Pa*atb Party, enployed press-gang aethods to draft 
recruits. However, these activities ceased in Noveaber lost, 
and the Popular A nay was (or the aost part deaobilised in 1999. 

ILO supervisory bodies again in 1989 espressed concern that 
(be Penal Code permits the punishment of civil servants with 
imprisonment, including coapulsory prison labor, (or breaches 
of labor discipline, which include resigning from one's job. 

A November cabinet meeting, reported in the goveriaaant -directed 
press, quoted the remark of a alnistor that resignation from 
9®*crnment jobs should be free, confirming that heretofore 
civil servants have had to buy their way out of government 
service. 


d. Miniaum Age fer Baployment of Children 

Children are frequently encouraged to work as necessary to 
support the family, but the employment of children under age 
14 is forbidden in all enterprises other than samll-scele 
family enterprises. Children between the ages of 14 and 18 
who are employed are protected by law: they work fewer hours 

sad have more privileges than adult workers. 


e. Acceptable Conditions of Work 


The workweek in urban areas is « days, 7 to 8 hours a day, for 
workers in the private and nixed sectors. These provisions do 
not apply to agricultural workers whose workweek and hours of 
work per day can vary according to individual employer-employee 
•Preenante. Hours for government eagloyeea are set by tbe 
head of the ministry for which the employee works. Many 
government employees routinely work longer than 8 hours a day. 
some of them as much as 12 hours per day. 


Occupational safety programs are in effect in state-run 
enterprises, and inspectors make visits irregularly to private 
establishments. Enforcement varies widely. A government 
decree to extend occupational safety and health protection was 
issued and aubeequeetly withdrawn in December 1988. reportedly 
resulting in the dismissal of the Labor Hiniater. 7 


A special problem arose sfter the Government decided in June 
to reduce drastically the amount of hard currency foreign 
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wocktri could remit. It is widely believed thst the 
Government took this siossuro to "encourage* foreign workers to 
leave the country, thus freeing jobs for demobilised Iraqi 
soldiers. Workers not on contract were particularly hard 
hit. Moat of the over 2 million Egyptian workers in Iraq were 
manual laborers. When they learned they would be able to 
transfer only $32 per month, they began to leave Iraq in 
droves, an estimated 2,000 per day by air alone. Egyptian and 
other foreign workers in Iraq have claimed that some Iraqi 
employers forced them to work 12 to 1$ hours a day for a 
hours* pay or refused to pay wages. The Government has 
admitted that Iraqi banks have been slow to pay remittances. 
Egyptian workers are in fact receiving their savings a year 
after leaving Iraq. 
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Iraq it a de facto one-party stata govarnad in thaory by tha 
Arab Ba'ath Socialist Party (ABSP) through a Revolutionary 
Command Council (RCC) which is vested with both executive and 
legislative authority under the provisional Constitution of 
I960. In practice Saddam Hussein holds decisive power as 
President of the Republic, Chairman of the RCC, and Secretary- 
General of the Regional Command of the ABSP. In 1989 the 
Government announced its Intention to adopt a multiparty 
system enshrined in a new constitution. However, the draft 
constitution published in July 1990, but not yet adopted, 
would alter the form but not the substance of Iraq's political 
system. In the new "Presidential Republic," the President 
would assume most of the current powers of the RCC, which 
would be abolished. Iraq's population comprises many 
disparate groups, most notably Shi 'a and Sunni Muslim Arabs, 
Kurds, Turcomans, and various Christian sects, predominantly 
Assyrian and Chaldean. 

Iraq's armed forces are large, generally well trained and well 
equipped, and Include a special component, the Pursan, or 
Kurdish tribal levies, with responsibility for security within 
the Kurdish autonomous region. A security apparatus 
consisting of militias attached to the President, the ABSP, 
and the Interior Ministry has been responsible for numerous 
human rights violations. The armed forces have been 
responsible for human rights abuses. Iraq's National Police 
is responsible for civil order. 

The Government exerts a high degree of control over the 
economy, dominated by the petroleum sector, and owns all siajor 
industries. The Government's program of divestiture and 

? rivatisatlon in agriculture, tourism, services, and light 
ndustry stalled early in 1990 with the introduction of 
stricter currency and isiport controls. Iraq's staggering 
foreign debt (a minimum of $40 billion to non-Arab creditors), 
a product of the country's guns-and-butter policy, was a 
liability to its ambitious economic development plans as 
lender countries increasingly refused to reschedule debt. 

Iraq's abysmal record of repression of human rights was even 
more flagrant in 1990. Following its invasion and takeover of 
Kuwait in August* Iraq flaunted the Fourth Geneva Convention 
on Civilians and other established norms of civilized behavior 
by arbitrarily detaining hundreds of foreign civilians in both 
Iraq and Kuwait and dispersing many of them to strategic sites 
as "human shields" against possible military attack. 

Nationals of some other countries were elso denied permission 
to leave. There were credible reports of mass extrajudicial 
killings, sumaary executions, and widespread arrests and 
torture of Kuwaiti citizens by Iraqi forces. 

Almost every category of human rights dealt with in this 
report is severely restricted or nonexistent in Iraq. 

Freedoms of speech and press and of assembly and association 
are virtually nonexistent, and Iraqis do not have the right to 
change their government. The intelligence services continued 
to conduct extensive surveillance and to use extralegal means, 
including extreme forme of torture and summary execution of 
children as well as adults, to suppress antiregime activity. 
Other important human rights problems Included continuing 
disappearances and arbitrary detentions, denial of due 
process, and widespread Interference with the right to 
privacy. 
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Having brutally crushed aoit vestiges of Kurdish guerilla 
resistance in 1988# through the uae of cheaiical warfare and a 
ease 1 vs forced relocation of aone 500 #000 Kurds and Assyrians# 
the regime faced little if any resistance froai those groups in 
1090. However# it continued to maintain a "nonun'i land" 
along its border with Turkey# som villages were rased# and 
there were reports that iom villagers were killed. 

President 8 adds* Hussein announced in April that Iraq would 
retaliate with CM if Israel attacked Iraq. Me later extended 
that threat to any would-be attacker. Iraq initiated CM use 
during the* Iran-lraq war and used CM against its own Kurdish 
citixens after the Gulf Mar cease-fire in 1908. 

RESPECT FOR KUHAM RIGHTS 

Section 1 Respect for the Integrity of the Person# Including 
Freedosi from: 

a. Political and Other Extrajudicial Killing 

Execution has been an established Iraqi method for dealing 
with perceived political and military opponents of the 
Government# including# but not liailted to# members of the 
outlawed Da'wa organisation lan Iran-supported fundamentalist 
Shi's Muslim group thst hss engaged in sets of lnternstionsl 
terrorism). In some cases# a family only learns thst one of 
its members has been executed when the security services 
return the body# often shoving clear signs of torture# and 
require the family to pay a fine. 

There were credible reports that hundreds of Iraqi Kurds# as 
well as Assyrians# Arabs# and Turcomans# having returned to 
Iraq and surrendered to the authorities under official 
amnesties or after receiving assurances that they would come 
to no harm# had suffered torture or execution or "disappeared” 
while in custody. In June amnesty International (Al) reported 
that 50 Turcomans# including i who had returned from Turkey 
under an official amnesty# had been executed in late January. 

The Iraqi military killed hundreds of civilians in Kuwait 
after the invasion. The possession of opposition literature# 
the Kuwaiti flag# or photographs of the Emir of Kuwait were, 
according to numerous credible reports# treated as capital 
offenses. 

AI reported# b as ed on interviews with witnesses who had 
eseapia Iraq# that for the past several years the Government 
has imprisoned# tortured# and killed hundreds of children in 
efforts to silence or intimidate their dissident parents, 
while no direct reports of killings of children emerged from 
Iraq in 1990# there is no reason to believe the regime changed 
its policy. On the contrary# Iraqi forces in Kuwait engaged 
in reprisal killings# sumaarlly and randomly executing 
civilians# including children as young as 12. The true nsture 
of the regime was starkly outlined bv the systematic looting 
of hospitals for equipment and supplies which resulted in 
patients being disconnected from life-support systems and# in 
one particularly ghastly incident# in killing 72 babies by 
dumping them from their incubators (see the report on 
Kuwait). 
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b. Disappearance 

There were credible reports from multiple sources, including 
the U.N. Working Group on Enforced or Involuntary 
Disappearances , of the "d is appearance" of large numbers of 
persons while in the custody of Iraqi authorities. AI 
reported that thousands of people arrested over the years by 
Iraqi security or intelligence forces "disappeared** while in 
detention, with many feared executed. AI reported in June 
that five of six Kurdish refugees who had been returned to 
Iraq on January 2 and 3 and who had been members of the 
opposition Pesh Herga forces, as well as another 40 Kurdish 
refugees forcibly repatriated to Iraq on January 21, are 
currently unaccounted for. 

c. Torture and Other Cruel, Inhuman, or Degrading 
Treatment or Punishment. 

Despite the constitutional prohibition against torture, the 
use by Iraqi authorities, especially the security police, of 
both physical and psychological torture is generally 
acknowledged. Given the rigid chain of command within the 
Government and the security services, torture could not be 
practiced without the knowledge or authorisation of senior 
officials. Treatment is reportedly worst immediately 
following arrest and during the period of interrogation and 
Investigation, which can last for months. Torture and brutal 
treatment are not limited to political cases. Security- 
related offenses are broadly defined and include such routine 
criminal matters as currency violations. 

In its 1990 Report, covering 1989, AI stated that the routine 
torture and ill-treatment of prisoners continued to be 
reported. It said the victims Included children who were 
reportedly beaten, suspended from the celling by their wrists, 
and given electric shocks. The authorities forced dissidents 
to watch the torture of their children or other family members 
in order to silence or intimidate them, according to these 
reports. 

Methods of physical torture by Iraqi military and security 
personnel since the invasion of Kuwait included rape, electric 
shock, prolonged beatings on sensitive body parts, and the 
breaking of limbs. Psychological torture methods included 
threats of sexual assault or execution, mistreatment of family 
members, mock executions, and general degradation and 
humiliation. 

d. Arbitrary Arrest, Detention, or Exile 

The Constitution and legal code prohibit arbitrary arrest and 
detention but. as with most other legal safeguards in Iraq, 
these provisions have virtually no weiaht in political or 
national security cases. Security police not only make 
arbitrary arrests but also secretly detain suspects, whose 
fate sometimes becostts known only after they have been 
executed. Security charges have included not only espionage, 
treason, and conspiracy aaalnst Iraq, often in collaboration 
with unnamed foreign enemies, but also ordinary criminal 
actions such as currency violations. 

AI and Middle East Watch reported that hundreds of Kuwaiti 
nationals were arrested for suspected opposition to Iraq's 
annexation of Kuwait. A number of those released reported 
that detainees were routinely tortured durlnq lnterroanMon 
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b. frt t doi of Hactful Asiaably and Association 

Those ftttdoas aro still smralf limited. Public meetings 
may only be organised under the auspices of the Government or 
the Ba'ath Party. Association for nonreligious purposes and 
demonstrations without government approval have met with 
severe repression. Professional organisations are subject to 
control by the Ba'ath Party Central Vocational Bureau. 

c. Free d om of Religion 

Iraq is an ethnically and religiously diverse society, and the 
Ba'ath Government* while carefully controlling religious 
groups, has enforced tolerance of religious diversity* seeking 
to submerge religious differences in the promotion of secular 
nationalism. A 19S1 law gave the Ministry of Endo%*nents and 
Religious Affairs the authority to promulgate lavs and 
regulations Governing places of worship. appointa*nt of 
clergy, publication of religious literature, and participation 
in religious councils and meetings. Muslim religious leaders 
operate under close government supervision* are considered 
government employees, and receive their salaries through the 
Government. There are no penalties under Iraqi law for 
chancing one's religion* although there is a social stigma for 
Muslims who convert to another faith. 

The Government has been less Intrusive into the religious 
affairs of Iraq's Christians, who number more than 500.000 and 
constitute nearly 4 percent of the population. Their freedom 
of worship in churches of established denominations is legally 
protected, but they are not permitted to proselytise or to 
hold meetings outside church premises. Convents and 
monasteries exist, and some new churches have been 
constructed, in some cases with gover n me n t financial support. 
The Jewish community has decreased from 150.000 following 
World War II to under 300. There is no recent evidence of 
overt persecution of Jews* but the regime restricts their 
travel, particularly to Israel and their contacts with 
coreligionists abroad. One synagogue in Baghdad still 
functions. 

d. Freedom of Movement Within the Country* Foreign 
Travel* Migration* and Repatriation 

Iraqis are generally free to travel within the country and to 
change their residences or workplaces. However, they are 
likely to be constrained by social, cultural, and religious 
traditions which define the areas occupied by the various 
ethnic and religious groups. Sensitive border and other 
security areas are off limits. There are police checkpoints 
on highways and outside major towns. Iraqis and nondiplomat ic 
foreigners travel freely in non restricted areas. 

The Government's harsh campaign to suppress Kurdish rebels* 
involving mass relocations of Kurdish and Assyrian villagers, 
has nullified the right of hundreds of thousands to choose 
their place of residence. Since traditional Kurdish and 
Assyrian culture has been deeply embedded in the rural 
village* the forced removals of up to 500*000 people and 
rasing of villages has had a destructive Impact on their 
culture and way of life. 

In January the Government eased travel restrictions imposed in 
1903, but relmposed full restrictions after the invasion of 
Kuwait. During those 1 months. Iraqis of all ethnic and 
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religious backgrounds whose loyalty to the regime was not in 
question were permitted to travel abroad for tourism and 
privately funded education. The regime continued to restrict 
travel of anyone whose political views were suspect. 

Despite the January liberalisation of travel regulations, 
certain restrictions remained. The Government retained the 
right to require prospective travelers to post a substantial 
bond to assure their return. The 1987 RCC decree, requiring 
Iraqi students abroad who refused to return to Iraqi to 
reimburse the Government for all education received in Iraq or 
abroad at government expense, remained in effect. The decree 
is applicable retroactively to students who have refused to 
return since May 16. 1983. the date the Government began 
requiring employees leaving government jobs before 20 years of 
service to reimburse the State for the cost of their 
education. Amounts due can be recovered by confiscation; 
nonpayment may result in imprisonment. Each student must 
provide a guarantor before traveling abroad. This guarantor 
and the student's parents may be held liable if the student 
fails to return. A married woman must still have the 
concurrence of her husband to travel abroad. 

There is no specific ban on emigration or special restrictions 
for members of minority groups; however, emigration is 
discouraged. Until January almost all of those given 
permission to emigrate have been Christian Iraqi wives of 
former Iraqi citizens now living abroad as citizens of another 
country, with the travel liberalizations, great numbers of 
Iraqis began to emiqrate with relatively little difficulty 
until the August relmposition of travel restrictions. Many 
emigrants leave behind substantial property because of the 
difficulty of exporting assets. Currency exchange violations 
are considered national security offenses, and penalties can 
be severe. 

Non-Iraqi spouses of Iraqi citizens who have resided in Iraq 
for 3 years are required to take Iraqi nationality or leave 
Iraq. Many people, including several Americans, have thus 
been obliged to accept Iraqi citizenship and are therefore 
subject to the present travel restrictions. In March 1984. an 
order by the RCC reduced the residency period before 
naturalisation to 1 year for the spouses of Iraqi citizens 
employed in government offices. The Iraqi spouse faces 
penalties for noncompliance. Including loss of job. a fine of 
approximately $10,000. and repayment of the costs of 
education. Iraq does not recognize the concept of dual 
nationality, and many Iraqi "dual nationals." especially the 
children of an Iraqi father and a mother of non-Iraqi birth, 
have been denied permission to leave Iraq to visit the country 
of their other nationality. 

Other persons of Iraqi or lain have generally been permitted to 
enter and depart freely, within the limits of the present 
travel restrictions, including many admitted to other 
countries as refugees, since they are considered not to have 
violated Iraqi laws. A number of suoh people, especially 
Assyrian Christians, have returned on temporary visits. 
However, those who emigrated only after the beginning of the 
Iran-Iraq war in 1980. including several U.6. permanent 
resident aliens, have been unable to depart from Iraq after 
returning. 

In March the Government Issued an amnesty for Kurds who had 

fled Iraq, particularly after the Iraqi Government used 

* 
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chemical vtipons igilntt Kurdish civil Ians in 198S. The 
amnesty ns extended until July. 8mr«l thousand Iraqi Kurds 
rsturnsd from rsfugs in Turkey and Iran. AI astiiaatad that 
about 11,000 rsturnsd to Iraq from Turkey as a result of this 
aasiesty. The Kurdish and Assyrian former inhabitants of the 
special "security sons" established by the Government inside 
Iraq's borders with Turkey and Iran in 1909 remained forcibly 
resettled around the cities of Sulaymanlya, Arbil, and Zakho. 

Section 9 i ns pec t for Political liqhte: The liqht of Cltisens 

to Change Their Governsmnt 

Iraqi citisens do not have the ability to chance their 
government peacefully. President Saddasi Hussein and the ICC 
rule Iraq through the Sa'ath Party. It reportedly has sois 
1.5 million adherents, representing about 9 percent of the 
population. The national Assembly and the legislative 
assembly of the Kurdish Autonomous Region are totally 
subordinate to the executive authority. 

There are two other small legal political parties, both 
Kurdish. They and the Sa*ath Party constitute the Patriotic 
and Progressive national Front, essentially a vehicle of 
support for the Government. Members of the military or 
security services may engage in political activities only 
within the Sa'ath Party. Association with the Ba'ath Party is 
not required for appointment to senior government positions or 
military ranks or election to the national Assembly, but it is 
normally necessary to attain political Influence. Opposition 
groups. Including various Kurdish groups and splinter parties, 
are severely repressed. The Communist Party was removed from 
the national rront and declared illegal in 1979. The Da'va 
organisation, a violent Shi'ite group, is also proscribed, and 
its members are subject to Incarceration and execution, as are 
members of other parties believed to be cooperating with 
Iran. The Gover n me n t announced plans in 19SS to permit 
opposition parties. Several months of RCC reviews in nid-1990 

P roduced a draft envisaging a multiparty system, but 
mplementation plans were halted following the invasion of 
Kuwait. 

Section 4 Governmental Attitude Regarding International and 
Nongovernmental Investigation of Alleged violation 
of Human Rights 

The one authorised human rights group in Iraq operates largely 
under official control. The Government denies charges that it 
violates huamn richts, and generally claims that the 
Information on which AI and other human rights groups base 
their charges comes from pro-Iranian and Kurdish Iraqi exile 
groups in London and Paris. The Government has consistently — 
and successfully — resisted the efforts of the United Nations 
Commission for Human Rights (UMKRC) to send a mission from the 
Subcommission on Prevention of Discrimination and Protection 
of Minorities to investigate human rights in the country. The 
Government extended invitations through its human rights 
organisation to UNHRC Subcommission experts to visit Iraq as 
private citisens whose reports would be unofficial; four 
experts visited Iraq in April 1990. The Government hosted a 
Swedish parliamentary delegation studying the Kurdish issue in 
March. That croup, which was not allowed to visit prisons or 
< «ervlew political prisoners, reported that the Government 
-need to answer any general questions about abuse of 
'cal prisoners and provided few or no details about 
ic -mh raised by the Swedes. 
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IRAQ 

Iraq cooperates vith the International Committee of the Red 
Cross in efforts to resettle Iranian civilian refugees in 
third countries, and the U.N. High Commies loner for Refugees 
has had a permanent representative in Iraq since April 1988 
who registers Iranian refugees and works for their 
resettlement . 

Section 5 Discrimination Based on Race, Sex, Religion, 
Language, or Social 8tatus 

The Ba'ath Party is committed to the equality of the sexes and 
has passed lavs to protect women from exploitation in the 
workplace; grant subsidized maternity leave; permit women to 
join the regular army, popular army, and police forces; and 
equalize women's rlqhts in divorce, land ownership, taxation, 
suffrage, and election to the National Assembly. In the 
1970* s, the Government Imposed legal penalties on families 
that opposed sending women to literacy schools and on men who 
were seen harassing women . While the application of these 
laws has resulted in significant tangible improvements for 
women, a number of problems remain. Married women may still 
travel abroad only with the permission of their husbands. 
School enrollment of females has been increasing in recent 
years, reaching 45 percent in elementary schools and 36 
percent in secondary schools in 1985-86. 

Women represent about 47 percent of agricultural workers and 
about 25 percent of the total work force. The Iran-Iraq war 
accelerated the Government's drive to elevate the status of 
women, and it appears to have significantly reduced, if not 
removed, barriers to the acceptance of women in traditional 
male roles. Women are increasingly employed as architects, 
construction engineers, oil engineers, air traffic 
controllers, and factory and farm managers. Their role in the 
armed forces is limited to the medical field. 

Violence against women, such as wife beating and rape, is 
known to occur, but little is known about its extent. Such 
abuse is customarily addressed within the tightly knit Iraqi 
family structure. There is no public discussion of the 
subject, and there are no official statistics. Excessive 
violence against women would be grounds for divorce and 
criminal charges, but suits brought on these charges in Iraq 
are believed to be rare. 

The Shi 'a, who make up roughly 55 percent of the population, 
have historically been economically, politically, and socially 
disadvantaged. The Government has a declared policy to raise 
their living standards and equalize opportunities for their 
economic and professional advancement. For four centuries, 
political power in Iraq had been concentrated in the hands of 
the Sunni minority. Sunni Arabs, who comprise 20 to 25 
percent of Iraq's population, dominate the RCC, the Regional 
Commmand of the Ba'ath Party, and the Cabinet. However, 
increasing numbers of Shi 'as hold prominent positions, and the 
economic status of the impoverished Shi 'a masses has improved 
through intensive government investment in the economic and 
educational Infrastructure of southern Iraq. 

Although Christians sometimes allege discrimination in 
education and jobs, adherence to their religion has not 
prevented many from obtaining wealth and professional 
advancement. 
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Th« us* of Minority lsaausg** In unr*strlct«4. Kurdish Is an 
official languago used in tho schools and tho Madia In Kurdish 
ar*as. Turcomans publish In tholr dlaloct of Turkish, and 
Christians oftsn uss Aramaic as wall as Arable. 

Citissns considered to be of Iranian origin carry special 
identification. They are often precluded from desirable 
emplo y ment. 

Section S Nor her Sights 

a. The Right of Association 

Trade unions Independent of government control do not exist in 
Iraq. Under the trade union organisation lav of June 2, 1987, 
a nev single trade union structure was prescribed for 
organised labor. Morkers in private and mixed enterprises and 
in cooperatives — but not public employees or workers in state 
enterprises — have the right to join a local union committee. 

The committees form trade unions which in turn are part of 
provincial trade union federations. At the top is an umbrella 
organisation, the Iraqi General federation of Trade Unions, 
which is organically linked to the Ba'ath Party and required 
to promote party principles and policies among union members. 
The General Federation is affiliated with the International 
Confederation of Arab Trade Unions and the Cosmunist-controlled 
World Federation of Trade Unions. It is also active in the 
tripartite Arab Labor Organisation* headquartered in Baghdad. 

Although workers legally have the right to strike* after 
providing notice to the Labor Ministry* strikes rarely occur 
and none was reported in 1990. 

b. The Right to Organise and Bargain Collectively 

The right to bargain collectively is not recognised. Salaries 
for public sector workers (i.e. the bulk of the employed) are 
set by the Government. Wages in the much smaller private 
sector are set by the employers or negotiated individually 
with workers. 

Iraq has been criticised by the Committee of Experts <COE) of 
the International Labor Organisation (ILO) for the fact that 
its new Labor Code of 1987 failed to provide workers with 
protection against antiunion discrimination. The COE also 
expressed regret that the 1987 Act on trade union 
organisations did not provide for collective bargaining. 

There are no export processing sones in Iraq. 

c. Prohibition of Forced or Compulsory Labor 

Although compulsory labor is prohibited by law, during and 
shortly after the war with Iran and again after Iraq's 
Invasion of Kuwait* the Popular Army* the militia of the 
Ba'ath Party, employed press-gang methods to draft recruits. 

ILO committees have noted that the Penal Code permits the 
punishment of civil servants with imprisonment, including 
compulsory prison labor, for breaches of labor discipline, 
which Includes resigning from one's job. Reports in the 
government-directed press Indicate that civil servants have 
had to buy their way out of governamnt service. 
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d. Minima Age for toploys— it of Childron 

Although tho — pl o y — n t of childron undor tho ago of Ml* 
forbidden In oil ontorprlooo other than o— 11-ocol# f—lly 
enterprises. ehildr— or# frequently encouraged to work ae 
neceaaary to eupport the f—lly* For children between the 
eg— of 14 and II who are eaployed. the lew etipulatee that 
they work fewer hours per week than adulte. 

e. Acceptable Conditions of Work 

The workweek in urban areas is I days. T to I hours a day . for 
workers in the private and nixed sectors. The— provisions do 
not apply to agricultural workers —ms workweek end hours of 
work per day can very according to individual enployer- 
•Hployee agrees— its. Hours for gove n aas n t enployee s ere set 
by the head of the ninlstry for which the enployee works. 

Occupational safety progra— are in effect in state-run 
enterprises, and Inspectors neks visits irregularly to private 
estsbllshs— its. enforce— nt varies widely. A govern— nt 
deer— to extend occupational safety and health prot— tion was 
issued and subsequently withdrawn in Dpcenber MU, reportedly 
resulting in the dismissal of the Labor Minister. 
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» uncertain number of Iranian Kurds who crossed 
> the mountainous northern region of Iraq in 1988 
i given temporary refuge in camps in that 
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: The Iraqi Government 
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in providing elemen- 
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ians has been primarily 
f religious minorities 
eini regime\ Principal 
* Baha'i, a minority reli- 
arget of persecution by 

c fundamentalists. 


Iraqi Refugees 


At least 106.000 Iraqi Kurds are now in exile in Tur- 
key and Iran as the result of flight that both predates 
and postdates the August. 1988 cease fire between 
Iraq and Iran. Throughout that long war Iraq military 
forces had also been engaged in attempts to supress 
domestic Kurdish insurgent forces. In March. 1988. the 
predominantly Kurdish town of Halabja became a bat- 
tleground between the Iraqi garrison and a force of 
Iranian revolutionary guards and Kurdish rebels. Both 
sides used chemical weapons, and thousands of civil- 
ian residents fled into Iran. Subsequent to the cease- 
fire, Iraqi forces launched a renewed offensive against 
Kurdish rebel forces and civilian villages in parts of 
Iraqi Kurdistan, prompting a large number of Kurds to 
flee into Turkey. During the same timeframe there 
were also further outflows to Iran. Reportedly, chemi- 
cal weapons were extensively used by the Iraqi military 
in its activities against the Kurds during this period. 

Only a small proportion of Kurdish refugees in ei- 
ther country of asylum have as yet responded to an 
Iraqi offer of amnesty made in late 1988. A portion of 
the Kurdish refugees entering Turkey have since trans- 
ferred to Iran, but approximately 36,500 remain in 
three camps operated by the Turkish government. 
(See Chapter VI). In April, 1989. UNHCR estimated the 
Kurdish refugee population in Iran at 70.000. 

Domestically, Iraq has over the last several yean 
relocated up to several hundred thousand persons 
(mostly Kurds) from their tribal homelands and vil- 
lages to newly constucted relocation centen in the in- 


terior of Iraqi Kurdistan. The goal of this endeavor is 
to establish better control over its border regions and 
to deny Kurdish rebel forces shelter and assistance by 
the Kurdish population. This program continued dur- 
ing 1988. with thousands of concrete dwellings having 
been built, particularly around Arbil, Sulaimaniya, and 
Dohuk. 


Other Refugee Situations 


(Algeria 

\ Algeria's ideological commitment to third world 
liberation movements (Polisario and PIO) has made it 
a Yefugee receiving country, although current eco- 
nomic difficulties have reduced both its ability to sup- 
portXthem and its attraction as a resettlement loca- 
tion. Nigeria presently hosts a significant number of 
SahraWis from the Western Sahara, and some 5.000 
Palestinians. Moreover, in the southeastern part of 
the country there are also some 20,000 Sahelian 
drought victims from Mali and Niger, who have en- 
tered Algeria without official permission by traveling 
overland across the desert. 

The Sahrbwrs* presence dates from the outbreak 
of the Westerh Sahara War in 1973, although many ar- 
rived in the laif seventies. They are located in four 
camp complex*! outside Tindouf near the Alge- 
rian/Moroccan/Wfstern Sahara border. Their precise 
number has not been disclosed by either Polasario or 
Algerian officials, bi^t private estimates now range up 
to 100,000. Only abput 50.000 camp residents have 
been the recipients ofdirect UNHCR aid. Current UN 
efforts to resolve the 5$ haran conflict include plans 
for a census to be taker* x within the Western Sahara 
territory and the camps, possibly in late 1989 or 1990 

Algeria's economic crisis, brought on in part by 
falling oil revenues, has prompted a gradual reduction 
in food aid to the Sahrawis, but the shortfall has been 
made up by international donors. Some diminution in 
public support for the Polisario and consequently the 
Sahrawi refugees became evident in October 1988. 
when urban rioters attacked local Polisario offices as 
well as other domestic targets. 

The number of Palestinian refugees in Algeria, in- 
cluding recent expellees from the occupied territories, 
is estimated at about 5.000. Most of these are educat- 
ed, employed, and well-integrated into Algerian soci- 
ety; many have married Algerians. A certain number 
have Jordanian passports and technically are not refu- 
gees/those that are have special status under Alge- 
rian'law. Smaller numbers of Iraqi and other Middle 
Eeltern, Chilean. African and Eastern European na- 
tionalities also have found refuge in Algeria. UNHCR. 
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v ^ t hc right to own properly. They 
issued Convention travel 
£ u r penis or laissc/ passers, but 
J** cards on which their rosi- 
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^ A* PaVdim.in refugees arc as- 
by UTsKWA, they fall into a 
*Lrt»ory of persons denied reeogm- 
as refugees under the UN Con- 
vention 


Estimates of the Palestinian 


^pulation in Egypt vary between 
7 OJ 0 OO and 100,00(1 In general, Palcs- 
pruans resident in Egypt have thc 
pjnc access as Fgv phans to com- 
jppditios, education, health care and 
o4 bcr social services. 

At present, asylum -seekers arc 
njutincly referred to thc UNHCR of- 
fKC in Cairo, unless the asylum- 
jfcker is in prison Egypt does not 
grant asylum to those who have been 
riven asylum in another country. 

® / 


India / 

Soviet troop withdrawals from 
Afghanistan and thgdecision that the 
Indian Peacekeeping F orce will be 
withdrawn from Sri Lanka were the 
most significant refugee related 
events of 1989 in India The effect in 
both cases was to increase refugee 
flows into India In thc cast, thc 
Burmese situation was static and the 
Bangladeshi Chakmas continued to 
arrive in thc northeast provenccs of 
\Tripura and Miroram even as others 
TO/n that community were accepting 
nation. 

'major refugee groups of 
refugeesHn India arc Afghans, Ban- 
gladeshis, mmrncsc, Iranians. Iraqis, 
Africans. Sn Lankans. and Tibetans. 

Except for thtr Afghans, most of 
whom enter on tourist visas, and thc 
Iranians and Africans, many of 
whom arc students, virtually all 
entry is illegal or clandestine. 

Most refugees in India never de- 
dare themselves to the authorities 
but blend in with thc lo^al-popula- 
tion. Those who do declare them- 
selves arc; treated on a case-by-casc 
basts. For example, Bangladeshis 


Considered economic migrants may 
bo given do|vriation orders which 
will not be enforced. C haknvis arc 
given refugee status and housed in 
camps Shipwrecked Burmese 
fishermen are repalriated Burmese 
fleeing political persecution are given 
refugee status Virtually all TiU'tans 
and many Afghans are regarded by 
India as refugivs Some Sri Lankan 
Tamils are considered refugees and 
housed in camps, although the 
majority of the Sn Linkan Tamils 
live vvith friends and relatives and 
prefer to avoid the purview of the 
Government. 

The benefits provided to refugees 
by UNHCR and various prjvile or- 
gani/atons have aroused .st'inc re- 
wntmi.nl in vario’ is parts of India. 
The political, vninl, and economic 
impact of refugivs in the northeast, 
however, appears most pronounced 
in Tripura and Mi/oram, where thc 
government claims as many as 25,000 
'x£hakrna from the ( hittagong Hill 
tracts, crossed the Imrdor in 1989. 
Preparation for them with regard to 
food, shelter and medical supplies 
was inadequate, leading to quarrels 
between the Chakmas Jnd the local 
population. 


Iraq 


Refugee Generation 

The Iraqi Government campaign 
against an armed Kurdish insurgency 
is perhaps thc single most important 
factor in generating Iraqi refugees in 
1989. Continuing Iraqi efforts to end 
Kurdish opposition in thc north still 
generate a flow of refugees into Tur- 
key and Iran, though the number is 
probably much smaller than in previ- 
ous years. International agencies es- 
timate thc total number of displaced 
Iraqis currently in Turkey at 30,000, 
and thc number in Iran at as many as 
600.000. 

As a result of a 1988 military 
campaign against Kurdish rebel 
forces and civilian villages in parts of 
Iraqi Kurdistan, about 30,000 Iraqi 
refugees of thc approximately 60/100 
who fled to Turkey in late summer of 


198? remain there, some 17,000 have 
requested voluntary transfer to Iran; 
about 3,(K)0 returned to Iraq follow- 
ing announcements by the Govern- 
ment of Iraq in late 19&S and early 
1989 of an amnesty, a small number 
have traveled illegally to Syria 
Returnees have reported!) been al- 
lowed to return to their villages. 

In an effort bosh to police its bor- 
ders and to deny Kurdish rebel fight- 
ers access to shelter and assistance 
providid by the Kurdish population, 
thc government has created a 30 kilo- 
meter "cordon samtairc" along the 
1 ,200 km border with Iran and Tur- 
key . It has resulted in the enforced 
relocation of as many as 100,000 Iraqi 
Kurds from their tribal villages along 
the border to relocation centers near 
major northern Iraqi cities 

Refugee Reception 

Most refugees entering Iraq dur- 
ing 1%9 came from Iran The 1CRC 
reports that about 31,000 Iranians 
(mostly Kurds, but some ethnic Per- 
sians. as well as Arabic speaking Ira- 
nians) arc currently interned at Al- 
Tash camp near Ramadi. West of 
Baghdad. They are lassified as dis- 
placed jx'rsons rather than refugees 
The ICRC estimates another 25,000 
Arabic- speaking Iranians displaced 
by the I ran -Iraq war have been 
settled in six villages in thc Misan rc- 
gion 

Most refugees arc housed in 
camps In 1989, the ICRC resettled 
88 Iranian refugees to third countries; 
the UNHCR resettled another 85 
The number and composition of 
refugees seeking asylum in Iraq has 
remained somewhat stable over thc 
past year. 

Iraq has made no effort to forci- 
bly return refugees to Iran, but has 
made it clear that Iranian refugees, 
whether Kurdish or Persian, will not 
be permitted to settle permanently in 
Iraq. Iraq is not known to have 
granted permanent asylum to any 
refugee in 1989. 
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Department of State Reports Patterns of Global Terrorism - Iraq 

1969 
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United States Department of State 



PATTERNS OF GLOBAL TERRORISM: 

1989 
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Iraq 

Iraq was removed from the US list of state sponsors of 
terrorism in 1982. Since the expulsion of the ANO in 1983, 
Iraq has continued working to improve its international 
image. Iraq did not sponsor any known acts of international 
terrorism in 1989. Iraq has continued, however, to provide 
safehaven to some Palestinian groups, including the Iraqi- 
created Arab Liberation Front and Abu Abbas's Palestine 
Liberation Front, responsible for the 1985 Achille Lauro 
hijacking and killing of an American passenger. In addition, 
press reports indicate that Abu Ibrahim, the former leader 
of the now defunct 15 May terrorist organization, has 
returned to Iraq. Abu Ibrahim is known for the skill with 
which he built highly sophisticated and lethal suitcase 
bombs. Iraq continues to support anti-Iranian dissident 
groups including Mujaheddin-e-Khalq (MEK) . 

There have been questions in the Turkish media about 
possible Iraqi support for the terrorist Kurdish Worker's 
Party (PKK) . The Iraqi Government maintains it works 
effectively with the Turkish Government at the local level on 
the border as well as on a government to government basis 
to significantly reduce PKK violence. A major failure was 
the December 1989 PKK massacre of Turkish villagers near 
the Iraqi border. 
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Press Articles on the Commodity Credit Corporation Program for Iraq 


There were several hundred articles in newspapers, magazines, and 
newsletters related to the Banking Committee's investigation of the 
Banca Nazionale del Lavoro and U.S. policy toward Iraq. The 
following are articles related to the National Advisory Council's 
consideration of the Commodity Credit Corporation program for Iraq. 
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ARMS to IRAQ 


Under the nose of the White House, 
kickbacks and illegal deals funded Saddam 

A fatal 
attraction 

A joint investigation by the Financial Times 
and ABC News/Nightline has uncovered fresh 
evidence that the Bush administration’s 
indulgent attitude towards Iraq made it easy 
for Baghdad to fund its illegal arms network 
virtually unhindered in the run-up to the 
invasion of Kuwait Lionel Barber and Alan 
Friedman report from Washington. 
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SIX WEEKS *ff« • Jordanian 


Baghdad tor a sophisticated type of 
bol rolled steal. According to copies 
of the order, the purchaser specified 
dlmenalone of 115mm a 115mm, the 
kind used tn the manufacture of 
heavy Industrial equipment. It la 
also the kind used In the manufac- 
ture of tong-barrelled artillery guns. 

The order, placed In Marat 1901. 
came from Chaled Makhsouml. 
working through the Iraqi com 
dal centre In Amman. Jordan. 

Traffic along the dusty road from 
Amman to Baghdad, one of the 
main conduits In the post for tho 
transhipment of arms to Iraq, to 
beginning to build up again. 

to defence Intelligence officials In 
Washington this suggests one thing: 
President Saddam Hussein Is still m 
the business of building up his con* 

alderahk sHCnll. 

According to US Intelligence 
sources and Iraqi opposition leaden 
the Iraqi leader dispatched agents 
across the border Into Jordan - 
under the direction from Baghdad 
of his son Uday - In search of 
spare parts for his remaining tanka, 
machine guns and artillery, just 
weeks after his costly expulsion 
from Kuwait by the US-led coall- 

*11* revival of the Jordan connec- 
tion. In violation of the United 
Nations embargo against Iraq, to a , 
reminder of how resourceful and | 
determined President Saddam had 
been In building up hundreds of 
millions of dollars of western tech- 
nology and weaponry, hit aggres- 
sive use of which led the US to send 
more than 500.000 troops to deal 
with the consequences. 

A retired senior US diplomat with 
extensive experience In the Middle 
East says the world "has never seen 
anything as sophisticated as the 
Iraqi procurement network" - a 
web of front companies, purchasing 
agents and money Laundering spe- 
cialists who operated through more 
than 50 undercover outlets In 
Europe and the US. 

Their collective mission through- 
out the 19801. as Iraq exploited the 
west's (and in particular Washing- 
tnn'il fear of Islamic fundamental- 
1% should be'xmderlUM 
toll Tdrloua domegtlo and 
fortltft tMVBOltB 
involved U tho Condor IX 
wisa&le pitjtei fcnve beah 
helped Itoaks io the 
MnAnoleV ope^»>ie»n 
eondUotfd by tbd'WOi 
Atlanta braaohr 
mjfj m f t j HW 


lam In Iran, waa thto: to help Sad- 
dam H u a a e in build the weapons of 
mam destruction needed to attain 

Starved of rrein— rcta l credit by 
the middle of 1MB because of Bagh- 
dadk hugs and mowing volume of 
unserviceable debt, tbs Iraqi agents' 
chief source of finance waa an 
obscure Kalian-owned bank branch 
la Atlanta. Georgtor 
The parent bank's name was 
Banco Nazkmala dal Lasoro. BNL 
may be Itatob b ig g es t bank with 
SlOObn (£&9bn) ofasseU but the 
Atlanta branch from which thto 
extraordinary supply effort waa 
largely funded had hut 19 employ- 
am and authorisation to lend no 
more than $500,000 without 
approval from Ha head office la 
Home. j 

Between lttTand 1000. BNL 
now the subject of artmk 
nd congrt o Mona r 
made SSbu of frnql 
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that' were covertlv' 'chanoaESf 
(by Baghdad for 

lnverfCtloi by tho ' 

Tlmaa add ABC New*/ 

WghtHna haa nnco va r ad freah ovi- 

to^Mda Iraq In Sha'aSowedOba 

anas network to operated virtually 
unhindered. 

The FT/ABC Investigation haa 
also discovered that, on the finan- 
cial front, the Bush administration 
treated Iraq with remarkable 
tonleaop. brushing aside evidence of 
•busv^y US companies and by 
Baghdad of government guaranteed 
Iraqi farm credits. 

Among tha abuses were "kick- 
backs" or "extras" such as the sup- 
ply of armoured vehicles to Iraqi 
officials supplementing the legiti- 
mate grain shipments. 

The first warnings about the Iraqi 
loan programme appeared In 1107 
when US grain companies com- 

C ied to the US Agriculture 
rtmenr (USDA) about Iraqi 

Mr Robson (Treasury) w as 
_ohdlrlng. the hooting, • Be . 
opoaoc sy gUtisf .tos^ — 
westing wig tolled for two 
reaaonat-T-— - a.*.. 
■1) aoaurq appropriate 
flit* from dyr^nmatlo 
standpoint.^* k. * + 
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demands for lyres, air-conditioning 
equipment, spare parts, trucks and 
even cash - so-called "after sales 

Yet In November 1968. the White 
House pressed successfully for' 
approval of $lbn of fresh guaran- 
teed loans requested by the Depart- 
ment of Agriculture's Commodity 
Credit Corporation (CCC). 

Then, in January 1990, President 
Bush declared It to be In the 
national Interest to allow the US 
Export-Import Bank to guarantee 
further loanc. despite government 
studies showing that Iraq was no 
longer creditworthy. 

There were also widespread con- 
cerns at the time among US Cus- 
toms officials and Treasury, Federal 
Reserve and Office of Management 
and Budget (OMB) officials that 
some of the US government loans 
ostensibly for agricultural commod- 
ities were. In fact, diverted by Iraq's 
Ministry of Industry and Military 
Industrialisation for the purchase of 
military goods. 

In the light of Mr Saddam's 
Increasingly brutal and unpredict- 
able behaviour and the subsequent 
Invasion of Kuwait the administra- 
tion's actions raise questions shout 
Its Judgment and the advice It was 
receiving. S 

Some of the answers to these 
questions may lie In a key White 
House meeting held on November g 
1909 under the aegis of the National 
Advisory Council (NAC). a sub-caM- 
net level group (hat reviews govern- 
ment-guaranteed foreign loans that 
raise political Issues. 

The meeting was called to resolve 
an Inter agency dispute over an 
Agriculture Department proposal to 
offer tlbn of fresh CCC Iraqi loan 
guarantees. As one senior official 
admitted this week, there were 
"enough yellow flags (signals of foul 
playl to make us worn about BNL". 

Several features of the meeting 
were unusual: 

• A number of agencies were rep- 
resented at a high level. It was also 
attended by a White House repre- 
sentative. which underscored the 
high political stakes involved. 

• The meeting's minutes were 
deemed sensitive enough to be clas- 
sified. the first time thto haa 
occurred since the late 1970a, 
according to a US government law- 
yer. 



780 


• A month earlier, • Federal 

NAC meeting that Iraq's use of the 
CCC programme amounted to a 
■'Ponzl scheme" - an American 
term which means that Iraq would 
default on Us CCC loans unless It 
continued to receive ever-larger 
CCC allocations The Fed official 
also said thht Iraq was "probably 
not creditworthy". 

^ne participant at the White 
House meeting recalled that the 
BNL Atlanta scam was uppermost 
in the minds of several officials. 

We had a lot on BNL We knew the 
thing was stinking I think we all 
understood this was not a happy 
situation." he said. 

Another participant said be 
tabled numerous concerns about 
the abuse of the CCC programme, 
Iraq's creditworthiness and the BNL 
affair. 

According to a number of docu- 
ments. Including reports from the 
meeting, and interviews with a 
number of officials, the meeting was 
told by Mr John Robson, deputy 
Treasury secretary, that It was 
important to ensure that the final 
decision on the Slbn guarantee 
would "pass the sniff test for hostile 
congressional committees and 
press". 

Mr Robert Kimmltt, under secre- 
tary of state, followed up by declar- 
ing that Iraq was "very Important 
to US Interests In the Middle East"; 
It was "Influential In the peace pro- 
cess" and was "a key to maintain- 
ing stability In the region, offering 
gTeat trade opportunities for US 
companies". 

Mr Kimmltt added that abruptly 
terminating the Slbn In guarantees 
for Iran was "contrary to the presl 
dent s intentions" and would most 
likely further damage US Iraqi rela- 
tions. 

This assessment seemed all the 
more curious since Just a few weeks 
before that meeting, the State 
Department had told tbe Federal 
Reserve Bank of Atlanta, the regu- 
latory bank probing tbe BNL affair, 
that, far from being a "rogue opera 
lion", BNL Atlanta was }n effect 
pari of official Iraqi policy. 

According to a September 1989 
Italian Intelligence report to Prime 
Minister Gluuo Andreottl, and the 
findings of US Investigators, unau- 
thorised BNL funds were being used 
to finance Iraq's Condor D missile 
protect - despite efforts by the US. 
Britain and five other countries to 
halt the spread of missile technol- 
ogy In the developing world. 

All this was serious enough to 
warrant Mr James Baker, US secre- 
tary of state, raising tbs matter 
with a senior Iraqi official, believed 
to be Mr Tariq Aziz. Iraq's foreign 


minister, at their meeting In Wash 
Ington on October 6 1969 - the 
Bush administration's first 
high level meeting with Iraq. 

At the NAC meeting a month 
later, Mr Kimmltt nevertheless 
came out In favour of continuing 
the CCC programme as a political 
tool for influencing Iraqi behaviour 
_and he had th e bacal ng of the 
Department' of Agriculture, which 
appeared to be pursuing Its own. 


Representatives from 
BSDA's Office of. the 
deneral Counsel traveled 
’to' Atlanta to ravlav BYL'b 
loan* flla* and look into 

•peoirt6A116fstl?mi~«*da^ 
oonoerolog 08M progr4»a. 
Their' preliminary * 
oonoluelcne fa regard to 
these allegations lead us 
to oonoiude that there la 
nob enfflolbnt reason to 
delay *e*pr0^raa fori Iraq ; 
any Idnger; ’*;• * / V-- 
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narrower Interests. 

Seven days before the meeting, a 
senior Agriculture Department offi- 
cial wrote a letter to the Treasury 
In which be dismissed allegations 
about the BNL affair and said tbe 
charges "lead us to conclude that 
there Is not sufficient reason to 
delay a program for Iraq any Ion- 
ger*. 

Mr Klmmltt's Intervention 
appeared decisive, since Mr Robson 
summed up that foreign policy and 
trade considerations overrode "con- 
cerns raised by the BNL scandal". 

There were other disturbing signs 
about the extent of knowledge In 
the administration and the hanking 
system about BNL's activities 
• BNL Atlanta regularly had 
f700m to Slbn outstanding In 
short-term credits at J.P. Morgan, a 
large amount for a small bank even 
considering the bet that Its parent 
In Rome was a triple- A rated bank 
Most of BNL's fUnds after 1967 were 
channelled through Morgan Cuar 
anly Trust In New York. 

The New York Federal Reserve 
was later to raise questions with 
J P Morgan about the ease with 
which the funds transfer took place 
In August 1909 Mr Gerald Corrigan 
president of the New York Fed. told 

3/if 


Mr Lewis Preston, chairman of Mor 
fan Guaranty, that the operation 
Involved amounts of money which 
started at "fairly modest levels" and 
over a fairly lengthy period built up 
to "a pretty goddamn good size* 

Mr Corrigan noted that the 
unusual flow of funds through BNL 
Atlanta stretched back for more 
than two years and expressed sur 
prise that the flow had occurred 
with such ease - given the sums 
involved and the single destination 

Both Morgan and tbe New York 
Fed declined to be Interviewed 
about the Morgan link Morgan has 
maintained that the sheer volume 
of fund s in its clearing system in 

anything suspicious about BNL t 
type transfers Morgan clears ; 
BSObn a day 

• The FBI led raid on BNL s 
Atlanta branch took place on 
August 4 1989 - but the Federal 
Reserve inspectors had already 
complied a detailed picture of hun 
dreds of mill tons of dollars of hid- 
den off book money market transac 
irons In which BNL Atlanta used 
brokers to borrow interbank funds 
from big Wall Street and tntema 
uonal banks 

These included National West 
minster, Mitsui Trust and Banque 
NationaJe de Pam (BNP) Records 
show that these were’ some of the 
funds BNL Atlanta then passed to 
Baghdad by way of Morgan in New 
York Between 1967 and 1969 sev 
era] thousand telexes crisscrossed 
between Atlanta and the Iraqi can 
tral bank, the slate-owned Rafldain 
Bank. Iraq's Ministry of Industry 
and Military Industrialisation and 
other official Iraqi agencies 

• Congressional Investigators 
and US officials maintain that the 
National Security Agency (NSA). 
the US code-breaking and surveii 
lance service which can track telex 
traffic and money flows, ought to 
have picked up the tell tale sums of 
money. 

Mr Norm Bailey, a White House 
aide at the time who started a fol 
low the money computer pro 
gramme that used NSA intercepts, 
says It Is Inconceivable that the 
BNL Atlanta Baghdad telex traffic 
was not made available to the 
administration 

"The only explanation I can think 
of Is that the authorities knew all 
about It and approved it." he 
claimed In an Interview “They 
were using this as a channel for the 
financing of certain activities " 

This Is a serious allegation that 
raises questions about whether the 
administration sanctioned the bank 
transfers In pursuit of a foreign poi 
Icy goal However, both federal ret 
ulatory authorities and US officials 
deny knowledge of what was going 
on In Atlanta. 
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Whatever the case the fund* 
proved .crucial to President Sad- 
da m i war effort for a w hile 

“BNL." lay* Mr Achmcd Chalabt. 
a prominent Jordanian banker and 
Iraqi opposition adviser, “became 
Iraq'* surrogate lender of last 

Many BNUbacked US companies 
were supplying equipment such as 
electronics, special metals, chemi 
cals and machinery which could be 
defended as destined for civil rather 
than military projects The same 
was tnie of BNLfunded British. 
French, and German companies, all 
o( which were crowding Into the 
Iraqi market. 

It Is true that the Soviet Union 
was by far the largest supplier to 
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the Irsqi military. but what was stg 
niflcant about the western ship 
ments was that they involved high 
technology and other materials 
which Baghdad required to acceler 
ate Its unconventional weapons and 
missile programmes 

In the UK. the best known mem 
ber of the Iraqi network was Matru 
Churchill, a loss making Coventry 
machine tools maker whose for- 
tunes were revived through BNL 
finance. Matrix (which was later 
bought by Automation Investments) 
regularly shipped equipment to 
Iraq; Its Ohio sister. Matrix Chur- 
chill Inc. was recently seized by US 
Customs and held up as an example 
of an Iraqi front company engaged 
in illicit military procurement acuv 
tiles 

It was only after the end of the 
Gulf war last February that Mr 
Richard Thornburgh. US attorney 
general, announced the indictments 
of BNL Atlanta employees and four 
top Iraqi government officials on 
charges of money laundering, fraud 
and conspiracy 

Two lone Democratic congress 
men - Mr Henry Gonial ei. a Hub 
born, unpredictable Texan who 
heads the House banking commit 
tee. and Mr Charlie Rose, a North 


Cirpl.lna specialist in peanuts, 
tobacco and Tibetan human 
- have grappled with its co 
ties 

The) alone have challeng 
Bush administration s ad 
claim that tt mas unaware . 

was going on inside the BNL > 
Atlanta branch 

Yet even if one assumes that 
BNL's activities were carried out 
without the knowledge of the IS 
government, questions remain 
about the White House s persistent 
flirtation with Mr Saddam at ihe 
time 

‘Iraq was a natural alls of moder 
ate Arab states. It was allied wuh 
Eg>pt. it was being constructive in 
the Middle East peace process 
says Mr Peter Rodman, who served 
In the Reagan and Bush admirustra 
lions as a senior National Sevuniv 
Council official The fact that Sad 
dam was a murderous thug did no: 
change this ‘ 

The Iran Contra scandal which 
paralysed the Reagan admimsira 
non for most of 198: had two big 
results ofTlcial overtures to Iran 
whether public or private becam. 
taboo. 4hrs pushed Washington fur- 
ther toward favouring Baghdad 

Even after the unauthorised BNL 
credit pipeline was exposed and 
shut off Mr Bush signed the Janu 
ary 1990 order allowing Extmbank 
to offer fresh guarantee* to Iraqi 
loans Intended or not. the Exim 
bank decision helped to plug pan of 
the gap left by the absence of BNL 
money ^ 

It all appeared to make hill* 
impression on Mr Saddam, however 
Mr Bush was rewarded wuh a scar 
ing burst of anti Americanism hv 
the Iraqi leader in front of the Arab 
Cooperation Council on Fcbni.vv 
» 

At that same meeting. Mr Sad 
dam issued an ominous warning in 
front of President Hosm Mubarak of 
Egypt King Hussein of Jordan and 
PresideuiAli Abdullah Saleh of 
Yem/n Th* Iraqi leader waned 
|30bn he had been lent by Saudi 
Arabia and Kuwait during the war 
with Iran to be written off and a 
further |30bn put on the table 
According to officials present the 
Iraqi leader astonished hi* eol 
leagues by saying he would know 
how {o go and get the money ' if i: 
was nbt forthcoming 

On March 28 a “sting' operation 
by British customs ended wuh ihe 
seizure of a number of US made 

Irmq admitted that it 
routinely receives "after 
•alas sarrlcaa* ouch a* 
armored truck# froa 
•uppllera. These after 

Vh- 


•alea aarvloea night be 
construed a* kickbacks 
which the U8DA warned Iraq 
In 1966 were in violation 
in the OCC prqgrma. 

Meme* Oetete* it, IMS, 


electronic “Kry*rons“ which could 
have been used as detonators for 
nuclear weapons Again, a BNL 
funded company - Furomac 
played a role In the nuclear tnggvr 
case Days later - on Apnl 2 
President .Saddam threatened to ' 
scorch* Israel with chemical weap- 
ons. 

Yet the US administration’s 
accommodation of Iraq continued 
Into the following months In April. 
May and June 1990. three high level 
Inter agency group meetings at the 
Whits House rejected the Idea of 
Introducing economic sanctions 
against Baghdad. 

As late as last July. Just one week 
before the Invasion. US officials 
both In Washington and in Baghdad 
were still seeking to find ways of 
persuading him to play the moder- 
ate role be had long since discarded. 

This culminated In the now rnfa 
moua meeting between Ms April 
Glaapte, then US ambassador to 
tUftwifc/t and Mr Saddam in which 
tho American diplomat failed, 
according to congressional critics, 
to want the Iraqi leader In suffl 
dentlj strong terms to keep his 
hand* off Kuwait 

Ha Glaapte has tarred as a conve- 
nfaof scapegoat for the Buah admin 
MfraUcm. But a fairer interpretation 
of events would place that meeting 
in Che broader context of US deal- 
tap with Iraq - a pattern which 
tuggaata either misguided lndul- 
r» or a calculated effort to boL 
star Mr Saddam 
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Bush Had Long History 
of Support for Iraq Aid 

■ Arms control: Actions in the ‘80s are an example of 
how leaders bend programs to serve their own ends. 


By MURRAY WAAS 
and DOUGLAS FRANTZ 
irntAi 10 tin iw#\ 

WASHINGTON — In early 
March of 1987. Vice President 
Ccorge Bush met with Nitar Ham- 
doon. the Iraqi ambassador to the 
United States, to deliver some good 
new& Bush s lobbying efforts were 

about to pay off handsomely for 
Saddam Hussein 

First. Hamdoon was told, two 
long-awaited licenses permitting 
Hussein’s government to buy mili- 
tarily sensitive American technol- 
ogy had been approved-over the 
objections of the Pentagon, accord- 
ing to classified documents More- 
over. Bush had telephoned the 
chairman of the Export - Import 
Bank and pressed him to end his 
opposition to new loan guarantees 
for Iraq 

Good news indeed During the 
months that followed, more than 
SCOO- million worth of technology 
with dual commercial and military 
application was licensed for sale to 
Iraq, government documents and 
numerous interviews show And 
not long after Bush’s call, the 
Export -Import Bank reversed it* 
position and approved 1200 million 
in now loan credits for Iraq, which 
earlier had been denied further 
loans because n was not paying Ms 
debts 

Bush’s efforts reflected a pattern 
of personal intervention and sup- 
port for aid to Iraq that extended 
from his early years as vice presi- 
dent in the Reagan Administration 
through the first year of his own 
presidency and almost to the eve of 
the Persian Gulf War 
And. while Bush’s actions appear 
not to have violated any law*. 


taken together wUh the activities 
of ocher senior officiate, they form 
• textbook example of how power- 
ful political leaders seek to bend 
obscure government programs to 
serve their owd ends -sometimes 
with costly results. 

At the Export-Import Bank, at 
the Commerce Department and at 
the Department of Agriculture. 
Bush and officials following Ms 
lead repeatedly worked to over- 
come the objections of other offl\ 
dais to what they regarded as 
unwise aid for Iraq. 

In the case of the Export -Import 
Bank. Bush and others succeeded 
several limes in changing Its 
course, but its officials offered 
surprisingly stubborn and effective 
resistance— a rear -guard action 
that ultimately held down the coat 
to American taxpayers and reduced 
the indirect U.S. contribution to 
the Iraqi war machine that en- 
gulfed the Middle East in war. 

A t the beginning. Bush’s efforts 
on Iraq's behalf were part of 
an unannounced U.S. “UK" toward 
Baghdad that was intended to prop 
up Hussein during his long war 
with Iran. Behind the lilt was a 
desire to use Iraq as a buffer 
against Iranian influence and radi- 
cal Islamic fundamentalism In the 
Middle East 

But the policy was pursued well 
beyond the end of the Iran-lraq 
War in the summer of 1988. 

ApparenUy Bush and his sup- 
porters failed to recognise that the 
original reasons for the tilt toward 
Iraq had been overtaken by events 
and that their efforts to turn Hus- 
sein to more benign directions 
were not bearing fruit 
At revealed In dosens of classi- 
fied documents obtained by The 
Times. Bush and others who 
shared his views conUnoed to press 
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lor fmancul lH l»d ttttm u> 
acrmuve technology for Iraq «*en 
after It became clear that Hus*ein 
was building an arsenal far larger 
than he needed to defend his 
country and was actively develop- 
ing both nuclear and chemical 
weapons. 

The While House has declined 
comment 

F or instance, a license was ap- 
proved for the sale of a laser 
guided welding system to Iraq for 
•1.4 million in January. 1988, at a 
ume when the lran-Iraq War was 
in its final months, even though the 
exporting Arm acknowledged In its 
application that the system would 
be used for general military repairs 
on such items as )et engines and 
rocket casings. 

When U N inspectors began ex- 
amining Iraqi nuclear • weapons fa- 
cilities late last year, they ducov- 
ered that the welding system had 
been configured to manufacture 
centrifuges, a key component in 
Iraq's massive program to enrich 
uranium for nuclear weapons 
This export was no Isolated caae. 
Front companies for every known 
tile at which Iraq developed nuclc - 
ar and chemical weapons bought 
American computers with licenses 
approved by the Commerce De- 
partment. according to an analysis 
by the Wisconsin Project on Nu- 
clear Arms Control, s Washington- 
baaed group that monitors arms 
proliferation laaueo. 

Eventually, officials at the Com- 
merce Department began to resiat 
aid for Iraq but not as quickly or 
tenaciously as some st the Export - 
Import Bank. 

The Export- Import Bsnk. 
known In Washington simply as 
Ex-lm. was created by Congress in 
1934 to help American companies 
aell more goods abroad. The bank 
does this by offering loan guaran- 
tees to foreign customers purchas- 
ing U.S. goods Virtually all devel- 
oped countries have similar 
programs. 

While Ex-lm has always made 
its loan decisions with an eye on 
American foreign policy interests, 
the bank is prohibited by law from 
guaranteeing loans for foreign 

countries without "S reasonable 
assurance of repayment” 

In the case of Iraq, the bank’s 
economists consistently concluded 
that there was little chance Iraq 
could or would repay the debts 
Numerous classified documents 
and interviews with officials show 
that efforts to bring Ex • 1m into line 
with overall U S. boiky toward 


Iraq dale at least to 1981 But not 
until Bush took a personal role in 
1984 did M authorise the first 
guarantees for Iraq in a decade 

The early U5 strategy for help- 
ing Iraq was laid out in a cable 
written by Richard Murphy, assist- 
ant secretary of stale for the Mid- 
dle East. Key elements described 
by Murphy were to 

• Liberalise export controls on 
high-tech goods to Iraq Among 
the items Murphy proposed ex- 
porting were "armored ambulan- 
ces. communications gear snd 
electronic devices for the protec- 
tion of VIP aircraft.” 

• Help Iraq finance and con- 
struct a II- billion oil pipeline to 
the Jordanian port of Aqaba This 
project was seen as a way for Iraq 
to get around an Iranian blockade 
of its Persian Gulf shipping termi- 
nals. 

• Arrange financing for U S 
sales to Iraq through the Export- 
Import Bank. "Such major Ex-lm 
financing could boost Iraq’s credit 
rating, leading to increased com 
overcial financing for Iraq,' Mur- 
phy wrote. 

I n all three areas. Bush played a 
central role, beginning with the 
oil pipeline 

Strapped for money to fight the 
war and feed his people and cut off 
from moat creditors, Hussein per- 
suaded Stale Department officials 
to seek Ex • Im financing. 

But the bank, whkh is run by an 
independent board, declined Its 
objections were outlined by Mur- 
phy in a memo to Lawrence S. 
Eagleburger. then undersecretary 
of state for political affairs, on Dec. 
22.1983 

Ex-lm currently opposes loans 
to Iraq because It considers that 
loans to Iraq lack a reasonable 
expectation of repayment.” wrote 
Murphy. 

Two days later. Eagleburger 
wrote William H. Draper 111. then 
Ex-lm chairman, and urged him to 
be “receptive to financing Ameri- 
can sales to and projects In 
Iraq. . From the political stand- 
point. Bt-lm financing would show 
U S interest In the Iraqi economy 
In a practical, neutral context." 

Ex-lm remained reluctant until 
June. 1984 -after Bush weighed in. 
Classified documents show that 
Bush telephoned Draper, a friend 
from their college days at Yale 
University, and asked him to re- 
consider financing the pipeline. 

Government agencies prepare 
’’talking points” as guides or scripts 
for sensitive conversations In the 

~ns AH 


case of Bush’s call to Oraper. the 
talking points auggeeted that the 
vice president couch his request in 
terms of the Administration s in- 
terest in bolstering Iraq as a means 
to ending the war. 

"Early and favorable action on 
applications for &c-lm financing 
for these pipeline projects would be 
clear and very welcome evidence 
of U S. commitment to these objec- 
tive*," said the talking points. 

The following week, the bank 
approved WOO million in loan guar- 
antees for the prqjecL Draper, now 
an official at the United Nations, 
said in an interview that he does 
not recall the telephone conversa- 
tion with Bush 

For unrelated reasons, the pipe- 
line was eventually abandoned by 
Iraq, so the guarantees were never 
used. 

Other Ex-lm assistance did be- 
gin to flow to Iraq not long after 
Bush’s intervention. In July. 1984. 
the bank began providing 1200 
million In short -term credit for 
Iraq. 

Within months. however. Iraq 
fell 135 million behind In it* pay- 
ment*. and the bank suspended 
further assistance Only after fur- 
ther intervention by Bush was 
credit to Iraq renewed. 

In May. 1986. David Newton, the 
U S ambassador to Iraq, went to 
Ex Im headquarters to press lu 
new chairman. John A. Bohn Jr., to 
resume the guarantee*. 

The ambassador was quite 
downtrodden considering both the 
status on the war as well as the 
economy." according to an Internal 
bank account of the meeting 
Yet the memo aald that Newton 
Bohn not only to resume 
the program but to expand It The 
$200 million on whkh Iraq had 
fallen behind was for short term 
loans, for which repayment was 
required within a year Newton 
wanted medium-term guarantees 
whkh could lout billions of dollars 
and give Iraq five to seven years to 
repay 

Bohn held faal His enthusiasm 
for "doing any new business in Irsq 
vanes from aero to not much.’’ 
•^cording to the memo. 

Iraq’s economic fortunes conUn 
ued to decline throughout 1966 *a 
world oil prices fell and the coals of 
its war with Iran roae Baghdad s 
payment record to creditors drlen 
orated, and moot commercial banka 
cut off loans, leaving Iraq scram 
bllng to pay for essential civilian 
goods Ytt the Ronald Reagan 
Administration kept pressing Ex 
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1m. 

In November. 1988. Ex 1m board 
member Richard Ifeldndge «u 
lobbied bjr Murphy The Slate Or 
pertmcni official picked an unueuel 
venue -a dinner at the rratdr nee of 
Iraqi Ambaaaador flamdoon Aiao 
attending was Houaton bank eiec 
utive A. Robert Abboud. chairman 

* of the US -Iraqi Business Forum, 
an orfanbation of buaineaaee art 
up to footer trade with Baghdad 
Heldrtdge waa aympathetic to 
the pleaa, telling other Exlm offi- 
data In a memo the neat day: 
' Regard! eaa of Iraq's bleak finan- 
cial picture. I feel we should review 
our position there end discuss 
opening for short-term (loena| " 

But the bank stuck to Bohn's 
earlier decision. 

I n early February of 1987. Iraq 
brought its payments up to date 
on loans guaranteed by Ex-lm. 
Numeroue US. government re- 
ports indicated, however, that the 
only creditors beta* repaid by Iraq 
.were those granting the country 
.new loan* 

In late February. Bohn received 
a telephone call from Bush. The 
'vice president was calling in prep- 
aration for his meeting in s few 
days with Hamdoon. the Iraqi am* 
'baaaador. 

: "I understand that the Iraqis 
•have resolved some outstanding 
arrearage to Ex-lm and that the 
’Ex-lm board will decide soon 
^whether to resume short-term 
<redK insurance for Iraq." read 
laiklng points prepared for Bush. T 
Jrge you and your colleagues on 
the board to give that favorable 
consideration.'* 

'. The talking points also suggest- 
ed that Bush tell Bohn> "As you 
know. there are mafor U S policy 
VonskScrstlons at work In this Issue 
Jraq has apparently countered the 
latest Iranian offensive, and we are 
taking advantage of that to put 
borne life Into peace efforts. Ex- 
lm'* support for continued trade 
for Iraq would be s powerful. 
Umely signal -both to Iraq and to 
the Gulf Arab stales -of U S inter- 
est in stability in the Gulf." 

At the time, the analysis of Iraq's 
financial condition by Ex-lm econ- 
omists was more dismal than when 
Bohn had rated the chance cf new 
guarantees as "zero to not much." 

"While no official figures are 
available on Iraq's external debt, 
various estimates put rt at (lhe| end 
(ofl 1986 at approximately 950 
billion ." said the Internal analysis 
On May 4. 1987. two senior bank 
economists warned its board in s 


confidential memo* “Our balance - 
of payment projection*, even un- 
der the ( most | optimistic assump- 
tions indicate that Iraq will be 
unable to service scheduled debt 
repayments over the next five 
years." The two economists rec- 
ommended: “Ex-lm Bank should 
remain off-cover for all programs 
concerning Iraq " 

Yet on May IS. 1987. the bank 
renewed short-term loan guaran- 
tees for Iraq, with a cap of 9300 
million. 

In an interview. Bohn said that 
he does not recall specifics of his 
conversation with Bush. He said 
that, as head of the bank, he talked 
with the vice president several 
times. 

"I can be absolutely sure that I 
was never directed to loan money 
to anybody." said Bohn, now head 
of Moody's Investors Service In 
New York. "Nor did I ever feel 
pressured." 

T wo of Bohn's fellow board 
members. Heldrtdge and Wil- 
liam F. Ryan Jr, said they were 
unaware of any contact by the vice 

"Oh lord. no. I never had such a 
call or heard about such a thing." 
said Ryan, who was vice chairman 
of the board in 1987. "It would be 
most extraordinary if that oc- 
curred." 

A few. days after telephoning 
Bohn. Bush met with Hamdoon. 

In classified talking points for 
the March 2 meeting, it was sug- 
gested that Bush tell Hamdoon that 
the Administration was working to 
expand trade and strengthen rela- 
tions with Iraq. Bush was told to 
sympathise about the licensing de- 
lays and explain that “a special 
look" was being taken at high-tech 
sales to Iraq and similar cases 
"I am pleased that Commerce 
has recently issued licenses for 
some long pending items for Iraq," 
read Bush's script "You should 
take that as a sign of our serious- 
nesrin addressing this issue." 

Another classified document de- 
scribed the two export licenses that 
had been approved only as 'long- 
pending licenses for two high-pri- 
ority scientific projects, including 
one at the Iraqi Space and Astro- 
nomical Center." The document | 
■aid the licenses hod been opposed 
by the Defense Department 
Stephen D. Bryen. deputy assist - 
ant secretary of defense at the time 
and an opponent of dual-use ex- 
ports to Iraq, said he believed that 
one license was for advanced 




equipment used to relay satellite 
information to ground stations 
Such equipment could be used to 
monitor weather— or to watch 
troop movements and perform oth- 
er aenal spying. 

Commerce Department docu- 
ments list hundreds of export li- 
censes for more than 9800 million 
worth of dual-use technology ap- 
proved for Iraq between the Urne 
if Bush's meeting with Hamdoon 
ind Iraq's invasion of Kuwait, 
duch of that material fomd its 
way into Hussein's program to 
develop nuclear, chemical and Wo- 
reports show that after Bush be- 
came President, the Admirustra 
lion intensified the push to expand 
logical weapons. 

Eventually, the flow of high 
irch goods to Iraq raised objections 
within the Commerce Department, 
but proposals to cut back were 
killed at the Bush White House 
Classified material and internal 
Exlm's loan program to provide 
medium- and long-term guaran 
lee* to Iraq even though the Iran- 
Iraq War had ended in 1981 and 
evidence of Hussein's arma buildup 
waa mounting. 

Skeptical of Iraqi meana and 
intentions to repay foreign debu. 
the bank wanted to suck with lees 
risky short-term credits. The 
bank's April. 1989. analysis found 
that Iraq remained a poor credit 
risk. 

At an interagency meeting on 
April 24. 1989. the Stale Depart- 
ment objected to the harsh assess- 
ment. according to documents, and 
Ot-Im's economists were pressed 
to rewrite the report to be more 
favorable to Iraq. But the assess- 
ment that followed waa equally 
tough 

“Iraqf leaders, in (he wake of 
their technology -driven victory 
over Iran, believe that advanced 
military technologies - bombers 
and missiles, chemical and barlen 
otogicai weapons and nuclear ca- 
pability -are the key to military 
power." said the second analysis 

On June IS. 1988. Ryan, who had 
succeeded Bohn as acting chair- 
man of the bank, went to the Stale 
Department to diacuaa long term 
credits to Iraq with Robert Kim 
mitt, then undersecretary of usie 
for political affairs and now US 
ambaaaador toCermany 

Ryan aaid that if the State De 
partmenl wanted to make a tig 
push to help Iraq with medium 
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term credit*. Ex Im would "crank 
II in.” according to a claWtcd 
Sute Department account of the 
meeting Olherwiae. Ryan aaid. 
"we’d aay the lime lan’t nght " 

But. Klmmltt cautioned, "if Ex* 
Im conclude* the economic naka 
are loo high, we will defer to the 
bank'* judgment.” 

Even though document* indicate 
that other Slate Department offi- 
cial* continued to aeek bigger 
guarantee* for Iraq. Ryan aaid in a 
recent interview that, faced with 
bleak proapecl* of repayment, the 
decision waa made not to offer Iraq 
further assistance 
The billion* in longer-term 
credit* sought by the Reagan ami 
Huah admintairationa were not 
provided. Am a result, when Iraq 
invaded Kuwait on Aug 2. I MO 
and flopped all payment* to IJ S 
creditor*, the lank «u owed only 
150 million 

After the Iraqi invasion. Con 
gre*a began examining the aaaun 
ance provided to Saddam Muaaem'a 
regime under the Reagan and buah 
administrations At a hearing laat 
April, the Ifouae Banking. Finance 
and Urban Affaira Committee 
raiaed the iaaue of whether Admin 
tatration preaaure had cauaed the 
hank to alter it* policy toward Iraq 

I it hi* testimony. John D Ma 
com tier, who aucceeded Ryan an 
Ex lm chairman later in ISRS 
denied that auch preaaure waa 
applied 

“I have not been, nor do I know 
of any other board member 
subjected to the word 'preaaure.' if 
you will. io bend policies that have 
been long in adherence at the bank 
and. In fact, are a matter of law." 
Macomber aaid in response to a 
question from Rep Henry Coni* 
le* ( D-Tex ). the committee chair • 
man. ’There has been no pressure 
of that type " 

Fmata la a Timas staff m ttec and 
Waaa la a apodal e o cTaapsndaf. l 

K*«t: U.». loan gaarsntsa* to* ka* 
WWRaaaMiiacMM. 
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Secret Effort by Bush in ’89 Helped 
Hussein Build Iraq’s War Machine 


■ Persian Gulf: 

Documents show that 9 
months before Hussein's 
invasion of Kuwait the 
President approved SI 
billion in aid. Objections 
from others were 
suppressed. 

By DOUGLAS FRANTZ 
and MURRAY WAAS. 

SPECIAL TO THE TIWCS 

WASHINGTON -In the fall of 
1989. at a lime when Iraq's invasion 
of Kuwait was only nine months 
away and Saddam Hussein was 
desperate for money to buy arms. 
President Bush signed a top-secret 
National Security Decision direc- 
tive ordering closer ties with 
Baghdad and opening the way for 
SI billion in new aid. according to 
classified documents and inter- 
views. 

The SI -billion commitment. in 
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Iraq's Saddam Hussem 

the form of loan guarantees for the 
purchase of U S farm commodities, 
enabled Hussein to buy needed 
foodstuffs on credit and to spend 
his scarce reserves of hard curren- 
cy on the massive arms buildup 


that brought war to the Persian 
Gulf 

Getting new aid from Washing- 
ton was critical for Iraq in the 
waning months of 1989 and the 
early months of 1990 because in- 
ternational bankers had cut off 
virtually all loans to Baghdad 
They were alarmed that it was 
falling behind in repaying ns debts 
but continuing to pour millions of 
dollars into arms purchases, even 
though the Iran -Iraq War had 
ended in the summer of 1988 

In addition to clearing the way 
for new financial aid. senior Bush 
aides as late as the spring of 1990 
overrode concern among other 
government officials and insisted 
that Hussein continue to be al- 
lowed to buy so-called "dual use" 
technology— advanced equipment 
that could be used for both civilian 
and military purposes The Iraqis 
were given continued access to 
such equipment, despite emerging 
evidence that they were working 
on nuclear arms and other weapons 
of mass destruction 

Please see BUSH. A6 


L-i A> Tine* 

•V3 


'■p's 
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SPECI AL REPO RT: BUSH AND AI D TO IRAQ 


BUSH: Championed Hussein, 


Iraq Within Months of Gulf War 


C«allMt4 f»a« Al 

"Iraq is not to be tingled out. 
National Security Council official 
Richard Haas declared at a high- 
level meeting in April. 1990. ac- 
cording to participants notes, 
when the Commerce Department 
proposed curbing Iraqi purchases 
of militarily sensitive technology 

Invoking Bushs personal au- 
thority. Robert Kimmiii. under- 
secretary of state for political af- 
fair*. added The President 
doesn't want to single out Iraq." 


Two * a senes of aructcs 
Th»t story rs reprinted *om 
Sunday editions Nest U S 
loan guarantees hetp Iraq 
budd its war machete 


And the pressure in 1999 and 
1990 to give Hussein crucial finan- 
cial assistance and maintain his 
access to sophisticated US. tech- 
nology were rvcAjsolated incidents 

R ather, classified documents ob- 
tained by The Times show 
they reflected s long secret pat 
tern of personal efforts by Bush — 
both as President and as vice 
president -to support and placate 
the Iraqi dictator Repeatedly, 
when senoua objections to helping 
Hussein arose within the govern- 
ment. Bush and aides follow ing hia 
directives intervened to suppress 
the resistance 

The White House declined to 
comment Saturday 
In the case of the II billion in 
commodity loan guarantees, for 
instance, senior Bush aides, armed 
with the presidential order -NSD 
29 — insisted that the credits be 
approved despite objections by of 
ficials in three government agen- 
cies These officials warned that 
aid was being diverted to buy 
weapons in violation of American 
law. that the loans would not be 
repaid and that earlier assistance 
efforts were plagued by financial 
irregularities 

Bush s involvement began in the 
early 1990s as part of the so called 
“tilt” toward Iraq initiated by 
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In October, 1989. 
Secretary of Stata Jamet 
A. Baker HI, above, 
personally intervened 
with Agriculture 
Secretary Clayton K. 
Yeutter to drop 
Agricultural opposition 
to tha $1 billion in food 
crodlta to Iraq. 


then - President Ronald Reagan to 
prop up Hussein in his war with 
Iran Hussein s survival was seen 
as vital to U S efforts to contain 
the spread of Islamic fundamental 
ism and thwart Iran's bid for 
dominance in the Middle East 
Many in the American govern- 
ment. including Presidents Bush 
and Reagan, also hoped that l' S 
aid would gradually cause Hussein 
to moderate his ways and even 
play a positive role in the Middle 
East peace process 
But classified records show that 
Bush's efforts on Hussein's behalf 
continued well beyond the end of 
the Iran- Iraq War and persisted in 
the face of increasingly widespread 
warnings from inside the American 
government that the overall policy 
had become misdirected 
Moreover, it appears that instead 
of merely keeping Hussein afloat 
as a counterweight to Iran, the U S 
aid program helped him become a 
dangerous military power in his 
own right, able to threaten the 
very US interests that the pro- 
gram originally was designed to 
protect. 
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Hussein to become a force for 
peace in ihe volatile region In the 
spring of 1990. as senior Adminis- 
tration officials worked to give him 
more financial aid the Iraqi leader 
bragged that Iraq possessed chem- 
ical weapons and threatened to 
"burn half of Israel " Nor did he 
change his savagely repressive 
methods In the summer of I9M. 


for example, he shocked the world 
by killing several thousand Kurds 
with poison gas 

Even today, the Iraq* nuclear 
and chemical weapons programs 
earned forward with the help of 
sophisticated American technology 
continue to haunt U S and United 
Nations officials as they struggle to 
root out elements of those pro- 
grams that have survived the allied 
victory in the Persian Culf War. 

What drove Bush to champion 
the Iraqi cause so ardently and so 
long is not clear But some evi- 
dence suggests that it may have 
been a case of single-minded pur- 
suit of a policy after its original 
purpose had been overtaken by 
events— and a failure to under- 
stand the true nature of Hussein 
himself 

•When the Iran -Iraq War ended 
and Iran was really flat on iu bock, 
there should have been some im- 
mediate kind of repositioning of 
U S policy so you wouldn't give 
Saddam this signal that we were 
backing him as the big shot in the 
region.'' said William B Quandt, a 
Middle East expert at the Brook- 
ings Institution. 

•W e missed to many cues Sad- 
dam wasn i behaving as you might 
expect an exhausted, war -weary 
leader to behave He was showing 
that he had just won a war and he 
was a power to be reckoned with 
and he concluded that the Ameri- 
cans were not too upset about 
that." Quandt said. 

Much of the blame for failing to 
perceive Hussein s expansionist 
ambitions and the dangers of build - 
mg him up has fallen on mid-level 
officials and on agencies such as 
the Commerce Department, which 
approved the sale to Iraq of $1 5 
billion worth of American technol- 
ogy. and the Agriculture Depart- 
ment. which authorised a total of 
85 billion in loan guarantees 

H owever, classified documents 
from several agencies and in- 
terviews over the last two months 
demonstrate that it was foreign - 
policy initiatives from the White 
House and State Department that 
guided relations with Iraq from the 
early 1980s u> the eve of the 
Persian Culf War -and that Bush 
and officials working under him 
played a prominent role m those 
initiatives 
For example 

• In 1987. Vice President Bush 
successfully pressed the federal 
Export Import Bank to provide 
hundreds of millions of dollars m 
aid for Iraq, the documents show, 
despite staff objections that lb*' 
loans were not likely to be rep- 
as required by law .* * 

a After Bush became Prc**** - '/ 
in 1969. documents show » hot Wn - 
tor officials in ha Adm.Si’v r *>!.** 
lobbied the bank and fW Af;**'’ 
tore Department to finance b.fl.ana 
m new Iraqi projects. * 


met personally witn N.isr lUrr 
doon. Iraqs ambassador to the 
United States, to assure him that 
Iraq could buy more dual-use tech- 
nology It was ihree years later 
that National Security Council offi- 
cials blocked the attempt by the 
Commerce Department and other 
agencies to restrict such exports 
a After Bush signed NSD 2$ m 
October. 1969. Secretary of State 
James A Baker 111 personally in- 
tervened with Agriculture Secre- 
tary Cay ton K Yeuiier to drop 
Agriculture s opposition to the tl 
billion in food credits Yeutter now 
a senior White House official, 
agreed and the first half of the tl 
billion was made available to Iraq 
at the beginning of 1990 
a As late as July. 1990. one month 
before Iraqi troops stormed into 
Kuwait city, officials at the Na- 
tional Security Council and the 
State Department were pushing to 
deliver the second installment of 
the SI billion in loan guarantees, 
despite the looming crisis in the 
region and evidence that Iraq had 
used the aid illegally to help fi- 
nance a secret arms procurement 
network to obtain technology for 
ns nuclear weapons and ballistic- 
missile program 

An Agriculture Department offi- 
cial cautioned in a February. 1990. 
internal memo that, when all the 
facts were known about loan guar- 
antees to Iraq, the program could 
be viewed as another "HUD or 
savings • and • loan scandal." 

O f the 15 billion in economic aid 
provided to Iraq over an 
eight -year period. American tax- 
payers have now been stuck for t2 
billion in defaulted loans. 

Washington's supportive policy 
toward Iraq began in 1992. Hussein 
was in the sreond year of his war 
with Iran and the conflict was not 
going well for Baghdad. The Rea- 
gan Administration, while official- 
ly neutral, decided to help Iraq as a 
means of containing the Ayatollah 
Ruhoitah Khomeini 
U S relations with Iraq had been 
severed »n 1967 after the Arab- Is- 
raeli war but the biggest obstacle 
to renewed ties was the fact that 
Iraq was on Washington's official 
lot of countries supporting inter- 
national terrorism That meant 
that most form* of l S aid were 
prohibited by law 

The State Department respond- 
ed b> removing !*aq from the 
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u:r«r jr. .^i .nrrt.:.-:. *■ 

action apposed by some w - - — r 
Administration Four for-e- .'fl- 
oats said in interview* ;‘-i- -«*-e 
was no ev idence that Irsq • • ' 

of terrorm* had waned 

"All the intelligence I *** 'd. - 
rated that the Iraqi* cor: o 

support terrorism to rr-t * \rt 
tame degree a* they had - he 
past” said Noel Koch 
charge of the Periagur.* c .-or 
te r rori s m program We 'a* iraq 
off the Im and shouldr i ha-, t 
We Ad it for political res<o-f 
The assertion was yupp..- ' : b;- 
a secret 1968 memo .n *vch 
Deputy Secretary of Sure J:hn 
Whitehead wrote. Even th:.fh n 
was removed from the terror .»m 
list hx years ago. (Iraqi ha I pro- 
vided sanctuary to knowr error 
isis. including Abu! Acts* of 
Achilla Laura fame 
Almost immediately after Iraq 
was dropped from the list Wash- 
ington provided loan gua.%r ce* <o 
enable it to buy #uch A-ercan 
commodities ss rice anc **-ca- 
through the Agriculture Dtr*an 
mem's Commodity Credit C«*p 

T wo years later in I95t Burh 
personally pressed the federal 
Export -Import Bank to guarantee 
8500 million in loans so that Iraq 
could build a control ersta: or p pe - 
line, according to classified gov- 
ernment documents 
And throughout much of the 
period from 1962 to the end of the 
Reagan Administration efforts 
were made to funnel arms as well 
as economic aid to Baghdad — 
sometimes through the Pe'agoc. 
and sometimes through l > ai’.ies 
in the Middle East Some of the 
specific arms plans failed to *ock 
but government sources **.d that 
wgmf icam quantities of ar-r., <fcd 
reach Baghdad as a result MIS 

At one point m 1982- for example 
a proposal was put for w ard to trade 


four American-made ho*r.:rr* to 
Iraq for a Soviet T-72 *.ar» ac- 
cording to classified dot j-e-.u 
The T-72 was of panic _’ar -nor 
tance according to a -etre- J.jy 
1962. rejion by the Defer* I ri.i- 
gence Agency, because u pro- 
tected by a new type of armor, 
which mghi prove mi utnerab e to 
American firepower A «ccord p an 
m 1963 would have allowed Iraq to 
buy 845 million worth >f 175 n;«h- 
meter long-range gun* *r>d a.-m.u- 
muon m exchange for t urnmc ner 
a Soviet tank 

Pentagon official* a <o reported 
to then -Secretary of Defence Cas- 
par W Weinberger that Iraqi 
officials said it might be po*«ib e to 
eachange a (Soviet Hird| hn cop- 
ter for permission io hji 100 
Hughes helicopter* ' equipped w uh 
TOW missiles, according t« « se- 
cret Pentagon memo 

For various rea*on* each of 
these deals fell through The ret- - 
copter transaction wa* -r repoed 
after the late Richard Still we : a 
retired general who wa* iher dep- 
uty undersecretary of defer* ob- 
jected to working with ar Iraq:- 
sponaored arms trafficker with a 
reputation for questionable dea! 
mgr 

"While I fully recognise the 
value to the U S A of obtaining an 
MI-24 HIND. I recommend agaum 
pursuing this particular deal be- 
cauae. . the potential for eauemg 
embarrassment to the I S govern- 
ment « too great." Stillwell wrote 
m a top-secret memo for Wem- 
bergerm 1981. 

In a recent interview. Wein- 
berger refused to durum any ef the 
proposed exchanges Although 
tow -level Pentagon operative* saw 
the arms swaps or sales to Iraq as a 
means to obtain Soviet techno ,* 1 . 
two official* «a% 'ha* Uv -* ■ - 



789 


t*>nf pm of a f Aetna m the 
Reagoo Admmmratioo tint to 
vored Iraq over Iron "Many of in 
thought a would be bettor if Iraq 
•an.' un Wei n berger. now a 
U» m m private prartice 

A number of classified State 
Department rabies also describe 
proposals m 1983 and 1983 by 
Wrihan Eagleton. the senior U S 
ihplom at m Baghdad, to funnel 
arms to Iraq through allies m the 
Middle Cast We ran selectively 
lift restrictions on third party 
transfers of L S license military 
e qwpm uit to Iraq. - he said in an 
October 1981 cable 

Although uuual l> rejected, other 
documents and interviews with 
farmer IS official* ■ reheat* that 
the policy was pursued on a covert 
bam wwh Egypt Jordan and Ku 
waa and that arms were trans- 
ferred to Iraq 

"There was s conscious effort to 
encourage Hurd countries to ship 
US arms or acquiesce in ship 
menu after the fact, sari Howard 
T etcher. who monitored Middle 
East pofcry at the National Secun 
ly Council in the Reagan Admuvts . 
trataoi It was a polio of nods and 
wmfca." 


W bde the Amencan rationale 
was that Hussein was a buff- 
er agautst Iran, classified records 
show US support for fas regime 
continued unabated after the of fi- 
nal cruse- fire m the Iran- Iraq War 
was signed m August. 1988. and 
after Iraq's chemical weapons at- 
tack an the Kurdish villages on 
July IS 1988 

In fact, mi August. 1981. Deputy 
Secretary of State Whitehead rec- 
ommended m a secret policy memo 
that -there should be no radical 
pohe* changes now regarding 
Iraq." 

The pro-Iraq strategy was em- 
braced by Bush when he became 
Prtldns Km Admmtsirauon con 
untied ia e ncourage the transfer of 
US supplied arms to Iraq from 
Arab alhes . accordmg to interviews 
and Aasnfwd document* 

In KSD IS he said. "Access to 
the |P*rnm| Gulf and the key 
friendly states m the area a vital to 
U S oo f nol sreuntv Included 
among ihoar states was Iraq, and 


NSD X came at the he«h( of 
attempu by the Agriculture De- 
partment and other agencies to 
staoh the largest l S id program 
to Iraq— (hr co mm odity loan guar- 


Set up to help US farmers 
increase exports, the program 
guarantees repayment of bank 
bans is fan gs gov e rnments for 
purchases of American com modi 
ties tf the faregn governmen t 
defaults on the loan. U S u^ayers 
pick up the tab 

R tgutohoaa regime the Agnrul - 
tier Department to allocate 
guarsmres on the basu of the 
receivu^ country’s agricultural 
needs, u market potential and the 
hkehhoad that the loans will he 


repart. C l a a n fwd d o cume nts show, 
however, that fare^n-pofacy con- 
ilemiw played a derisive role in 
s Wo c a ung cred o s to Iraq 
The bags themselves rawed the 
idea of US guarantees far food sm! 
m 1981 a time when U S officials 


footed that Hussein ought he tier • 
thrown her sum of food shortages 
ramrl by the Iran Iraq War 
Before the year was oul the Aral 
Mt Muahon m Agnruhure Depart - 
loon guarantee waa ap- 


proved far Irog. In 1984. the 
I f I 1 fafaon mi 


htUe-k n MwnL Md e ra ge n c y orgam- 
tauanraled thr Motwnal Advwary 
ratted. 

Advsr y Conn til documents 
Bm that beginning m IMS. a 


nutr ber of members representing 
the Federal Reserve Board. Trea- 
sury Department and the Export 
Import Bank counseled or voted at 
different i.mes against increase* of 
aid to Iraq Thev feared that Iraq 
was not credit -worthy and would 
net be able to repay the billions 
owed 

Their concerns intensified when 
on Aug 4 1999. FBI and Customs 
Service agents raided the Atlanu 
branch of an Italian bank. Banca 
Ninonal* del Lavoro. and uncov- 
ered 94 billion in unauthorized 
loans to Iraq, including S900 million 
guaranteed b> the Agriculture De- 
partment program 

Nevertheless, top Bush Admin- 
istration officials, including Secre- 
tary of State Baker discounted the 
protests in the interagency group 
and sought another ll billion in 
loan guarantees for Iraq in the rail 
of 1989. to be given in two install- 
ment* 

By early 199a Iraq had used the 
first ISOO million and was askirg 
for the second installment The 
NSC and the State Department 
pressed to have the aid released 

Again there was resistance Iraqi 
officials had been implicated more 
deeply in the growing Banca Na- 
tional* affair and government ana- 
lysis were more skeptical about 
Iraq s ability to repay its growu^ 
foreign debt because >i was spend- 
ing so much on arms. 

In the worst-case scenario, in- 
vestigators would find a direct link 
to financing Iraqi military expendi- 
tures. panrularly the Condor mis- 
sile." Paul Dickerson, head of the 
Agriculture Department program 
that aided the lraqu. wrote in a 
Feb 23. 1990. memo to ha superior 
Condor was an Iraqi effort to 
develop an intercontinental missile 
capable of delivering a nuclear 
warhead While Dickerson Later 
told a congressional committee 
that he was only speculating about 
the Condor ha warning reflected 
growi ng evidence that the Agri- 
culture aid had gone for military 
uses. 


T hen on March 27. 198a the U S- 
Customs Service thwarted an 
effort by Iraq to obtain American - 
made triggers for nuclear weapons. 
And m a speech that same month. 
Hussein issued fas threat to "burn 
half of Israel Publicly. at least. 
President Bush prom ise d a crack- 
down on exports to Iraq, saying 
that "nuclear proliferation 
continue* to pose serious threats to 
U S interests, as well as thr inter- 
esu of our friends m ike region." 

On April 11 1991 Cl A Director 
Robert M Gates, then deputy na- 
tional security advwer. chaired an 
interagency meeting to diacuse 
Iraqi pobey At lhai meeting. Com- 
merce Undersecretary Dennis 
Kiosks presented a variety of pro- 
posals to rennet licenses of high- 
tech technology with potential 
military uses to Iraq The proposals 
were rejected 

On June 1 Kloske also sent a 
classified memo to Gates recoin - 
mending a limited proposal to 
lighten up controls of exports to 
Iraq for technology with bathetic- 
m i s si l e applications That proposal 
ws* rejected as well 
Humeui had also begun fas cam- 
paign of overt threats if* not Ku- 
wait. acc u n n g fas uny nei g h bo r at 
economn warfare and vowmg to 
retahat* 

Yet as late as July 9. 198a April 
Gtaspw. the US smbssssdar to 
Iraq, ms u rad Iraqi officials that the 
Bush Adnumetrauon was ni try- 
ing tofet the second 9900 rnthm 
rel ease 1 a ccordmg la a ctsamftsd 
coble 


Only on A«g. 2. I9HL drt the 
AgncuHare Department afhnaMy 
■ ■pend the Agncuhtwe Deport- 
ment guarantees io Iraq -the mme 
day that Humem s tanks and troops 
swept mho Ktfwao. 
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Aid on the Eve of War 

Classified documents obtained hy The Times thou a long-secret 
pattern ol personal efforts hy Bush —as President and as nee 
president— to support and placate Iraqi dictator Saddam Hussein Here 
are some of the key incidents. 

1984 

■ June: Vice President Bush telephones the president of the 
Export -Import Bank and helps persuade him to approve 1500 million 
in loan guarantees so Iraq can build an oil pipeline. 

■ Late February: Vice President 
Bush telephones the new presi- 
dent of the Export -Import Bank 

and successfully lobbies for Iraq to Itf ^ V» »> f J 

receive $200 million in new' loan Pa ’ 

guarantees from the federal agen - \ 

Cy. I V T'_'S £ 

■ March 2: Vice President Bush — 

meeu with Iraqi ambassador Ni- Amu-minm 

zar Hamdoon and tells him that - 

two requests by Iraq for sensitive tx-envoy Hamooon 
Amencan technology had been approved over objections from the 
Defense Department. 


■ Aug. 19: Iraq and Iran sign official cease-fire ending 8-year war. 

1989 

■ Early October: President Bush signs a secret national security 
directive ordering U S. agencies to expand political and economic 
lies wilh Iraq. 

■ Oct. 91: Secretary of State James A. Baker III telephones 
Agriculture Secretary Clayton K. Yeutter and persuades him to 
reverse Agriculture's position and approve 11 billion in new loan 
guarantees to Iraq. 

■ Nov. •: The $1 billion is approved despite concerns by the Treasury- 
Department and Federal Reserve about a growing scandal involving 
Iraq and the Agriculture credits. 

1990 

■ April 19: White House National Security Council thwarts efforts by 
Commerce Department to stem the flow of U.S. technology to Iraq. 

■ July 9: April Glaspie. U S ambassador to Iraq, assures officials in 
Baghdad that the Bush Administration is still trying to obtain the 
release of the second $500 million of the $1 billion approved in 
November 

■ Aug. 2: Iraq invades Kuwait and the Agriculture Department 
officially ends loan guarantees to Iraq that have amounted to $5 
billion since 1963. 
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LOANS: U.S. Gave 
Help to Baghdad 
in Arms Buildup 


■ Foreign aid: Baker pushed through agriculture 
credits that helped Hussein free up money for ares. 


By DOUGLAS FRANTZ 
and MURRAY WAAS 

mcui TO TM Tl«n 

WASHINGTON .On the latl 
day of October. IM9. mne mouths 
before Saddam Huaeetn Invaded . 
Kuwait. Secretary of State James i 
A Baker III placed a telephone call 
to Agriculture Secretary Clayton 
K. Yeutier 

A problem had de ve loped. Baker 
needed to talk with aomeone who 
coufoftx it 

Earlier in the month. Pram d a m 
Bush had signed a seem nauonai 
security directive ordew n s deeer 
ties with Iraq and the Admirastra- 
tion wanted to fi v * Huaarm'a re- 
gime tl billion in new financial aid. 
using an Agriculture Department 
loan-guarantee program to do il 
B ut program officials were bak- 
ing -say mg that Iraq would never 
repay the money. And a potential 
scandal was brew i ng over irregu- 
larities m post loans to Baghdad. 


■ CAST OPT 


E PARTS 


documents obtained by The Tunes. 
The agriculture secretary, today 
the President's senior domestic 
policy adviser, appar ent ly saw the 
light. 

"I think we're seeing a the seme 
way you guys are.** Yeunor re- 
s ponded. acco rding to a handwrit- 
ten note by Baker on ■ memo about 
the Oct 31. 19B. conversation. Til 
fctmtoit." 

The twft loons, pushed through 
at a ume when U S imethgence 
reports indicated Husaetn was 


by a Prendent and i 
who overestimated their own abili- 
ty to influence a foreign lead er . 
Until the eve of the Iraqi mvanon 
at Kuwait, s enior Admuust ration 
efftnaAs seemed convinced that. 
wMh continued US aid. they could 


nuclear weapons, were used by a 


A House panel plans he ar ings 
mho disclosures that Bush n 
cmly helped S ad d a m Hoseci 
build Iraq's war machine. AT 


wayai 

la early October of ISM. the 
pohey had gotten a major new push 
when Bush signed the tap-secret 
National Security Decision Direc- 
tive 21 ordering government agen- 
cies to expand political and eco- 
nomic Ues with Iraq. In the weeks 
and months that followed. Iraq 
b ecame the beneficiary of added 


gy— sophisticated e q ui p m e nt with 


pie. freeing up its cast 
finance the mamive t 
that ended in war with the Uiwu 
States. The Bush Admuut.. -tioi 


the Iraqi dictator's intentions, mdi 
rectly helped pay for « 
were ultimately us 
American and allied troops. 


ward Iraq 
al 


“Any 


by the 


peotodUr over a period ef almost a 


as well as access to high- lech 
equipment that was critical to 
Iraq's quest for nuclear and chemi- 
cal arms. 

The policy of helping Huseetn 
was conceived mi the Ronald Rea- 
gan Administrsiion to prop «p 
Human mi hts long war with Iran 
and thus slow the gNead of radical 
Islamic fundamentalism in the 


But the policy -and Bush's re- 
peated personal involvement, 
continued wefl beyond the end of 
the Iran -Iraq war. which was con- 
cluded hi the summer of I MR And 
It <fed morel 
It 


port of Administration policy." 
Deputy Pram Secretory Roman 
Popadhjfc said. He also stressed 
that the U-S stance toward Iraq 
"shifted dramatically- after its in* 
vaswn of Kuwait. -We were mi the 
forefront of stem sung that aggres- 
sion and of restoring freedom to 
Kuwait.- he mid. 

In the can of the com m odity 
loan guarantees from the Agricul- 
ture Department. Hussein used the 
subsidised American foodstuffs to 
food Ms people, while using his 
cash reserves lo buy arms. 

The U S. md came at a critical 
Juncture for Humeim International 
hankers, alarmed by Iraq's soaring 
debts, its deteriorating record of 
repayment and its continued ob- 
session with armaments, had cut 
off his credH almost everywhere. 

Beyond the questio n of under- 


a threat to hts n e mhbors and to 
Baker's task waa to bnng the i nui US intcresta hi the od-nch 
Agriculture Department mho hne 
Sketching out the p r obl e m, he 
asked Yeutier to r everse hm de- 
partment's poot ton and affuovc detenmnauon form after Ha artg- 

ad bec o m e ' 


classified documents show that 
Baker and Yeutier had been 
warned about Ureguterttics mi the 
Agriculture Department aid prs- 
gram and the possibility that Iraqi 


White House Response 

to remanding to the dmetasures 
by The Times about Bush's rale hi 
providing assistance to lr 
White Hou 


> Iraq, a 
said that, 
h the Reagan and Busk 
Hums. -uX policy lo- 
wao based on our notion- 


government 
be implicated in a major banking 
scan dal involving the program. 

After Ks Invasion of Kuwait hi 
A ugust. 1M0. Iraq stopped paying 
on the loans guaranteed by the 
program, leaving American tax- 
payers with a tf- tuition bill. And 
last year, four Iraqi officials and 
the government's mam commercial 
bank were indicted m Atlanta m a 
U -billion scandal involving the 
U-S. xmI program. 

Set up to help American farmers 
increase export*, the Commodities 
Credit Corp. of the Deportment of 
Agriculture provides govern m ent- 
guaranteed repayment of bank 
loons to foreign government* for 
purchases of American rice, wheat 
and other commodities. The Agri- 
culture Department t* su pposed lo 
allocate the credit guarantees 
based on the receiving country's 
needs. Ms market potential and Ms 
ability to repay the loans. 

Numerous classified documents 
*ov. howe v er, that foreign policy 
considerations played the decisive 
rale In allocating credit* to Iraq, 
and that evidence of unpeopnetm 
largely Ignored. Eventually. 
U-S. food aid went to Iraq 
during the IMQO than to any ether 


jut as officials of the department 
and others had warned, ware no 
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Might Lose War 

Tht Agriculture Department 
Ioam began in 1963 with I <02 
■Milton. Classified dorumenu show 
that the Reagan Administration 
feared Hussein would lose the 
Iran- Iraq war or be overthrown 
because of food shortages. 

The amount of loan guarantees 
steadily increased each year. 

By October. 198B. when Bush 
signed NSD 28 and ha Administra- 
tion sought the f I billion in guar- 
antees from Y cutter's depart- 
ment— the largest lump sum ever 
sought for Baghdad -only the 
United Stales and Bn lain were still 
offering credit to Iraq. 

At that point, however, ofeec- 
Uons inside the U S government 
Involved more than Iraq’s shaky 


On Aug. 4. 1989. FBI and Cus- 
toms Service agents raided the 
Atlanta branch of Banca Nazionale 
del Lavoro. Italy's largest bank. 
They uncovered evidence that the 
branch may have made 94 bilhon in 
unauth orised loans to Iraq— in- 
cluding 9900 million guaranteed by 
the Agriculture Department pro- 
gram. 

Classified documents indicate 
that several agencies issued warn- 
ings of senous irregularities with 
the program— that Iraq was un- 
likely or unwilling to repay the 
debts, that the Iraqi government 
demanded kickbacks from Ameri- 
can firms, that funds derived from 
kickbacks were used to purchase 
arms and that Iraqi officials were 
likely to be implicated in the Banca 
Nazionale del Lavoro scandal, 
(four top Iraqi government offi- 
cials and the two government- 
owned banks were implicated m a 
later indictment) 

At a meeting of a government 
coordinating group called the Na- 
tional Advisory Council on Sept 
12. 1988. Federal Reserve officer. 
Robert Emery warned that Iraq 
only repaid creditors when they 
offered greater lines of credn. He 
called continued requests for Agri- 
culture Department loans to Iraq s 
"Form -type scheme” 

A year later. Agriculture De- 
partment officials noted to a oanfl- 
dential report that Iraqi officials 
had admitted demanding kickbacks 
and acknowledged that the De- 
partment of Agriculture funds had 
been diverted for military purpos- 
es- The report was sent on to the 
Stale Department, which sought to 
determine whether the activities 
were sanctioned by the Iraqi gov- 


The Agriculture Department re- 
sponded to the Banca Nazionale 
controversy by trying to slash us 
aid to Iraq to 9400 million from the 
91 billion originally sotmht by the 
Bush Administration. Even 9400 
million was too much for some 
officials. At s National Advisory 
Council meeting on Oct. 1. 1981. 
Treasury and Federal Reserve of- 
totals . jteo to sup the aid entire- 
ty. according to minutes of the 

The two agencies lost and the 
1400 million was approved because, 
according to a confidential Trea- 
sury memo, the State Department 
was "particularly forceful m argu- 
i prograoMsig should go 


Three days later. Iraqi Foreign 
Munster Tank Axis met with Bak- 
er at the State Department and 
expressed alarm that Iraq might 
receive less than 91 billion Aua 
warned Baker that relations be- 
tween the two countries would 
"sour’* without the full 91 billion, 
according to a Suit Department 
account of the meeting Baker 
promised to ' took into the matter 


Baker Warned 

Baker had been cautioned per- 
sonally about alleged irregularities 
in the program in a classified memo 
In October, which read in part 
“The unfolding BNL scandal n 
directly involved with the Iraqi 
CCC program and cannot be sepa- 
rated from it Of the 94 billion of 
unauthorized loans involved, about 
91 billion were CCC guaranteed. 
Treasury and the Fed. however, 
find it hard to believe that Iraqi 
Central Bank officials and others 
were not aware of kickbacks . . 
and other gross irregularities.'' 

But the secretary of state was 
getting other advice, too. 

Robert Kimmitt, undersecretary 
of state for political affairs, sent 
Baker a memo recommending that 
he advocate the full program and 
telephone Yeutter to urge him to 
restore the full * i Milan 

A copy of the classified memo 
shows that Baker initialed a section 
indicsting that he approved the 
recommendation. Attached talk- 
ing points'' prepared for ha phone 
conversation with Yeutter said 
that Baker should describe the 
Agriculture Department program 
as "crucially important to our bi- 
lateral relationship with Iraq” and 
say that he supported II billion "on 
foreign policy grounds." 

The document contained a cave- 
at in which Baker assured Yeutter 
"Obviously, we should not go for- 
ward with the program if we have 
substantial evidence of a pattern of 
senous violations of U S. law by 
high-ranking Iraqi officials.'’ 

After speaking with Yeutter. 
Baker filed a copy of the memo on 
which he made a handwritten no- 
tation that Yeutter had responde d: 
“I think we re seeing it the same 
way you guys are. I’ll get back into 
H." 

Within days, the Agriculture 
Department agreed to restore the 
91 billion but Treasury and the 
Federal Reserve refused to go 
along. Edward W Kelley Jr. one 
of the governors of the Federal 
Reserve Board, repeatedly opposed 
additional credits for Iraq, accord- 
ing to two sources. Kelley declined 


On Nov g. ||gfc a* || bdhoa for 

Irsq was approved by the National 
Advisory Council As a concession 
to the opposition. ft was agreed 
hat the money would be split .mo 
two halves The first half would he 
made available immediately, the 
second installment only if no fur- 
ther problem# arose from the in- 
vestigation of Banca Nazionale del 
Lavoro. 

In a classified memo dated Nov 
9. KunmtU. who a now US. am- 
bassador to Cermany. boasted to 
Biker: ’Your call to Yeutter and 
our subsequent efforts with OMB 
and Treasury paid off.” Kimmiti 
suggested that Baker "break the 
good news” to Am. 

Two days later, the State De- 
partment sent a cable to April 
Clasp*. US ambassador to Iraq, 
instructing her to present a private 
message from Baker to Aziz telling 
him "iha decision by the Adrnina- 
tration reflects the importance we 
attach to our relationship with 
Iraq.” 

More Aid 

By early 1980. Iraq had used the 
first 9500 million in credits and was 
asking for a second installment of 
9573 million. By that time, addi- 
tional evidence had surfaced m the 
Investigation of the Italian bonk 
implicating Iraqi officials more 
deeply. Government analysts also 
were more skeptical about Iraq's 
ability to repay ita growing foreign 
debt because of continued military 
spending and other problems. 

In May. the Agriculture Depart- 
ment decided to suspend the loon 
guarantee program without releas- 
ing the second installment. The 
decision was not made public but 
key members of Congress ac- 
knowledged that they were briefed 
about the plan. 

The Agriculture Department 
made the decision after, aa one 
current department official said, 
"all the worst fears |about the 


Ongoing Deb ate 

On Aug 2. 1990. fie da> : 
tanks swept mto Ku«*u. the P 
Administration was $:iU debs 
whether to provide Hussein * 
the second installment of * 
guarantees 

There was one more ins « 
tale: 

i In the weeks after the m«**> 
Congress questioned whether 
mah Administration had been f. 
enough in letting Saddam Him- 
know that n opposed ha bed** 
mce in the months leadn^ up 
the invasMM. 

On Sept. 23. 1990 Baker defer 
ed the Administration on irtr\ 
non. saying that a number 
signals had been sent to Husse 
indirating opposition to ha threat 
"Signal No. I was totiap lorn 

K wy export controls on ex po rt s 
q.” Baker said. "Signal No 
was to cancel or suspend the Con 
modny Crecbi Corp program - 

feaoti Is a nmoa stall «dm ar 
- — la a spurn JZ T 


A State Department memo said 
that Treasury and the Fed were 
worried because Iraq had failed to 
make payments to other foreign 
creditors and because "allegations 
of Iraq) wrongdoing in the BNL 
case, though not backed by evi- 
dence at tha ume. might embar- 
rass the Administration." 

But State pushed ahead. The 
memo said that Deputy Secretary 
of State Lawrence S. Eaglcburger 
was pressing Treasury and the 
Office of Management and Budget, 
which also opposed the 91 billion 

**2agfeburger telephoned his 
counterpart at Treasury. John 
Robson, and requested Treasury’s 
support for the 91 billion, according 


mismanagement, kickbacks, diver- 
sion of funds for the military . ’ 

But documents show that the 
National Security Council and the 
State Department still pressed for 
the additional halt -billion dollars. 

On May 29. 1990. the NSC met to 
consider the question. According to 
s classified account, the "meeting 
has been initiated by NSC staff 
because they want to prevent the 
CCC credit program from being 
canceled as it would exacerbate the 
already strained foreign policy re- 
lations with Iraq." 

NSC officials pre s se d to continue 
the program although the Agricul- 
ture Department had already 
drafted a press release saying that 


pended because of "imprcpnetiea.” 
As late as July 9. Glaapie was 
assuring Iraqi officials ui Baghdad 
that the Administration was trying 
to get the second 9500 nuthon 
released, according to classified 


Eagteburaer to put the request to 
writing. The some day. Eaglebur- 
gar sent Robson a letter saying 
that State supported eontmuotion 
of Agriculture Depart m e n t ere das 
“on for e e m pobey grounds" 

t /n *v t 
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Abuses in Iraqi Aid Program Overlooked 


■ MM— ft ; The Basil 
Administration pushed for more 
rerisuncx despite evidence of 
kickbacks and food-fora rms 
trading. 


By MURRAY WAAS 
DOUGLAS FRANTZ 

wociat ro tni rtwc* 


Washington -T he m*k aamh- 

tfetwn ignored evidence that a tt-MMon 
Amer ic an aid program for Iraq was riddled 
»IU» bribery and that food mended far 
hungry Iraqi* may have been traded far 
we a pon * , accordi ng to ctaastflcd g ove r n - 
ment document* and inter view*. 


bribe* from American exporter* of can* 
—a d Ki e *. the document* tndfcmo. 11m 
cantmodltiet had been sent to Iraq at part 
«f a food aid program underwritten by the 
UJ. g ov ernm e nt 

Senior Administration officials, inch*- 
fag Secretary of Stale James A. Baker m. 
mere warned of such abuaes m the (ad of 
IMS. but still pus hed through Si bilhsn in 


warnings culminated m a highly c 
intelligence report in July. MO- a ■ 


TV report said a Jordaidan entrepreneur 
heavily involved in the U A fad program 
also was assisting Iraq's covert arias- pro- 
curemem network, sccordhg to the offi- 
cuta who read the report. 

At the same Ume. Iraq threatened tn stop 
■thing payments on 12 bilhoa it owed on 
previous loans guaranteed by the United 


cording to classified record* 

Despite the intelligenee flndk«i and the 
Iraqi threat, document* show that the 
Slate Department and the White Home 
National Security Council continuod to 


aid for Baghdad. 

The disclosures represent the first sug- 


been bartered by Iraq to buy w e apo n* , and 
they provide new details on the extent of 
the warning* about widespread irregufari- 
Ucs in the aid program. They also illustrate 
the determination within the Adminttra- 
tloo to continue assistance to Iraq in lbs 
face of evidence of abuses. 

That determination continued even after 
an Agriculture Department tovesttgaifau 
com pl et ed in April. 199a was unabte m 
conclude that millions of doOrns af earn- 
■ndMss ridppad through Ufa J mda n ls n 


port « Aqaba were ever delivered 
fa Iraq. Ills department's Com- 
madKy OsdM Carp, had finsacai 
Ufa food purchases for Baghdad. 

While Uie intelligence report did 
not directly link arms deals to food 
aid. an AdsU mgt rati o n official afad 
Ufa JordMian b usin ess man s dual 
rofa as an arms trafficker and food 


Ingtraded for weapons. 

The Administration maintains 
puhMrty and privately that it boa 
no evidsnee that US. food aid was 
diverted for arms by Iraq. 

I n an Interview, however, a Jor- 
danian businessman who won 
Involved in the CCC program mid 
ha has firsthand knowkdft that 
aid had been diverted by Iraq « 
early as 1998. 

The businessman, who adtad 
that Ms name be withheld, mid 
Iraqi officials had bartered US 
food aid to the Soviet Union In 
euehange far a shipment of Soviet 
tanks in 1981. The food was 
shipped to Aqaba and then shipped 
to Ufa Soviet Union instead of 


Until Iraq invaded Kuwait on 
Aug. 2. 199R Uw CCC program 
raiaiinrrt an integral part of Frefa- 
dant Bush's policy of ssdfalwg 
Saddam Hussein in hopes of soft- 
©sing the Iraqi dictator's threats fa 
Ms neighbors. 

The first tllegations that Iraq 
was demanding bribes from Amer- 
ican ep o r t m who wanted to da 
buriares with Baghdad under Ufa 


in almost ovory cbm, ttw 
record* documoat 
•Mpmonts at f ar at tko 
oooan pon out Gomamoa 
Nttlo or no record of tko 
ovorland portion of tko 
oMpmonta to Iraq.' 
tm an nm omumtoa mo m 


m 

CCC program surfaced in Novem- 
ber. 1908. according to a report 
detailing an Agriculture D ep a r t - 
ment Investigation of the charges 

fatfoa 


an Iraqi pledge to end 
practices m 1988. Iraq 
to demand kickbacks. 
US exporters complained repeat- 
•Oy fa the Agriculture Depart- 
ment that they were forced to give 
Iraq apart parts with military urns, 
meh as armored trucks, and other 
bribes m order to sell goods to the 
gulf Male under the CCC program. 

For instance, in a Sept 7. 1988. 
I*t»*r to Uw department a lumber 
charter complained of increasing 
preomre by Iraq to provide free 
trades. trailers sad tires is the 
price of continued business 
"The recent telex requests (from 
Baghdadi have exhibited extraor- 
dinarily threatening language, 
where the future business rrtatlom 
are being kidged by our response to 
requoma far free goods" said Uw 



.... J cash from 

US exporters. Six U. 
companies pleaded guilty in 1980 to 
pqytng more than 11.5 million a 
kickback* to Iraq. The hinds were 


with arm*, such aa Bulgaria. 
FYance. Germany and Italy. 

About the same lime that con- 
cern* were rising over the luck- 
backs in 1888. federal agents raided 
Ufa Atlanta branch of Italy 's Bancs 
Nasionale del Lavora They seised 
evidence that Uw branch had made 
84 billion in fraudulent loans to 
Iraq and Arms domg business with 
Iraq. About 9900 million of the 
loans was guaranteed by the U S 
government through the CCC pro- 
rwn. 


A negations of wrongdoing m 
xVthe program became so dis- 
turbing that the Agriculture De- 
triment and three other federal 
«*encw> recommended tharpl/ 
curtailing or even halting the man 
guarantees to Iraq. 

Secretary of Stale Baker was 
personally warned in a classified 
memo that officials at the Treasury 
Dfamrtnmnt and the Federal Re- 
serve "find ft hard to believe" that 
Iraqi govern m ent officials "were 
not aware of kickbacks and other 
gram irregularities" in the CCC 
program. 


"USDA had been informed that 


a A least one Iraqi state trading 
enterpr is e had been routinely re- 
questing that exporters provide 
either cash rebates or goods, either 
In the form of additional co mm odi- 
tfm or non-agricuHural Meow, m 
•e- called 'after-sofas* s ervi ce In 
the form of tracks and track 
pans." mid Uw report. 
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But the Administration, fed by 
Baker, successfully fought off any 
cuu and pushed through another 
fl billion in aid. 

The only caveat was that the 
new aid would be divided into two 
1500 million payments. The second 
payment would be released as long 
as no substantial Iraqi government 
involvement was uncovered in the 
Banca Nazionale investigation in 
Atlanu. according to documents. 

At that point, the National Secu- 
rity Council was monitoring the 
progress of the Banca Nazionale 
investigation, according to docu- 
ments and interviews. Other re- 
cords show that plans by the U.S. 
attorney’s office in Atlanu to in- 
dict top Iraqi officials and two 
government -owned banks in the 
fraud scheme were delayed for 
more than a year 

The NSC was keeping an eye on 
the internal Agriculture investiga- 
tion into possible diversion of CCC 
food by Iraq too. 

When a draft of the Agriculture 
Department's report was complet- 
ed in the spring of 1990. documents 
show that it was sent to Timothy 
Deal, a senior director at the NSC. 
as well as to Undersecretary of 
Sute Richard T McCormack. A 
cover letter said the draft was 
provided to the other agencies "for 
your review and clearance." 

A copy of the draft obtained by 
The Times shows that Agri- 
culture Department investigators 
concluded that Iraq continued to 
demand kickbacks. But the most 
explosive allegation addressed by 
the investigators was that agricul- 
tural commodities were diverted 
and sold before they ever reached 
Iraq 

The report noted that "geo- 
graphically. Iraq is almost entirely 
landlocked." and that during the 
Iran -Iraq War. its only large port 
city waa closed to international 
shipping because of the fighting. 
As a result Iraq had the commodi- 
ties shipped to Aqaba as well ss to 
Turkish ports, from which they 
were irsnsporied overland to Iraq 
The investigators had inspected 
shipping records for CCC goods at 
the foreign ports, but they found 
the trail ended there. 

"In almost every case, the re- 
cords document shipments as far as - 
the ocean port but contained little 
or no record of the overland por- 
tion of the shipments to Iraq." said 
the report. 

The department asked Iraqi offi- 
ciate to provide documents on a 
handful of the thousands of CCC 
transactions so they could be 
translated and reviewed. Even 
those few records were not scruti- 
nised. said the report, because they 
were in Arabic and Turkish and 
could not be translated. 

The final report sent to Con- 
gress. after having been reviewed 
by the NSC. concluded that there 
was no evidence that foodstuffs 
and commodities sent to Iraq under 
the CCC program were diverted or 
did not end up in Iraq. 


O ne Administration official said 
in an interview that he dna- 
greed with the findings The facta 
that our own investigators uncov- 
ered did not square with th* eon- 
elusion." he said. The official added 
that his superiors did not want to 
acknowledge that they had sent 
15 billion of commodities to Iraq, 
and they had no system in place to 
confirm their rightful delivery ” 

The official said that if the report 
had concluded there had been a 
massive diversion of food aid. it 
almost eertainly would have 
caused the cancellation of the CCC 

P On May 21. 1990. the Agriculture 
Department drafted a press release 
and began preparing to brief mem- 
bers of Congress that it planned to 
suspend the last 9500 million in 
food aid for Iraq. But NSC inter- 
vened to stop the suspension. A 
classified memo said that on May 
. 28. NSC staff members called a 
meeting "because they want to 
prevent the |loan program) from 
being canceled, as tt would exacer- 
bate the already strained foreign 
policy relations with Iraq." 

Evidence that aprominent mid- 
dleman in the CCC food program 
was involved in Iraqi arms traf- 
ficking soon surfaced In a widely 
circulated, highly classified intelli- 
gence report. 

The July. 1990. report said that 
Jordanian businessman Wafai Da- 
jani and a company he 
Amman Resources, had eoveruy - 
purchased arms for HusseiiVirt- 
gime. according to two <**d{te 
who read the report. It ateojd 
oiyant had served as a middte®n 
in arranging arms purchaaaa lor 
Iraq from private arms brokersln 
Portugal and Cyprus, said the <rfrl- 
cials. 

Dajam's company received ship- 
ments of CCC- guaranteed com- 
modities in Aqaba, stored them and 
was responsible for sending them 
on to Iraq Federal ^nligtton 
say Da>am was one of the mort 
prominent middlemen involved in 

^Becau^PoUhe high classification 
of the intelligence report, the two 
Administration official declined to 
discuss its details But they said it 
4id not directly link * * rmi 

deals to exchanges of CCC aw. 

that Daiani’s prominent in- 
volvement with the CCC P f0 * r *” 
and his alleged role as in arms 
trafficker should have art ofi alarm 
bells within the Administration, 
where the intelligence report was 
circulated widely 

Dapni has not been accused of 

any wrongdoing. Attempts to 

reach him in Jordan were unsuc- 
cessful. 


A classified Sute Depanmem 
report identifies Da>ani as a confi 
dant of Jordan s King Hussnn and 
the brother of a former Jordanian 
interior minister Other records 
show that he served as a middle 
man on many of the loans made to 
Iraq by the Banca Naxionale 
branch in Atlanta. 

As indictment* were being final 
ised in the Bane* Nazionale case, 
the Justice Department queried the 
Sute Department about the for- 
eign policy implications of possibly 
charging Dajam 

The Suie Department, while 
warning that an indictment of 
Daj.ni would be "seen as a further 
U S attempt to punish Jordan for 
siding with Iraq in the Culf W*r. 
also noted in its memo that an 
Indictment "would serve legitimate 
law enforcement interest* ' 

But when the U.S attorney gen 
eral finally announced the Bancs 
Nazionale indictment on Feb 28 
1991. Dajam was not among those 
charged. He has since been idenu 
fied in federal court records as an 
umndkrted co- conspirator in th* 
Bancs Nazionale case 
Da)*ni remains a target of the 
Inquiry, according to law enforce 
ment officiate 

The Treasury Department sate 
Ds>aru has been involved m contin- 
uing efforts by Iraq to shio goods to 
Baghdad through Jordan and 
evade the United Nations emtargo 
imposed in August. 1990 

Administration officials *< - 
knowtedged that some illicit gooes 
are still passing through Jordan for 
Iraq despite the U N sanction! 

•There has been an active dis 
cussion involving the overall *an< 
bona regime and Jordan, from .he 
President down to (Cl A D.rretc. 
Bob Cates." said an Adm.n ‘tf-** 
official "But a very sma. p * 
of the discussion focused • 

Since August. 1990. no .< a r.*t 

arms snipments have gore to I. a , 

Wsn I* a s#«ctel eone*po»tew»t 
•rte Frantz I* a Thu** stiff 
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Gonzalez’s Iraq Expose 

Hill Chairman Details US. Prewar Courtship 


By George Lardnce Jr. 

*m • luf 

Almost every Monday (or (he 
past couple of month*. £jgy 
B. Goniaki (D-TexJ . tfe 

chairman of the Hnw 

Owi^iitoe ham he*n setting I 

Bum administration's teeth on edge 


ship of Iraq before the invasion of 
Kuwait a August 1990. 

So Car. hardly anyone has bees 
ling. Connies^ "special or- 
as such uninterrupted 


to a virtually empty House floor. 
But they are full of excruciating 
detail— much of it classified "se- 
cret* and “confident iaT — that could 
haunt the White House before this 


are simple 


QgyBksll* charges 
Md direct: Senior Bus! 


,r 

gretamnal Record than anyone 
sac* the Vietnam War. 

"We have received no formal 
communication from the 
(ration on the issue." sad a spokes- 
man lor Home Speaker Thomas & 
Foley (D- Wash). 



nt to great I 
to continue supporting Iraqi Pres- 
ident Saddam Hussein and his un- 
re&ahle regime long after it was 
prudent to do so. 

U.S. officials insisted in 1989. for 
instance, on playing down the im- 
portance of a scandal involving an 
AdaaU-hnacd bank and more than 
$5 bdbon in unauthorised Ioann to 
Iraq, including $900 milboo guar- 
anteed by the U S. government 
They even intervened in the case to 
prevent indictment of the Central 
Bank of Iraq while the Persian Guff 
War was raging. 

Despite stiff 


ahead with Si billion m fresh agri- 
cultural credits for Iraq under a 
Commodity Credit Corp. 

They also pressed for continued 
Export-Import Bank financing de- 
spite congressional sanctions and 
kept sharing intelligence informa- 
tion with Baghdad until a few wee' 
before Iraq's invasion of Kuwad. 

Then, m the wake of the gulf i 


t mformaUon about the prewar 
conduct of U.S. policy toward Iraq, 
t officials tried to hide 


of national security and created 
what Gonaales has caled a V o ve r - 
up mechanism" to I 
tors at boy. 


onsfy contest the accusations of im- 
propriety and iDegafety. but they 
pbnfty would rather not toll about 
them at afl. So Car. they have sent 
only muted rnmplwnts to Capitol 
Hi* about J^onxalex. by way of the 
imo RepuRcan m 


REP. HENRY B. GONZALEZ 
. . . net "special orders" a a platform 

The centerpiece of the contro- 
versy is the scandal involving the 
government -owned Bancs 
del Lavoro (BNL). It 
n on Aug. 4. 1989. when 
id Federal Reserve 
offioala. tipped off by two bank ex- 
ecutives. raided BNL'* Atlanta 
branch and confiscated thousands of 
documents. The branch had become 
Iraq's principal source of credit in 
the United Slates between 1984 
and 1989. a period in which Iraq's 
eight -year-long war with Iran had 
turned Saddam's regime into a 
cash-starved and unreliable debtor 
According to interviews with 
knowledgeable officials, records 
made public by Gonzalez and doc- 
uments obtained from other 
sources, it was soon apparent that 
Iraq was involved in a masaive fraud 
billions of dollars in illegal 
loans and credits out of BNl- 
Atlanta. Car above the amounts re- 
ported to the Federal Reserve. 

About half of the money allegedly 
went to finance the purchase of 
U.Sl farm products, including $900 
■dfam guaranteed by the Agricul- 
ture Department's Com.-iodrty 
Credit Corp.. but mvestigai.v- said 
much of the rest had helped fuel 
Iraq's military buildup. 

U.S. Customs Service reports 
noted Sept. 21. 1989. and Oct. 20. 
( 989 . pointed out that BNL was 
suspected of financing shipments of 
stonatri a l machinery, military-type 
technology and various controlled 
chm n c ala to Iraa and providing 
bans Vo various US firms for the 
•egal e x port to Iraq of mtssile-re- 
used technology.* 

Federal prosecutors in Atlanta 
anunpated quack indictments. In 
Washmgton. records show. Agncul- 


early October 1989 that the evi- 
dence indicated their $1 bilboo-a- 
year CCC program for Iraq was nd- 
dkd with corruption, including kick- 
backs and bnbes demanded by Iraqi 
g ov ern m en t agencies and question- 
able consulting fees for Iraqi front 
i m the United States. 


lof* 


i >icre »<re a. so atirgaitun*. »tui 
unresolved, that food shipment* 
destined for Iraq under the loan 
program never got there and may 
have been diverted to other coun- 
tries m exchange for cash or goods 
Investigators say they now believe 
some food may have been traded 
for weapons or Soviet bloc military 
assistance. 

Mort Crtdttt Urgid 

Despite that. Agriculture officials 
recommended an "interim" $400 
million in additional food credits be 
granted Iraq under the CCC pro- 
gram. and this was approved by an 
interagency council Oct 4. 1989. 
over the opposition of the Federal 
Reserve and Treasury represent- 
atives. A confidential State Depart- 
ment memo mummied the objec- 
tions of the two agencies, saying 
they were made "at the behest" of 
the Office of Management and Bud- 
get. which State suggested was tak- 
ing its role as "watchdog against 
scandal" too seriously. 

But Iraq rejected the $400 mil- 
lion as insultingly low— Baghdad 
had received $1.1 billion the year 
before— and said such a relatively 
small amount would be "widely 
viewed as a U S. vote of no confi- 
dence m Iraqi debt policy." On Oct. 
6. according to a secret cable. Sec- 
retory of State James A. Baker III 
assured complaining Iraqi Foreign 
Minister Tariq Am at a meeting 
here that he would “look into the 
matter immediately." 

BNL officials in Rome, faced with 
parliamentary demands for an in- 
vestigation there, were a bo getting 
worried. On Oct 19. 1989. accord- 
ing to a State Department cable. 
BNL'b chairman and its director- 
general called on U S. Ambassador 
Peter F. Secchia and “suggested 
that the matter should be raised to 
a political level." They said they 
wanted to cooperate fully with U.S. 
authorities "while at the same time 
making it fairly dear they want to 
achieve some kind of damage con- 
trol" 

Sometime that same month. 
President Bush stepped into the 
fray, issuing National Security Di- 
rective 26 (NSD-26). Gonzalez said 
the order has been withheld from 
his committee on grounds of exec- 
utive privilege, but other docu- 
ments show that it ordered "pursuit 
of improved economic and political 
ties with Iraq." A report to Baker, 
dated Oct. 26. 1989. cited the d»- * 
rective in recommending approval 
"on foreign policy grounds" of a $1 
bilhon CCC program for Iraq, to be 
paid m two installments m light of 
the BNL investigation. 
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The report warned that the bank 
fraud "may also involve several high 
Iraqi official*. - bul emphasised: 
“Iraq is now our ninth largest cus- 
tomer for agricultural 

commodities. . Our ability to in- 
fluence Iraqi policies ui areas im- 
portant to us. from Lebanon to the 
Middle East peace process. wiU be 
heavily influenced by the outcome 
of the CCC negotiations.’ 

Baker Calhd Ytulttr 

Baker called then-Secretary of 
Agriculture Clayton Yeutter and 
urged him to go forward with the 
SI billion program. Deputy Secre- 
tary of State Lawrence S. Eaglebur- 
ger made similar appeals to Treas- 
ury and OMB. explaining m one 
note that “the CCC program is im- 
portant to our effort* to unprove 
and expand our relationship with 
Iraq, as ordered by the President m 
NSD-26." 

The full $1 billion was approved 
at a high-level interagency council 
meeting on Nov. 8. 1989. Accord- 
ing to a confidential memo. Treas- 
ury. the Federal Reserve and OMB 
still felt that “allegations of Iraqi 
wrongdoing in the BNL case, 
though not backed by evidence at 
this time, could eventually embar- 
rass the administration." But once 
again, the State Department rep- 
resentative invoked NSD-26 and 
said that “to abruptly terminate the 
(CCC | program would. . clearly 
run counter to the president's in- 
tention." 

Alarmed by Baghdad's human 
rights abuses such as the gassing of 
Kurdish villages in northern Iraq. 
Congress later that month enacted 
limited sanctions against Iraq, pro- 
hibiting Export-Import Bank financ- 
ing without a presidential waiver. 
The State Department quickly 
drafted one and Bush signed it Jan. 
17. 1990. declaring that a prohibi- 
tion on Ex-lm loan guarantees for 
Iraq — essentially a $200 million 
revolving credit line— would not be 
“m the national interest of the Unit- 

Around that tune, other docu 
ments show, prosecutors in Atlanta 
were planning to bring ao indict- 
ment in February and wanted to 
arrange interview* abroad of some 
"essential witness**." especially m 
Turkey The interviews never came 
about, for reason* that are not yet 
clear. Justice Department officials 
m Washington say they stepped into 
the case in February 1990 in view 
of its international implications. Not 
until a year later— on Feb. 28. 
1991. the day after Bush ordered a 
cease-fire m the gulf war— were 
charges formally brought. 

“It was a very complex case." said 
Gerrilyn Brill, first assistant U S. 
attorney in Atlanta. "There t» no 
connection between any failure to 
meet our expected dates ui the ui- 
dKtment and foreign pokey consul 
eration*." 

Brill is m charge of the case be- 
cause the U.S. attorney ui Atlanta. 
Joe D. Whitley, appomted m the 
summer of 1990. disqualified him- 
self. He came from a firm that rep- 
resented Matrix -Chur dull of Ohio, 
an Iraqi front company and machine 
tool manufacturer named w the in- 
dictment as one of the recipient* of 
BNL loan money. 


“It’i just a matter uf happen- 
stance." Laurence A. Urgenson. 
acting deputy assistant attorney 
general, said of Whitley s Matrix- 
Jhurchill connection. Urgenson. 
who worked closely on the case as 1 
chief of the Justice Department's 
criminal fraud section, said “people 
keep linking things together that 
don t link. You have no idea how 
unrelated the war was to what we 
were doing. We indicted the day we 
were finished." 

Credits finally Cut 

The Agriculture Department fi- 
nally halted the CCC loan program 
m May 1990 as relations with Sad- 
dam were deteriorating, but by 
then, half the $1 billion in credits 
had already been used. 

Documents indicate the cutoff 
came after a May 29 meeting of the 
National Security Council deputies 
committee. A secret State Depart- 
ment options paper prepared for 
the session listed other actions that 
could be taken against Iraq and not- 
ed that U.S. intelligence was still 
providing Baghdad "with limited 
information on Iranian military ac- 
tivity that would be missed." 

It is not clear when that intelli- 
gence-sharing relationship was ter- 
minated. A knowledgeable official 
said intelligence sharing was not 
discussed at the NSC meeting. 

Months later, with the BNL in- 
dictment imminent, prosecutors 
wanted to name the Central Bank of 
Iraq as a defendant, a step they said 
would allow them to freete $1.5 
billion m Iraqi assets. Top lawyers 
from the State Department, the 
Federal Reserve and other agencies 
successfully opposed the move as a 
dangerous precedent that could in- 
vite similar action by other coun- 
tries against the Fed. 

In a separate memo, the State 
Department, apparently anticipat- 
ing Saddam's downfall, expressed 
additional reservations, saying the 
Iraqi central bank “will be an impor- 
tant element in any reconstruction 
regime." The memo also noted w*h 
apparent satisfaction that 'contrary 
to press reports." Saddam's son-in- 
law. Hussein Kamal. wss not on the 
list of those to be indicted. He has 
been named, instead, as sn unm- 
dicted co-conspirator. 

The 347-count indictment ac- 
cused three officers of BNL- 
Atlanta. two of whom pleaded guilty 
last Friday, of conspumg with four 
Iraqi officials mi what amounted to a 
rogue operation to defraud BNL nf 
more than $5 bdhon without the • 
knowledge or approval of higher- 
ups m the Italian bank. According to | 
one Justice Department memo, the 
main defendant in the case. Chna- 
topher Drogoul. who ran BNL- 
Atlanta. has accused higher ups mi 
Rome of comphoty. but prosecu- 
tors rejected h» claims as "'pun- 
ous * The trial is set for June I. 


Suff rntonktt Robrri TUmtm 
(Ohlnbuted J* tku rrf»rt 


lot* 
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DOCUMENTS CHARGE 
PREWAR IRAQ SWAP: 
U.S. FOOD FOR ARMS 

BANK FRAUD AND BRIBERY 


Shipments Diverted to Turks. 
Jordanians and the Soviet 
Bloc. Investigators Say 


By DEAN BAQltET 
For more than two years i he UmH 
Stain Government hat had evidence 
(hat Iraq, in the months before H wad- 
ed Kuwait in August I WO. diverted food 
purchased under a S3 billion American 
aid program and exchanged it for mon- 
ey and arms in the Soviet bloc and in 
other countries. 

Iraq may have used some of the 
money, one high-level American Gov- 
ernment official wrote « an Oct II. 
Hit. confidential document, to acquire 
"sensitive nuclear technologies.” 

A team of Department of Agricul- 
ture investigators confronted high- 
ranking members of Saddam Hus- 
sein's Government with some of these 
accusations that tame month. 

The team also complained that Iraqi 
officials were repeatedly demanding 
bribes from many big. American agri- 
cultural businesses sellu* food to Iraq, 
which was using money lent through 
the American aid program to buy A la 
some instances the Americans paid 
those bribes, the investigators said. 


Finally, the team charged that al 
these undertakings were port of a I 
mult ibillion -dollar bank fraud n the 
United States that Iraq was w^agarl « 
to help finance the rebuilding of Sad- 
dam Hussein i military power 

The Iraqis indignantly de ni ed the 
accusatmns. and to the aston i shment of 
American law-enforcement officials 
who were investigating the case, the 
Bush Administration expanded the aid 
program with another half a billion 
dollars in guaranteed loans Direct 
lofses from (hose loans, which were 
backed by the Commodity Credit Cor- 
poration of the Agriculture Depart- 
ment. ultimately coot Am e rican tax- 
payers at least $400 millwa. 

Documents made available la The 
New York Times and interviews with 
law-enforcement officials pravida 
mfay specific details af the charges 
that Jraq manipulated the agricultural 
aid program Since the Persian Gulf 
war began, the story of the Burii Ad- 
ministration's prewar courtship and' 
assistance of Iraq has been emerging 
through 2 p : .is nf Congression- 

al comm niees The Los Angrles Tunes 
reported last month, for example that 
food intended for Iraq may have bren 
traded for weapons and (hat Iraq was 
demanding bribes from Americas ex- 
porters 

Nrwl> obtained documents and m 
l reviews suggest that Soviet Woe na- 
tions. si well as Jordanians and Turks 
pailiopaied m the subversion of the 
aid program The documents also sug- 
gest that nuclear technology reached 
Iraq through the an) program. 

Nona of these accounts makes clear 
how much food may have been com en- 
rt io cash or arms 


.<(fx ill m charge of the Commodity 
'rfdn Corporation declined to be in- 
terviewed because they say ihe sus- 
pected Iraqi corruption it still under 
investigation In IBBI. tome high- 
ranking Iraqi officials along wuh ex 
ni uiivea of ihe Atlanta branch of the 
Ink Lavoro Iraq s pn nopal lender 
under the aid program, were indicted 
<n . harges that ihev participated in a 
niuliibillion dollar bank fraud 
The State Department also de- 
clined io comment, but it has repeat 
cdly said (ha* aid was provided to 
Iraq io counter balance Iran as a way 
io subdue (he Middle East While not 
comment ing on any of these specific 
accusations directly. President Bush 
has said ihe United Stales originally 
irieu to help Iraq because of ns war 
wuh Iran After ihe war *nded in 
IM. Re said, his Administration tried 
io bring Iraq into "the family of na 
ixma." These attempts Tailed. Mr 
Bush said, and the United States then 
helped organize the military force 
that halted Iraqi aggression 


Accusations Set Out 
In Meeting's Minutes 

The accusations that Iraq used 
American aid io build its military 
force were discussed m an Oct II. 
i MB. meeting m ihe Agriculture De- 
pan mem The participants included 
lawyers and other officials of the 
Commodity Credit Corporation, un- 
der which the Government cosigns 
bank loans for poor countries that 
want to buy millions of dollars worth 
of gram, com and other farm prod- 
ucts, The Government agrees that if 
the country defaults, it will repay the 
bank up to 9B percent of the loan 
amount, as well as a portion of the 
interest. 

The minuies of the meeting quote 
the panicipants as saying. "Although 
.Additional research needs to be done, 
•i appears more and more likely that 
». CC guaranteed funds and or com- 
modities may have been diverted 
Irony Iraq to third parties in ex- 
change for military hardware ” 

According to the m mutes, the De- 
pan mem of Agriculture s Inspector 
General was "concerned that com- 
modities were bartered in Jordan and 
Turkey lor military hardware ” Addi- 
tionally. the minutes quote another 
participant as saying that law-en- 
forcement officials had "some indica- 
tion that diverted funds (and possiMy 
direct bank-tern funds) were used to 
procure nuclear related equipment” 

"Noted in particular ” the minutes 
continued, "were a nuclear fuel com- 
pounder" and a nose cone burr ' ” 

The participants, who Included 
some lop legal officials of the Agricul- 
ture Dr part mem. also said illegal 
payments required by Iraq of ex- 
porters wishing to participate m the 
Iraqi market may have been diverted 
mho acquiring sensitive nuclear tech- 
nologies.' American businessmen, 
they said, had complained that the 
Iraqis would not let them sell their 
products m Iraq unless they provided 
cash, trucks, spare parts and other 
equipment Some companies did so. 
and those that would not go along, the 
minutes asserted, "were apparently 
kept on a Mack list and not allowed to 
participate in the Iraqi market." 

The documents did not identify the 
American companies, and mvestiga- 
turs declined to 

Law -enforce mem agents and other 
Government officials spoke in inter- 
views of additional evidence, based 
un information obtained from intelli- 
gence operatives and others, that 
mme food was diverted to Soviet- 
Moc nations and traded there for 
weapons They did not. however, ttnb 
tify these nation* This charge was 
not contained in the minutes af the 
Oct II meeting 


4 of» 


Bank in Atlanta 
Financed Iraqis 


gram began « I OBJ. end by I M« h 
was receiving $| | billion m annual 
Joan guarantees, making h by far the 
biggest participant in the program 

At the heart of moat of the Iraqi 
financial operations m the United 
States was Bank Lavoro. which ts 
largely owned by the Government of 
Italy The Italian Government has 
insisted that it did not know of these 
tHegalitva 

Bank Lavoro s Atlanta branch was 
beaded by an ambitious banker 
named Christopher Drogoul and was 
actually more of a broker than a 
bank. It used ns high credn rating to 
borrow money from other bonks, then 
turned around and lent n to Iraq at a 
higher interest rate. 

n»e Rome headquarters office ap- 
proved the initial loans to Iraq, law- 
enforcement officials said But. fear- 
ing too much exposure to a country 
whose economy was still reeling from 
an eight year war with Iran, it de- 
clined to let the branch make others 
the Italian officials said 


Initially. American law-enforce- 
ment officials and defense lawyers in 
the Bank Lavoro case say. Mr Dro- 
touJ sought business by courting 
Iraqi bureaucrats in expensive res- 
taurants in Atlanta, Washington and 
New York. On one occasion, he ts said 
to have spent $4,000 taking an Iraqi 
official and hu wife on a one-day 
shopping spree m Washington 
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B*for« long the tables turned In- 
vestigators say Mr Drogoul man- 
aged to get American and multina- 
tional business people to court him, 
and he began receiving bribes from 
them, in return for the promise of 
doing business with Iraq. 

A 347-count indictment returned 
last year asserts that Mr. Drogoul 
continued borrowing money from 
American and other international 
banks and lending it to Iraq Accord- 
ing to the indictment. Mr Drogoul 
kept track of his unauthorised loans 
m a separate log known at the Atlanta 
branch-bank office as the "gray 
book/' 

The indictment charges that he 
was induced in part by hundreds of 
thousands of dollars in cash and gifts 
he received from the Iraqis and 
multinational companies that wanted 
to sell them food. Entrade Interna- 
tional Ltd., a New York subsidiary of 
a giant Turkish company, the Enka 
Holding Investment Company, is 
named in the indictment as one such 
company and investigators said other 
companies are still under investiga- 
tion 

Both Mr. Drogoul and Entrade 
have denied the accusations. 

Among the major recipients of Mr. 
Drogoul's loans was Matrix Church- 
ill. a Cleveland computer and ma- 
chinery company that the Federal 
Government says was. in fact, secret- 
ly owned by Iraq Customs officials m 
Cleveland, who shut Matrix Churchill 
shortly before the stan of the Iraqi 
war. are investigating whether the 
machinery Matrix Churchill shipped 
to Iraq was designed or used for 
weapons 


Jordan Businessman 
A Principal Figure 

Court records identify Mr. Dro- 
ll's ally m the dealings as Wafai 
Dajani. an American-educated Jorda- 
nian businessman with intelligence 
and business connections throughout 
the Middle East and the United 
States. 

Mr Dajani's brother is a former 
intelligence chief and intenor minis- 
ter in Jordan. Mr. Dajani himself 
often boasted of his contacts in the 
State Department and the Central 
Intelligence Agency Indeed. Govern- 
ment officials say Mr Dajani waa 
important in persuading some people 
m the Bush Administration to contin- 
ue making loans to Iraq, even as the 
evidence of corruption mounted 

Mr Dajani waa the principal ship- 
per of the food bought with American 
.id. tk. ir^,, r_ovtmm.nl gave him 
the right to ship virtually all the 
produce sold by the American food 
companies from the Pen of Houston. 
Mr Dajani said he used trucks to 


CoftJgnlng for Iraq 


Vgfug of export crodR gunrwv 
»••• apprtwpd by the Com- 
modKy (>edR Corpourttoa 
Wnndnd to h*fc> poor natont 
buy Amortoan food export* 




take the food through Jordan to Iraq 
Represent a uve HCttfY D fiMWikl 
the Tf sas Democrat n rhjirm.ii 


dal. has accused Mr Dajani of help- 
ing Iraq acquire arms Mr Dajani 
denies the charge 

Gail McKenzie. the assistant Unit- 
ed Stales Attorney in Atlanta, who is 
conducting the Bank Lavoro inquiry, 
said Mr Dajani was a target of the 
investigation. 

In a telephone interview from his 
home in London. Mr Dajani denied 
arms dealing and said his name came 
up in the Bank Lavoro investigation 
only because of over zealous prosecu- 
tors He also said the inquiry waa 
fueled by anti-Arab sentiments 

Last month. The New York Times 
reported that some officials wanted 
to include Mr. Dajani in the original 
indictment. After the State Depart- 
ment pointed out that charging Mr. 
Dajani would infunate King Husaein 
of Jordan, he was not charged. The 
King and Mr. Dajani are friends Ms 
McKenzie said the decision not to 
indict Mr Dajani waa made by prose- 
cutors 


Alarm Bella Ring 
At High Levels 

In the summer of IMS, the Bai* 
Lavoro fraud came to a crashing end. 
Two American employees of the 
branch, fearful that they might get 
5‘,* U » h > * nl ° «*• °“*e* of the 

United States Attorney m Atlanta and 
offered to cut a deal On Aug 4 . a 
team of F B I a genu and exa meters 
from the Federal Reserve Saak 
swarmed through the branch and 
carted away boxes of documents in- 
cluding Mr Drogoul's "gray book.*' 

Law-enforcement officials m Atlan- 
ta thought they had solid evidence in 
• case that would bo easy to pros- 
ecute. 

In Washington. Baghdad and 
Rome, however, the raid set off a 
series of policy meetings at the high- 
est levels Intelligence and diplomatic 
officials who insisted on anonymity 
said cables shot bock and forth, and 
the GIA. and the State Department 
began fretting about the impact a 
prosecution would hove on U l-lraM 
relations 

'We were trying to make friends 
with the Iraqis, and indicting some- 
body is not a way to make friends 
with them." said one Federal agent 
who sold he became frustrated by the 
involvement of Washington. 

Xzul oTlraq meTwiUi Secretary * 0 ? 
Suu James A. Baker 3d on Oct. fl. 
IMR. and made R clear that his Gov- 
ernment was upset about beau 
brought into an American bank scan- 
dal 

The Stau Department's notes of 
. that meetings quote Mr Axzi as say- 
ing "This was not a sign that the U.S. 
wanted improvement m relations It 
is in feet a setback and the Govern- 
ment of Iraq la very unhappy.” 

Shortly afterward. Mr. Baker paid 
a call on Agricultural Secreury Clay- 
ton K_ Y eucier and asked him to give 
additional aid to Iraq, according 10 a 
documents made public by Mr. Gon- 
zales 

Iraq hod asked for another SI bil- 
lion in loon guarantees for ISM Over 
the objections of law-enforcement of- 
ficial* investigating the case, the Ad- 
ministration decided to provide half 
that amount, with the agreement that 
the second installment would come if 
the investigators concluded high- 
ranking Iraqis wore not Involved u 
the fraud. 

At the time, according to law-en- 
forcement officials defense lawyers. 


— . . wenac lawyers, 

and others involved m the Investiga- 
tion. H was clear from the very begin- 
ning that high-level Iraqis were to- 
vohmd. 

The negotiations ended when Mr 
Hussein invaded Kuwait. 
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WILLIAM SAFIRE 

Crimes 

Of 

Iraqgate 

Washington 

Americans now know chat the war 
In the Persian Gulf was brought about 
by a colossal foreign-policy blunder: 
George Bush’s decision, after the Iran- 
Iraq war ended, to entrust regional 
security to Saddam Hussein. 

What is not yet widely understood 
is how that benighted policy led to the 
Bush Administration’s fraudulent use 
of public funds, its sustained decep- 
tion of Congress and its obstruction of 
justice. 

As the Saudi Ambassador, Prince 
Bandar, was urging Mr. Bush and Mr. 
Baker to buy the friendship of the 
Iraqi dictator in August 1989, the F.B.I. 
uncovered a huge scam at the Atlanta 
branch of the Lavoro Bank to finance 
the buildup of Iraq’s war machine by 
diverting U.S. -guaranteed grain loans. 

Instead of pressing the investigation 
or curbing the appeasement, the Pres- 
ident turned a blind eye to lawbreak- 
ing and directed another billion dollars 
to Iraq. Our State and Agriculture 
Departments’ complicity in Iraq’s du- 
plicity transformed what could have 
been dealt with as ’’Saddam's Lavoro 
scandal" into George Bush’s Iraqgate. 

The first element of corruption is 
the wrongful application of U.S. credit 
guorantees. Neither the Commodity 
Credit Corporation nor the Export- 
Import Bank runs a foreign-aid pro- 
gram; their purpose is to stimulate 
U.S. exports. High-risk loan guaran- 
tees to achieve foreign-policy goals 
unlawfully endanger that purpose. 

Yet we now know that George Bush 
personally leaned on Ex-lm to sub- 
vert its charter — not to promote our 
exports but to promote relations with 
the dictator. And we have evidence 
that James Baker overrode worries 
in Agriculture and O.M.B. that the 
law was being perverted: Mr. Bak- 
er’s closest aide, Robert Kimmett, 
wrote triumphantly, “your call to . . . 
Yeutter . . . paid off.” Former Agri- 
culture Secretary Clayton Yeutter is 
now under White House protection. 

Second element of corruption is the 
misleading of Congress. When the 
charge was made two years ago in 
this space thatStiie was improperly 
Intervening in this case, Mr. Baker's 
Middle East aide denied it to 
Senate Foreign Relations; mean- 
while. Yeutter aides deceived Senator 
Leahy’s Agriculture Committee 
about the real foreign-pohcy porpoee 
of the C.C.C guarantees. Yocarry out 
Mr. Bush's infamous National Securi- 
ty Directive 26. lawful oversight was 
systematically bUnded. 


Third area of Iraqgate co rr up ti on is 
the obstruction of fustics. Atlanta's 
assistant U.S. Attorney Gail McKen- 
zie. long blamed here for foot-drag- 
ging. would not withhold from a grand 
Jury what she has already told 
friends: that indictment of Lavoro of- 
ficials was held up for nearly a year by 
the Bush Criminal Division. The long 
(May in pr o s e cu tion en a bled James 
Baker to shake credits for Saddam out 
of malfeasant Agriculture appointees. 

When House Banking Chairman 
Henry Gonzalez gathered documents 
marked ’’secret” showing this pat- 
tern of corruption, he put them in the 


Who will 
prosecute 
the 

faithless 

prosecutors? 


Congressional Record. Two months 
later, as the media awakened, Mr. 
Bush gave the familiar "-gate” or- 
der: stonewall 

’’Public disclosure of classified In- 
formation harms the national securi- 
ty," Attorney General William Qarr 
instructed the House Banking Com- 
mittee last week. ”. . . in light of your 
. recent disclosures, the executive 
branch will not provide any more 
classified information” — unless the 
wrongdoing is kept secret 

"Your threat to withhold docu- 
ments,” responded Chairman Gonza- 
lez, "has all the earmarks of a classic 
ei fort to obstruct a proper and legiti- 
mate investigation ... none of the 
documents compromise, in any fash- 
ion whatsoever, the national security 
or intelligence sources and methods.” 

Mr. Barr, in persona) jeopardy, has 
flung down the gauntlet Chairman 
Gonzalez tells me he plans to p res e nt 
his obstruction case this week to 
House Judiciary. Chairman Jack 
Brooks, probably flanked by Repre- 
sentatives Charles Schuroer and Bar- 
ney Frank, members of both commit- 
tees. 

”1 will recommend that Judiciary 
consider requiring the appointment of 
an independent counsel,” says Mr. 
Gonzalez, who has been given reason 
to believe that Judiciary — capeblfe of 
triggering the Ethics in Government 
Act — will be persuaded to act 

Policy blunders are not crimes. But 
perverting the purpose of appropriat- 
ed funds is a crime; lying to Congress 
compounds that crime; and obstruct- 
ing justice to cover up. the original 
crimes Is a criminal conspiracy. □ 


TOrK TiQ£p 
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Special rkpokt 




IRAQGATE 


How the Bush administration helped Saddam Hussein buy his 
weapons of war and why American taxpayers got stuck with the bill 


O n Dec. 5. IW. an Iraqi scientist 
pressed a button at a liny desert 
military installation 138 miles 
southwest of Baghdad. Several hundred 
yards away, the sands roiled and an un- 
gainly rocket lifted uncertainly into the 
air. The rocket had three stages. The 
first was composed of five Scud missiles 
bundled together for lifting power. The 
second was a single Scud; the third, a 
less powerful surface-to-air missile. De- 


spite the failure of the second stage, the 
third limped into Earth’s orbit, but soon 
fizzled. The Iraqi space-flight vehicle 
sent intelligence agencies around the 
globe scrambling, and in less than 24 
hours, an American spy satellite located 
and photographed the desert launch 
pad. It was a triumph of American intel- 
ligence. What nobody knew at the time, 
however, was that U.S. taxpayers had 
helped finance the research and devel- 


opment of the missile technology inside 
the big new Iraqi rocket. 

In the aftermath of the Persian Gulf 
war. President Bush and. Secretary of 
Slate James Baker have been dogged by 
criticism of the American policy toward 
Iraq prior to its invasion of Kuwait. De- 

C tc Saddam Hussein's gassing of Iraqi 
rds. his destabilization of Lebanon 
with extensive weapons shipments, his 
generous support for some of the 


c 
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world's most dangerous terrorists and 
ha obsessive quest fix weapons of mass 
destruction, the administration of 
George Bush defined as its policy "im- 
proved relations” with the Iraqi leader 

Central to this policy was a well-fund- 
ed but little-known program within the 
Department of Agriculture Presidents 
have used it for nearly three decades as 
a handy source of foreign aid because 
Rs disbursements are not directly con- 
trolled by the Congress Initially, the 
program, administered by the Agricul- 
ture Department s Commodity Credit 
Corp., was intended to expand foreign 
markets for American farm products by 
guaranteeing repayment of loans used 
for their purchase A U S. exami- 

nation of the CCC loan guarantees for 
Iraq, however, has found that the pro- 
gram was badly abused Relying on 
more than 100 recently declassified doc- 
uments and dozens of interviews with 
government officials, bankers and arms 
merchants in the United Slates and Eu 
rope, the inquiry found that tens of mil 
lions of dollars -and perhaps much 
more - was diverted from “profits" gen 
e rated by the loans. 

The diversion scheme was a classic 
Iraqi representatives secured loans for 
commodities purchases at prices far 


above prevailing market rates. By paying 
commodities suppliers less than the 
amount borrowed. Iraqi representatives 
were left with millions of dollars in ex- 
cess profits. At least some of this money 
was used to finance weapons research 
and purchases by a variety of Iraqi banks 
and businesses Among the recipients 

■ Two German engineering firms, which 
received contracts totaling more than 
$17 million to modify the drive systems 
and thus enhance the range of Iraqi 
Scud missiles of the type used in the 
launch of the prototype rocket in De 
cember 1989 During Operation Desert 
Storm, one of the modified Scuds landed 
on a barracks in the Saudi Arabian city 
of Dhahran. killing 28 Americans, the 
largest number of U S casualties from a 
single attack in the entire war 

■ Gerald Bull, the genius weapons de 
signer who was hired by Iraq to design 
three "superguns, the largest of them 
capable of launching a satellite into 
space Bull was murdered outside his 
Brussels apartment in March 1990 Ac 
cording to Sarkis Soghanalian. an Ar 
me nun born arms dealer who intro- 
duced Bull to the Iraqi Defense 
Ministry ofTicuh, some of Bull's work 
on the supergun was financed with 
profits generated by the CCC loans. 


"Bull told me." Soghanalian said, "(the 
money) came from the grain sales." 

■ Two weapons companies - one Portu- 
guese. the other Cypnot -which sold 
South Afncan-built G-5 howitzers and 
ammunition to Iraq The transactions 
were consummated with the assistance 
of a freight -forwarding company that 
handled many of the commodities pur- 
chases guaranteed by the CCC. accord- 
ing to a congressional nffport 

■ A number of unidentified nuclear -en- 
gineering firms. According to an April 
1990 memorandum obtained from the 
Federal Reserve Bank of New York. 
CCC loan money obtained by an Iraqi 
intermediary from the Atlanta branch 
of Italy's state-owned Banca Nazionale 
del Lavoro was apparently used to pur- 
chase nuclear triggers later seized by 
British Customs inspectors “[ Regard 
•ng) the nuclear triggers that were 
seized in London." Fed officul Thomas 
Baxter wrote to a superior, "as you sus- 
pected. there is a connection " Agricul- 
ture Department officials were also 
concerned that Iraq was using CCC- 
guaranteed loans to pay for research on 
or procurement of nuclear weapons An 
October 1989 "memorandum of conver- 
sation’' notes that the flow of those 
loans through BNL "may have led to 


© Iraq. Appaes the excess profits bom the commodities sales to purchases 
of weapons and lor research on new weaoons programs. Among them 

Purchase Of world dasa South Afncan 

Mod fc — o n of the Scud mot*. £ 
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a diversion of CCC -guaranteed funds 
from commodity progr a m s into military 
sales cither directly, through barter ar- 
rangements during transit, and/or 
through requiring fees to be paid on 
various transactions in siolalion of U.S 
regulations " The memo states that di- 
verted money may have been used to 
"procure nuclear related equipment, 
including a nuclear fuel compounder." 

It is impossible to trace, dollar for 
dollar, how much of the CCC-gcncral- 
cd profits was used by Iraqi officials to 
finance weapons research 01 purchases. 
But as early as spring I9h9, intcruaiion- 
al hankers and U.S. intelligence officials 
say. Iraq was experiencing grave diffi- 
culty in securing new loans ftom 


abroad. After the conclusion of its j 
eight -year war with Iran, in August 
1988, Iraq refused to begin paying down 
some $80 billion in debt incurred during 
the conflict Officials at the U.S. Em- 
bassy in Baghdad were aware of the 
problem and reported on it in numer- 
ous cables. Lenders abo complained. 
Recalls a New York hanker who had 
extensive dealings with Baghdad; •They 
said basically, that if we didn't extend 
new credits, they wouldn't start paying 
on the old debt. 

Money troubles. For that reason. 
Iraq’s sources of new credit were dry ing 
up. Conveniently, by that time the State 
Department had succeeded in more 
than doubling the OCC guarantee pro- 
gram from 1W3 million in loam in 1986 
to more tlian $1 billion a vcar in 1988. 


1989 and 1990. Suddenly. Iraq was the 
largest participant in the CCC program 
This despite the fact that U.S.. Euro- 
pean and Israeli intelligence services 
had already identified much of Iraq’s 
w capi ins- procurement network 'There 
was just about no other place for the 
money to come from." says a US offi- 
cial who resiewed the most sensitive in- 
telligence on Iraq during this period 
Patrick Leahy, the Vermont Democrat 
who chairs the Senate Agriculture 
Committee, promises an investigation 
of the CCC -guaranteed loans to Iraq 
and the diversion of profits to weapons 
purchases "It is a complete misuse of 
U S foreign aid nr agricultural aid to 
help prop up a dictator at a rime when 
he is involved in outtageous human 
rights abuses against his own people." 


Tilting toward Baghdad: U.S.-lraqi relations 

Ihe Islam* restitution in Inw fined U.S. interest m improved he i mi* Baghdad Until 
the imvsion of Kiihmu. H udungton sou little reason to nevten or reuse that /kj/jo 
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j Leaks vnv And il becomes curopklc- 1 Iraq invaded Iran lo sccuic ib km*- I tarn II Draper III. a Yak friend who 

| hr abhorrent when lhai money » used sought access lo a large Persian Gull was chairman of ihc US. Lapotl-lmpon 

I for weapons purchases and dcvekip- port, the Stale Department rrmosed Hank Despite concerns by many admin- 

1 ment The whole policy | toward Iraqi Iraq from us list o« countries that spun im ration officials about Iraq s ability to 

was shortsighted. p« *»rl> devised ami sor terrorism, in fact, with Syria and IJb- repay a big kun. Busti pushed Diaper lo 

i unbelievably ill- managed I ya, Iraq was among the more cnlhuuav- secure approval of a S-»K4 milium guar 

' be practitioners of state terrorism aniee so that Iraq could proceed with 

TUI POLICY In the second year of the war. Iran s construction of a much needed oil pipe 

It was not Itxj long ago that Iraq, despite superior Air Force and numerically vu- line to the Jordanian port id Aqaba 

j its manifest belligerence and paranoia, pertor Army were chewing up the infe Iran was the obvious. enemy; no one 

had more supporters than H knew what 1 nor Iraqi forces. King Hussein of Jor- doubled that Washington s discreet 

i fo do with Shiite Iran under the Avatol | dan urged Washington to veil arms to help lot Iraq made peflect sense In No- 

lah Khomeini was the bogvman cil the Baghdad Soon after, ihc Reagan ad vemher IW4. the policy crystallized Af- 

Persian Gulf, and Baghdad was seen by ministration approved (he export of ter 17 years. Washington and Baghdad 

its neighbors m the region, and by Wash- helicopters and other goods having mil resumed full diplomatic relations With- 

ington. as the great counterweight. Out itary applications in a month, the administration began 

ni this calculus was bom the American As Iran pressed the war against Iraq, sharing intelligence with Iraq 
tilt toward Iraq. Officially. Washing Washington tihed further toward Bagh Three years later, the war between 
ton held itself out as a neutral party m dad In tune ISM. records show. Viet- Iran and Iraq was still raging, but by 

the conflict But less than two years after President George Bush telephoned WTI- then Baghdad had the upper hand The 
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Reagan administration continued favor- 

i • lu F rtn ii y Bush 

liJvhicd John Bohn, the new th.nrm.in 
of the Fxport- Import Bank. Uh more 
Iraqi nkI. Bv mm. however. Iiaq wav a 
fat greater credit mk Its debts exceed- 
ed sbu bdlkin. and Fx Im olfiuaK were 
I h H ind by their charier to make no loans 
if there was rcawmablc doubt about the 
recipient's ability to repay. The political 
pressure carried the day. however In 
May 198?. Fa Im officials uuthori/cd 
S2tMl million in loan guarantees lor 
Baghdad I be bank s stall, who op- 
posed the measure, dal win one cone cv 
uon: I he S-iRi million would be jv.ul 
able to Iraq as a revolving line of credit 
that had to he repaid within IM) days. 

An Iraqi “cwcooo." In August |VK\ 
Iran and Iraq -exhausted, btokc ami 
bloodied - staggered to a cease-fire 
agreement. In Washington in 1989. the 
State Department's formidable new 
troika of Secretary lames Baker, Under 
Secretary for Political Affairs Robert 
Kimmitt and Deputy Secretary I Jtw- 
rcncc Eagkburger notched up the pres- 
sure to maintain the CCC loan guaran- 
tees for Iraq at more than SI billion 
annually. Though there was opposition 
within tl»c Treasury and Agricuiiurc de- 
partment*. as well as in the Office of 
Management and Budget, Stale pre- 
vailed. The Saudi government, which 
had demonstrated a consistent ability to 



work its will with the Bush administra- 
tion. urged strongly that Washington 
continue to cultivate Saddam llusacin. 
In the fight over the CCC guarantee*, 
the State Department had done just 
that. The batik won. a triumphant Bob 
kimmitt dashed off a note to Jim Baker; 
‘‘Your call (to Agriculture Secretary 
Oaytonl Ycuttcr ami our subsequent cf 
fort* with OMB and Treasury pmd off." 

Trouble came quickly, however. Gt- 


l ing Saddam Hussein's orders to gas rev 
| live Kurils in the village of llalabja. 
j where an estimated 2Jl 0O people died 
members of Congress began pushing 
for s.inclions against Baghdad. Sepa 
ratcly. in August 1989. FBI agents raid- 
ed the Atlanta branch of BNl and uu 
earthed what they described as a 
'mas vise fraud’’ (story below) 

In Iraq. BNl. had found a client will- 
ing to borrow billions, apparently to 


An Italian saga: The case 
of the missing millions 

a (rigid Wednesday evening in 


"the heart of Rome a few weeks 
back, two professional second-story men 
slipped into tin ornate palacehkc build- 
ing. defeated a complex system of elec- 
tronic locks and disappeared behind 
double panes of bulletproof glass. The 
building, the Largo del Chun art, served 
as the headquarters of a team of investi- 
gators assembled by the Italian Senate. 
Their mission? To unravel the mystery 
of the state-owned Bancti Na/mnaJe del 
lavuro and the $5 billion its Atlanta 
branch squirreled away and then fun- 
ncled to Iraq's Saddam I luvscm. 

The Rome break-in a just another of 
the more vexing mysteries shrouding the 
bank that stands at the center of the 
tangled web of fraud and financial leger- 


demain that enabled Saddam Hussein to 
build one of the world’s most fearsome 
arsenals. More than S2 billion in BNL 
loans to Iraq was guaranteed by the U.S. 
government. Since the conclusion of 
Operation Dcaert Storm, U S. taxpayers 
have been repaying those loans to the 
tunc of SIJ million a month 

WW i p ai ad hints. Though there arc 
many unanswered questions about 
BNL the central ones are these: How 
did such a high-profile hank conceal so 
much money for so long? Or did il? In 
Rome, the headquarters of BNL sits 
squarely across the fashionable Via 
Vencto from the American Fmbxvvy 
Bankers and diplomats mix often. 

U.S. officials need not have relied 
on whispered hints over canapes and 


cocktails, however Since 1986, accord- 
ing to senior oiliaais knowledgeable 
about American intelligence reports on 
Iraq, the United States scrutinized BNL 
and hanks in Italy. Gree c e and France 
to determine whether they were being 
used unwittingly by terrorists. During 
this same period: BNLY Atlanta branch 
began lending heavily to Iraq's Rafi- 
dam Bank 

Until August 1989. when FBI agents 
descended on the BNL branch in Atlan- 
ta. BNL loans in Rafidain and other 
Iraqi-owned businmaes grew steadily 
U.S. investigators say most of these 
loam were not recorded in BNL office* 
in New York or Rome, and bank execu- 
tives in both cities say they knew noth 


mg of them. An exhaustive r e port ju«t 
released by the Italian Senate, however, 
disputes that. BNL officials in Rome 


and New York knew a good deal about 

Iraqi business drummed up by the 
lanta office, the report says Tnat < 


is bolstered by U.S. intelligence reports 
which state thaf the hank « Rome offi- 


foetus * waox.ii lor* vt kiaaav 



807 



buy food. Piank* to the (XT guaran- 
iccv l he k«ro mere mk-frec By IW. 
BNL * Atlanta branch had emended 
nearly $7.*) million lor Iraqi cornmod 
tty buyv It alto r*v>cJ an additional S' 
billion in letter* of cretin to Iraqi hank* 
and businesses unrelated to the CCC 
guarantee* 

Dunnf this wmc pc nod. beginning 
from imd-l»**u form aid. oIIkhIs td the 
Stale and Defence department* and the 



■». Profits from 
Jn enum of U. £ -backed loans 
to Inuf paid for unprmed Scud 
nuatlex above left anJ nucicar 
engineering, such at caluironx, 
far left, unJ i i*npuaento at the 
Al-Athcer fact Jib Sizar 
HomJi>on. Iraqi amhnsaJor to 
tht I S . kept trouble at bay 


National Security Council staff began a 
major effort to formulate Bush admino 
(ration policy inward Iraq. Tlnmc at 
State, re pomiK-vlai. sought input from 
Washington* friend* ut the gulf. Saudi 
Arabia and Jordan. " The idea, voiced by 
nearly everyone." recalls a participant in 
the review prvvem, "was to embrace 
Saddam m a cocoon at moderation.’* 
In October 1*W*. the bureaucrat*’ la- 
bors completed, their report was pre- 


sented to President Bush, mho promptly 
signed it. The document is recorded as 
National Security Decision Directive 
2fi It concludes that it mas in the ~na 
tiorul i Metm " ot the Untied Stoles to 
seek "unproved re lain res" with the gov- 
ern rneni of Saddam Mu win I ndor*e 
ment <t| thi potto) cnmc^ual U n»« -ntti 
later The Uu»h .ulministtuiion freshed 
through $1 billion more in CCC loan 
yr—llccs tor Iraq To moiltfv those 
concerned about Iraq s itcdiiworthi 
nevs. it mas agreed that the guarantees 
would he alkxated SS>0 million at a 
time That same month. 14 influential 
asJminrM ration figures joined 90 other 
cosemmem and business offletak at a 
Washington forum entitled Financing 
Trade and Investment mitb Iraq 

Dummy companies. |-ven some mho 
participated m the review process that 
led to NSDl) 2b now concede that it 
ignored several critical facts Not least 
was t he gassing of the Kurds More worn 
some mas the behavior of Iraq after the 
cease-fire with Iran "We understood 
that they were in deep fin rental trouble, 
that they mere not making decisions to 
put their economy oo a sound financial 
footing,'' recalls a senior US. official sta- 
tioned in Baghdad. But we also under- 
flood i luit dm had tremendous re- 
sources ' Namely oil. Iraq’s reserve* are 
second only to those of Saudi Arabia. In 
the end. the appeal of potentially rich 
marie t% over* helmed the wot lies about 
Iraq's obsessive weapons purchases 


cars knew what the Atlanta 
branch w as up to. Indeed, some 

( BNL executives received fat 
commissions on the Itaqi loan* 
Christopher Drogoul. BNl s At 
Uinta branch director who now 
faces trial on federal fraud 
charges, also asserts that hi* su 
periors knew- what be was doing 
and approved it. "I was used like 
a little wheel.” Drogoul told an 
Italian interviewer, **in the 
mechanism created by the 
American and Italian govern- 
menrs m order fo help Iraq 
That is difficult to prove: wh.d 
* clear, though. » that Drogoul 
was not operating entirely in the 
dark A senior Italian official fa 
miliar with the BNL inquiry re 
calls that parliamentary official* 
raised sharp questions abuui BNL 6- 
nancingifor Iraqi weapons as early as 
iunc 1W - more than a year before the 
FBI’s Atlanta raid Even earlier, in Feb- 
ruary 1988. Italian authorities raided 



rekar. HSL r Atlanta manager 
Christopher Drogoul, being arrested at hit home 


Patmpex. a Rome-based comnsny, and 
scued 28 tons of cluster-bomb compo- 
nents bound for Baghdad Paimpex. 
Italian authorities say. «n an Italian- 
Iraqi partnership tied to a network of 


Italian companies financed by BNL 
loans. Days after the FBI raid on BNL 
ut Atlanta. Italian authorities forwarded 
a detailed intelligence report to Wash- 
ington on other BNL-financcd Iraui 
weapons projects. ‘Where do you think 
that information came from so quick- 
ly?” tree senior Italian official asks drs- 

K stcdly ‘Many people knew mhat 
1L was doing with Saddam. But ev- 
eryone wanted to work with Iraq, so 
they just kicked the other way.” 

If Drogoul can show that Washington 
and Rome knew of the Iraqi loam, he 
will have a strong defense in his tnal. 
now sc* for June More difficult mill be 
explaining how S 200,1)00 in BNL funds 
made it into Swiss and Luxembourg ac- 
counts controlled by h» father, Pierre 
Drogoul The elder Drogoul ts now also 
under investigation. The fate of either 
Drogoul. however, will do nothing to 
restore the millions already lost. 

By IAyfy in Rime 
ssti Stos on X Hejxxs ts Atuikta 
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In retrospect, senior official* now 
concede, this was perhaps the critical 
error Various intelligence services had 
documented the efforts of Iraqi agents, 
who seemed to be scouring the Europe- 
an countryside buying weapons, run- 
ning dummy companies and paving for 
eaotic engineering studies Since the 
I end of the gulf war. U.S. intelligence 
I agencies have identified 44 individuals 
and 48 companies engaged in Iraqi 
weapons procurement worldwide. Se- 
nior U.S officials sav lhai mam had 
been identified as eariv as 

Declassified summar- " 

I tes of German intelligence 
reports support that con- 
| tent ion A senior U.S. in- 

telligence official says that 
Saddam Hussein worked 
nonstop buying weapons. 

The expectation sis that 
at the end of the war (with 
| Iran) he would be exhaust- 
ed. And yet there wm no 
letup at all in our reporting 
on his procurement efforts 
, in Europ e and elsewhere " 

, Messages. Despite 

that, the policy remained 
unchanged And even well 
| into IV90. after Saddam 
Hussein began boast mg of 
I !*** chemical weapons and 
threatening to strike Israel 
j with them. Iraq received no 
high-level attention until a 
group of senior admtnistra- 
!"" convened on April 16, 

1^90 Known as the deputies commit 
i tec, this group listed options available 
to the president if he wanted to send a 
harsh message in Hussein Only one of 
°£* km ' ~ ^spending the second 
1500 million in CCC loan guarantee* — 
w» ultimately approved, but not before 
su more weeks had elapsed At the 
wine time, incredibly, the administra- 
tion continued lo provide limited mill 
t*ry intelligence to Baghdad A ten** 
UA official says now that the agency 
should have produced a new "e*ti- 
f mate,' a lengthy and detailed review of 
Iraqi behavior. in June 1990 Had we 
done so. the official says I am conft- 
deni wc would have concluded that Iraq 
would have attacked Israel As for Ku- 
wait. nothing we were seeing pointed lo 
that sce nario ” 

There were those who did see such 
signs In Washington. Ex-lm Bank re- 
P»»m predicted as earfy as April 1989 
Inal Iraq might vonn be at war with 
*5yna . or even Saudi Arabia i* Ku- 
wait over simmering territorial Jaime' 


THi DfVIRSIOM 

To <la*c, no one outside Baghdad 
understands just how mans ways Iraqi 
middlemen flimflammcd the United 
State* through the CCC program 
there a no doubt that they used the 
guarantees to mobilize more mooey,” 
*ays a senior Israeli intelligence official 
knowledgeable about Iraq's Eui 
— -.-procurement network 




of farm goodv U.S officials say there is 
no evidence to confirm that contention 
The basic element of the diversion 
scheme, however, is dear. By securing 
loans for purchases of commodities at 
inflated prices, Iraqi middlemen guar- 
?" ,cc ^ c w xcc « profits on many salev A 
May 1990 Department of Agriculture 
review of Iraqi shipments found that 
one firm in particular. En trade Intern* 
tional Ltd . charged up to S3 7 JO above 
the prevailing price per metric ton for 
sugar, and $20 abc I* 


Sari lo 

Sotfwnahan. left. 

arms to Iraq and 
Anew of the dneruun 
of U.S hacked loans 
Wafai liajant did the 
trtou CCC huoneu 
M/h Baghdad 


did it a lot of ways You have to see 
this a* a son of symphony, not as a sin- 
gle instrument ' Auditors from the Ag 
nodture Department and the General 
Accounting Office speculate that some 
farm goods purchased by Iraq with 
CTX -guaranteed loans were swapped 
for instance, for arms from the Soviet 
Union. U.S. and European officials say 
that there are credible intelligence re- 
pons of grain being offloaded from 
Iraqi vessels , n Black Sea ports in I9«7 
and Litci. 

The key to the Iraqi network, at anv 

!£*.’ *2” J 1 * 000 Arms 

dealer Soghanalian says that he was ap- 
proached in 1987 to assemble a ship- 
ment of v arums weapons for Iraq. Ihc 
deaf he was told, would be financed 
with proceeds from loans guaranteed by 
the CCC Soghanalian says he declined 
•o go forward with the proposed trans- 
•nioa He aho says that because the 
BNL loans guaranteed by the CCC were 
***** properly recorded. Iraqi mlcmse- 
~ar«rs were sometime* able to obtain 
dufdwatc loans for the same shipment 


- - ™ — I above the metne ton 
market pnoc for rice and com The po 
tential for profit was cnormou*. Iraq 
was importing roughly 
187,000 metric tons of food 
supplies a month - much ol 
that from the United 
States Another Agricul- 
ture Department review 
analyzed 64 commodity 
sales -to various countries 
and ffiund that 53 were 
guaranteed at prices well 
»b«ivc market rates Those 
sales resulted in exceu 
profits of $78 6 million. 
CC< guaranteed sales of 
farm goods Co Iraq num- 
bered in the hundreds 
making the potential for 
profit many limes larger 
Ihc Iraqis were nothing 
if not brazen In 1987. Iraqi 
representatives complained 
about the high costs of 
shipping l.xxl supplies all 
the way to Baghdad loans 
guaranteed by the CCC 
were not intended lo cover the awl of 
freight, but the Agriculture Depart- 
ment made an exception m the case of 
Iraq U.S. taxpayers, in other words, 
toon began underwriting the emt of 
the fond for Baghdad, as wed as the 
'hips and truclur to gel it there This 
was done despite the Agriculture De- 
partment s own reviews documenting 
Iraqi middlemen s demands for blatant 
kickbacks from shippers of CCC-guar- 
antccd commodities With manv deliv- 
eries, Agriculture Department inspet 
tors found shippers were required to 
fill Iraqi shopping lists that covered cv- 
entiling from trucks and awn to 
telephones and calculator Manv ex 
porters referred lo these blandly M 
'altcr-saley services The Agriculture 
Department -again, according to its 
own review found that it had guaran- 
teed the ant of the Iraqi kicthaefcv on 
lop of the asst of the farm good* and 
the charges for dnppmg them The few 
shippers who complained about the 
Iraqi kickback scheme toon found 
tbcrmchc* dun out of the CCC pro- 

t 1 \Ni.w.* *cj Ui irosan. Mar*** 
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gram “li you wanted the business you 
had to provide after-sales tenicrv" 
*my* Wafai Dajani. a Jordanian (hip 
pmg merchant “Otherwise you would 
gel no businem." 

Dajani's firm, Amman Resource*, 
had little trouble getting Iraqi buxines 
Allred with Gearbulk. a Ng Norwegian 
'hipping concern, and tram Dreyfus, a 
French pain company. Dajaru all hut 
cornered the market on a mi modifies 
going to Iraq through the Jordanian 
port of Aqaha. BNL’* Atlanta branch 
provided the bulk .>f the ft- 
naneing for those xhip- 
mems. When BNL fired its 
Atlanta branch manager. 

Christopher Drogoul. Da 
|am hired hun as a J50,tMJO- 
a->car consultant “I hired 
him." Dajam says, ••be- 
came he didn't do anything 
wrong." 

Gum and awn No* , t 

» who »% under sus- 

picion of wrongdoing Ac 
cording to knowledgeable 
officials federal prosecu- 
tors. responding in con- 
cerns repressed by the 
Stair Department, delayed 
nearly 18 months before 
naming Dajam as an urun 
dieted cuconspuator in the 
pending criminal case 
■gainst BN1 US intellr 
pence tiles on Da|am are 
substantial. Several reports 
link him directly to the transfer of arms 
and dangerous technology to Iraq. 
House Ranking Committee Chairman 
Henry Gonralej. who ha* led the am 
gressamal investigation into RN[ and 
Ns trial mm with Iraq, aho claims to 
have evidence that Dajam joioed with 
two firms. A/mihcrK.i Defense A Seen 
rity of lahon and A A L Management 
Scnnoe* m C yprus, m the transfer of 
howrtzerv ammunition and small arms 
to Iraq Dayaru. who Inc* m an clrgant 
iamdon townhousr a few Mock* from 
Keminglim Palace, calls th.^e atlega 
tmm preposterous. Me says he » being 
confused with another Dajani “T 
couldn't be involved « arms ' be says 
**1 am loo big and easy to watch ~ 


versams of CXX guaranteed loans, the 
rule of BNL ami the involvement of 
U.S. companies in arming Iraq. If any- 
thing. administration officials have dr 
ded the wagons In April l«L the 
While House established a vetting plac- 
ets directed by the National Security 
Council's chief lawyer. C. NrchoUc Rov 
tow Linder bn direction, admumtra- 
lion lawyers refused to provide Con- 
gress with some documents. In their 
place, Kosiow offered oral bnelmgs on 
the contents of the documents Execu- 
tive branch departments 
by the White ffouxe that 


"alternatives 



Henry Goruale: vnb 
to eipnsr whai he 
utils the tovrrup" of 
the U S pokey umartl 
Iraq tlevued by 
George Bush unJ 
James Baker 



Sifting the truth from the Hush admin 
ivi ration's welter of omflirf mg staler 
menu about its policy toward Iraq » 
not easy. Representative 
Senator Leahy 4 ml others complain 
that t hr administration has door little 
e then concerns about the dF 


IliNnai W» wj> Krr* an Mai * ■» 


to providing documents should be ex- 
plored.” Gun taler. who has issued 
more than 101) subpoenas for docu- 
ments. says the “Rostov Gang' has a 
single purpose to “cover up emharraw- 
tng and potentially illegal aclrvrtrex of 
penum and agencies responsible lor 
the United Stalcx-lrmq relationship " A 
White House spokesman says that Km 
tow t office has merely crvndinatcd llic 
document sharing effiWt and that it has 
played no pan m Irmiting what govern- 
ment agencies share with C ongress. 

That may he, hut the admumtratwn 
has been anything but lorthconntig 
when questioned about iu Iraqi policy 
lllc Commerce Department, for exam 
pie. w»* responsible for liemsing goods 
Knmd for Iraq. Hut when question.* 
were ratted about Si billion worth of 
heavy trucks hound for Iraq, the mil. 
tara designation C'ommcrse had ongt 
natK assigned In the shipment was dc 
kled Irom a list of II.S. exports hi Iraq 
that wa* prepaird for ( ongrem IV 
Com merer Department * inspector 
general subsequently found the* del* 


“ unjustified and mttkadtAg. The 

— Jce Department is investigating. 

Wat the US policy toward Iraq ius- 
trfied ui hs inception 7 Certainly But 
>»e m the Iran Iraq conflict and ope 
cially after the war ended and Iraq bc- 
gan shopping for weapons around the 
globe. America did not recalibrate the 
policv. It mas be that fear of Iran 
clouded the judgment of senior Bosh 
adminntralion off * 14b Certainty the 
Saudis and others among America '• 
friends tn the Arab world reinforced 
Washington's desire for unproved re- 
lations" with Saddam Hussein This 
Jibed, loo. with the Bush 
administration s desire to 
expand overseas markets 
for American farm goods 
Wishfal tbiakiug. On 
these uncertain pillars dal 
the Hush administration * 
policy toward Iraq rest 
Was their an alternative’ 
Senior administration offi- 
cials say the polio toward 
Iraq was tough but fait. 
TV State Department ent- 
icired Saddam Hussein's 
record nn human rights as 
“abysmal " But there were 
few criticisms of that sort, 
and they were cviJcmls I 

drowned tail by tV slcadv I 

flow of positive signal* em- 
anating from Washington 
It was almost as if the ad- 
mi nnir.it ion viewed its pob- 1 

cy of seeking improved aria 1 

tions with Baghdad m a sell 
fulfilling prophecy In j memo prepared 
in February b«0. John Kelts, dre assn 
unt secretary of state for Near I taste m 
and South Asian affairs, argued that $500 
million in OH ' credit* to Iraq should V 
released (Iraq had used up SS00 million 
in CCC guarantees, m January W(i 
alone ) There wax evidence by (tux time, 
however, that some CXX' loan proceed* 
had been used to buy weapon* The Bush 
.uJmirustration was nevertheless deter 
mined Failing to approve tVCTC guar- 
antees. Kelly wrote, 'will feed Saddam* 
paranoia and accelerate ha swing against 
uv" It seem* as if it wax tV Bush admin 
istraiion that was paranoid, however 
Worry over Saddam Hussein* wrath had 
paralysed the president and hn men The 
Iraqi leader had shrewdly converted 
those worm** to hcv own advantage. To- 
day, as a result Uw l’ ruled Stalest* stuck 
with more than $2 billion in bad Iraqi 
Wvans. Because the CCV guaranteed 
tlyem, Amencan taxpayer* will now have 
to repav them. . ■ 

Mr Srtmsjy J lima - 0.0 ttiru* Btnvt 
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| U.S. Officials Defend Prewar Support for Iraq 


Hy (icnffe Lardner Jr. 


Angrily pounding the witness table at timet. 
Deputy Secretary of State Lawrence S. Eagle- 
burger yesterday defended the Bush administra- 
tion's prewar support of Iraq at a "modest” and 
"prudent” approach that hat been distorted by 
selective disclosures of classified documents. 

ft n clear that policy did not work.” Eagiebur- 
ger said of the government's attempts to culti- 
vate Iraqi President Saddam Hussen prior to 
Iraq's 1990 invasion of Kuwait. "We tried. Be- 
cause we tried does not mean that we created a 


Frankenstein monster. He was his own monster. 
We tried to contain him. We did not succeed." 

Eagleburger and three other senior U.S. of- 
ficials appeared before the House Banking Com- 
mittee to present the administration's first de- 
tailed public response to a growing storm of 
Democratic charges that US. dealings with 
Baghdad before the war were not only misguided 
but possibly illegal The officials denied the 
charges and said their attempt to develop what 
Eagleburger “a k mUi i relation* 

ship" with Iraq was a sensible approach now be- 
ing unfairly dissected with the benefit of hind- 


“Quite frankly, the selective disclosure — out 
of context— of classified doc u ments has led— 
knowingly or otherwise — to distortions of the 
record, half truths and outright f a lsehoo ds. *9 
combined into spurious conspiracy theores and 
charges of a 'coverup.' * Eagleburger protested. 

The mam focus of the hearing was the adna- 
ist rat ion's persistence in mamummg the Com- 
modity Credit Carp. (CCC) program with Bagh- 
dad. which was the cornerstone of US. -Iraq re- 
lations. 

US. officials derided m the fafl of 1969 to 
grant Iraq an additional $1 bifbon new CCC aed- 
8s« IRAQ. AM, CsL 1 
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its to finance exports of food and 
farm products, despite a bonk scan- 
dal that had emerged in Atlanta in- 
dicating the program had been rid- 
dled with fraud. There were even 
reports then that CCC-guaranteed 
funds or food shipments might have 
been diverted by Baghdad to thud 
parties in exchange for military 
hardware and nuclear-related 
equipment. But it took six months 
and sharply deteriorating relations 
with Baghdad before the program 
was canceled. 

Throughout the day yesterday, 
the administration witnesses said 
that there was no specific evidence 
that such diversions had taken 
place, but it became dear by day's 
end that Agriculture Department 
investigators never thoroughly pur- 
sued the matter. 

Under questioning by Kep. Bruce 
F. Vento (D-Mmn.), Undersecre- 
tary of Agriculture for International 
Affairs Richard T. Crowder ac- 
knowledged that a special review 
team sent to Baghdad m April 1990 
traced U.S. food shipments only to 
ports of entry outside Iraq and that 
the only evidence the shipments 
had indeed been delivered by truck 
to Baghdad consisted of thousands 
of individual truck manifests mid 
customs records, all in Arabic or 
Turkish. 

A May 1990 Agriculture Depart- 
ment report of that investigation 
said the team, unable to "audit lh» 
huge number of documents." ob- 
tained samples from Baghdad that 
would be "translated and reviewed." 
At the same time, the report con- 
cluded there was “no evidence to 
suggest that here has been diver- 
sion of commodities sold to Iraq.” 


Crowder said yesterday that the 
Arabic sample documents still have 
not been translated. He said the 
purpose of the special review was 
"to determine evidence of program 
wrongdoing" on the part of Iraq, 
and the team found enough of that 
in the form of inflated commodity j 
sale pnces. sham taxes and kick- I 
backs in the form of "after-sale ser- 
vices demanded of exporters. 

"But you've made a conclusion 
that there was no diversion" Vento 
complained. He pointed out that 
additional, computerized records 
kept in Amman. Jordan, by the mam 
company handing the food ship- 
ments were offered to the Agricul- 
ture Department investigators, but 
they never bothered to get them. 

'It seems to me this is a rather 
Urge loophole." Vento said 

Committee Chairman Henry B. 
Gonzalez (D-Tex.) opened yester- 
day’s hearing with a warning that 
the committee may resort to sub- 
poenas if necessary to call White 
House witnesses and obtain more 
documents. 

The Justice Department notified 
Gonzalez last week his committee 
will not be provided with any more 
classified records if he persota in 
publishing selections in the Con- 
gressional Record. The While 
House yesterday declined to permit 
appearances by two witnesses re- 
quested by the committee— pres- 
idential assistant Richard I Inass and 
former presidential assistant Ste- 
phen Danzaruky. 

The first administration witness. 
Deputy Treasury Secretary John E. 
Robson, outlined the interagency 
meetings in the fall of 1989 that led 
in November to approval of another 
$1 billion in CCC credits for Iraq, 
which was to be paid m two equal 
installments The second $500 mil- 
lion. Robson said, was "contingent 
on satisfactory resolution" of the 
investigations involving the Atlanta 
branch of the Banco Naztonaie del 
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How Georg* Both helped creet* Saddam Hussein. 

The odd couple 

By Mark Hosenball 


S ix days after Saddam Hussein's troops crossed 
the border into Kuwait, George Bush boldly 
compared Iraqi actions to Hitler's "blitzkrieg" 
against Germany’s neighbors. This was a 
startling turnabout. Until then, despite repeated intel- 
ligence warnings and overt threats by Saddam against 
his neighbors, the president had been energetically 
pursuing a long-standing U.S. policy of appeasement 
toward Iraq. From 1983 until only days before diplo- 
matic relations ruptured, the United Stales was one of 
Saddam's principal financial backers. The massive 
financial aid, comprising billions of dollars’ worth of 
loan guarantees, continued long after it became appar- 
ent that Saddam was building an ambitious, menacing 
military machine. 

In hindsight, the extent to which the Bush and Rea- 
gan administrations collaborated in Saddam's ruinous 
military delusion 
is appalling The 
Slate Depart 
ment and the 
National Secu 
rity Council en 
cou raged Amen 
can companies 
to sell "dual-use* 
technology to 
Saddam that helped advance his quest for interconti- 
nental missiles. Secret government documents hint 
that high-ranking officials turned a blind eye or gave 
tacit encouragement when Saudi Arabia, Egypt, and, in 
all likelihood, Jordan schemed to arm Iraq using 
American hardware. To help Saddam make effective 
use of his modern weapons, the Reagan and Bush 
administrations fed him U.S. intelligence secrets. With 
Bush's help, Washington even offered him advice on 
military strategy. 

Moreover, top government officials ignored or 
buried evidence that Saddam’s intentions toward his 
neighbors and the United States were malign and that 
his nuclear ambitions were well advanced. Officials 
who challenged the hand Washington was extending 
to Iraq were pressured to toe the line and penalized 


Marx Host mall is a producer for "Dateline NIC.* 


when they didn't Repeatedly some of the most senior 
officials, including Bush and Secretary of State James 
Baker, intervened when more cautious voices objected. 
And when this policy finally imploded, some of the 
officials most deeply implicated attempted to cover up 
their more egregious follies. They have stonewalled, 
dissembled, and even altered official documents 
recording U.S. dealings with Saddam. 

Until recently their efforts to keep the press and 
Congress at bay had largely succeeded. On the Hill the 
only serious inquisitor into administration dealings 
with Iraq has been Texas Democrat Henry B. Gonza- 
lez. the venerable but idiosyncratic chairman of the 
House Banking Committee. Despite objections and 
threats from administration officials to cut off his 
access to official papers, over the last three months 
Gonzalez has made public dozens of classified docu- 
ments that dis- 
close the pol- 
icy’s proponents 
and provide at 
least an outline 
of its evolu- 
tion. Congress- 
ional officials 
vay there has 
been no compa- 
rable release of government secrets by a member of 
Congress since Senator Mike Gravel read the Pentagon 
Papers into the record. But so far the national 
media — with the notable exception of Murray Waas 
and Douglas Frantz of the Lot Angela Tima — have not 
bothered to report much on Gonzalez's revelations, 
perhaps put off by his eccentricity and prolixity. The 
current cover story in US Sews & World Report, *lraq- 
gate," may signal a new wave of media attention. 

This general lack of interest is all the more surpris- 
ing given the import of the material. Juxtaposed with 
still-secret records obtained from other sources and 
obscure statements and documents released by the 
administration itself, Gonzalez's revelations could be 
more devastating to the Reagan and Bush administra- 
tions than the Iran-contra affair. The failed Iran-contra 
policy, which involved relatively modest numbers of 
continued on PH? 30 
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weapons and even smaller amounts of cash, had little 
ultimate effect on the matters it was intended to influ- 
ence in Iran. Lebanon, and Nicaragua. By contrast, 
though there may have been less outright criminality 
and dirty* trickery in U.S. dealings with Saddam, ulti- 
mately the secret policy of building up Iraq economi- 
cally and militarily had a far more disastrous result: the 
Reagan and Bush administrations helped arm Iraq for 
a war it fought against the United States. 

As originally conceived, the Bush and Reagan policy 
toward Iraq had some logic. The fall of the Shah left 
Washington without a proxy in the oil-rich Persian 
Gulf. The 1980 hostage crisis showed that the Ayatol- 
lahs were intent not only on destabilizing the region 
but on humiliating the “Great Satan* as well. Com- 
pared with Khomeini. Saddam, despite his reputa- 
tion as a power-crazed cutthroat, seemed like the 
kind of pragmatic dictator a U.S. president could do 
business with; all Washington initially needed to do was 
to engineer a moderate till toward Baghdad in the 
interminable Iran-Iraq war. But both Washington and 
Saddam got carried away. The administrations con- 
tinued their vast subsidies to Saddam long after the 
Iran-Iraq conflict faded. Saddam, in turn, may well 
have concluded that continued American generosity 
meant he could 
discreetly pro- 
ceed with his 
more grandiose 
military plans. 

From the out- 
set, the U.S. tilt 
toward Iraq in- 
volved some tor- 
tuous policy gym- 
nastics. When Ronald Reagan came to oflice in 
1981, U.S. government agencies were blocked from 
giving financial aid to Iraq because Saddam’s regime 
was on an official list of countries that succored ter- 
rorists. But in 1982, with little explanation, the 
administration removed Iraq from the terrorist list. 
In confidential cables, American diplomats in Bagh- 
dad urged the State Department to improve relations 
by offering U.S. government financial backing 
through the Agriculture Department arid the Export- 
Import Bank. In a December 198S confidential brief- 
ing paper. Richard Murphy, the State Department's 
Middle East expert, said such aid “would go far to 
show* our support for Iraq in a practical, neutral con- 
text.* The official Reagan administration policy was 
that the United States was neutral in the Iran-Iraq 
war. 

Within days of Murphy's briefing paper, in a letter 
classified “secret* and dated Christmas Eve 1983. 
Under Secretary of State LawTence Eagleburger was 
urging Ex-Im Bank chairman William Diaper III to 
open a line of credit for Iraq: "Recently,* he wrote, 
“the President of Iraq announced the termination of 
all assistance to the principal terrorist group of con- 
cern [probably the infamous Abu Nidal organization. 


which enioyed an ofT-and-on friendship with Iraq over 
the years), among others. Iraq then expelled its leader. 
The terrorism issue, therefore, should no longer be an 
impediment to Ex-Im financing for U.S. sales to Iraq.* 
Eagleburger added that “from the political standpoint. 
Ex-Im financing . . . could provide some incentive for 
Iraq to comply with our urgings that it show restraint 
in the war.* 

The Export-Import Bank was not thrilled by the sug- 
gestion. Its credit analysis had concluded that Iraq's 
economy was in dire straits, and the likelihood that 
Iraq would repay its debts on time was remote. But 
pressure from top officials continued and later in- 
tensified after the State Department signed on to a 
gTand strategy that it believed could both right Iraq's 
economy and solve one of America’s gravest concerns 
about Iran. The plan was to build a pipeline for Iraqi 
crude oil across the Arabian desert to the Jordanian 
Port of Aqaba. The pipeline, financed with loan guar- 
antees from the Ex-Im Bank, would be built by the 
American contractor Bechtel (whose former presi- 
dent. George Shultz, happened to be secretary of 
state). During a February 1984 swing through B^h- 
dad, Murphy reported to Washington in a secret cable 
that he had discussed the pipeline project with Iraqi 

Foreign Minis- 
ter Tariq Aziz 
and told him 
that Washington 
"certainly recog- 
nized that this 
was a project 
of strategic im- 
portance. Be- 
yond providing 
sources of revenue for Iraq and Jordan, it was of global 
importance by reducing collective reliance on the 
Strait of Hormuz." 

The Export-Import Bank continued to balk, but in 
June 1984 Draper received a call from a former Yale 
classmate. George Bush. According to confidential 
"talking points" prepared by the State Department for 
Bush before he made the call, the vice president was 
supposed to point out that Iran “was the intransigent 
party’ in the Iran-Iraq war, and, *We must therefore 
seek means to bolster Iraq’s ability and resolve to with- 
stand Iranian attacks." Following this appeal — which 
Draper told the LA. Tima he now does not remem- 
ber— the bank finally approved a $484 million loan 
guarantee for the project. 

In this matter and in most others, the officials whose 
comments and advice on U.S. relations with Iraq now 
look remarkably prescient are the lower-level bureau- 
crats whom politicians and lop policy-makers usually 
disdain as unimaginative time-servers. From the 
moment Washington's tilt toward Baghdad began, ana- 
lysts at the Export-Import Bank resisted administration 
pressure because, in the words of one dismissive State 
Department memorandum, the bank did not believe 
there was a “reasonable assurance of repayment* Time 
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and ngain bureaucrats warned poScy*ukeri that baaed 
upon the evidence of hit record. Saddam's practice 
wm only to pay off his big international creditors after 
they had agreed to advance him new — and larger — 
Ones of credit 

In a curious circumlocution, according to his confi- 
dential script. Bush also was supposed to tell Draper 
that the Iraqi pipeline could "contribute to stability in 
the region by promoting at least tacit cooperation in 
the region." Other evidence suggests that this was a 
reference to the Reagan administration's efforts to 
enlist Israel's support for the plan. The biggest prob- 
lem was geographical: the pipeline would have to run 
Cor at least some distance along Jordan's border with 
Israel. But that would make it an easy and early target 
Cor Israel in the event of a new Arab-Israeli war. The 
administration's answer, according to a secret cable 
sent by Shulu in March 1984 to special envoy Donald 
Rumsfeld, who was touring the Middle East, was for 
Washington to make known "to the Israelis our interest 
in the completion of the line." The Israelis, in turn, 
"raised no objections." But according to. the cable, 
they apparently did not give a "guarantee of . . . non- 
interference" the Iraqis had hoped for. Lacking such a 
guarantee, the Iraqis were reluctant to go forward. 

T his led to a more intense round of wheeling 
and dealing. Secret documents show that the 
project, and Bechtel's role in it, had support at 
the highest levels of the U.S. government. But 
the project still seemed to be going nowhere. Not want- 
ing the deal to fall apart, but apparently fearing that the 
Iraqis would be put off if the company was seen dealing 
directly with Israel. Bechtel felt it had to try another 
approach. So in 1985 the company hired a Swiss-based 
businessman named Bruce Rappaport who had high- 
level Israeli friends, including Labor leader Shimon 
Peres. He was to use these contacts to win an explicit 
Israeli sanction for the pipeline. Rappaport retained as 
hit American adviser E. Bob Wallach, a close personal 
friend of Ed Meese, then adviser to the Reagan White 
House. Meese arranged for Wallach to discuss the 
ine with White House national security adviser 
it McFarlane. And Wallach then tried to parlay 
thia introduction into leverage with a government 
agency called the Overseas Private Investment Corpora- 
tion, which he hoped would write a hatf-billion-dollar. 
taxpayer-backed insurance policy indemnifying the 
pipeline's operators against an Israeli attack. In an "eyes 
only" memo to Meese that later surfaced in the press, 
Wallach suggested that Israel’s cooperation could be 
cemented by an agreement to offer Israel royalties on 
oil that was shipped through the pipeline; as added 
security, some of the royalties could even be fiinneled to 
Peres's political treasury. Despite WaNach's imaginative 
propos a ls for encouraging Israeli cooperation— or pos- 
sibly because of them — the pipeline project eventually 
foundered. 

Meanwhile, in July 1984, following premise by Vice 
President Bush and others, the Export-Import Bank 


offered Saddam a ttOO million short-term credit line. 
The credit was cut off a few months later when Iraq 
slipped behind in iu payments, and despite heavy pres- 
sure from the Sate Department to loosen up. the Ex- 
1m Bank continued to refuse new Iraqi credits. Then, 
in 1987, two evenu seemed to change iu mind. First, 
Irao paid off iu overdue Ex-Im bills. Second. Bush 
made a second phone call to Ex-Im on Saddam's 
behalf. According to Bush's classified script for the 
phone call, which again was drawn up by the Sate 
Department, Bush told the new Ex-Im chairman. John 
Bonn, that he was about to meet Washington's Iraqi 
ambassador and wanted to *T>e as responsive as possi- 
ble." There was now little pretense of neutrality in the 
Iran -Iraq war "As you know," says Bush's script, "there 
are major U.S. policy considerations at work in this 
issue. Iraq has apparently contained the latest Iranian 
offensive, and we are uking advantage of that to try to 
put some life into peace efforts. . . . Now is the time to 
begin building a solid trade relationship with Iraq for 
the future." Ex-Im Bank officials reopened a |200 mil- 
lion credit line. Later, when Bush actually met the 
Iraqi ambassador, he appears to have had additional 
good news. According to a confidential briefing paper 
prepared for the vice president before his meeung 
with the Iraqi, the Defense Department had been 
blocking export licenses for two high-technology ship- 
menu that the Iraqis were desperate to obtain. Bush 
was advised by the Sate Department that "from the 
Iraqi perspective, the long delays appear to be capri- 
cious. We agree with that assessment* 

According to a little-noticed speech on Iraq policy 
given on the House floor in February 1992 by Gonza- 
lez, the Iraqis used the Ex-Im guarantees, among other 
things, to buy armored ambulances, poruble commu- 
nications gear, and pesticides. (In one amazing inter- 
nal Ex-Im Bank memo, an analyst pointed out that 
some of the pesticides that Ex-Im credit was helping 
Iraq to buy had the same deadly effecu as nerve gas. 
But since the pesticides were not on an official U.S. list 
of nerve gas components, the analyst concluded, Ex- 
Im could not refuse to finance the transaction.) From 
iu point of view Ex-Im Bank did not suffer too badly 
when iu credit line was finally revoked after Saddam 
invaded Kuwait the Iraqis had kept relatively current 
with their repayments, and the bank faced only 
S50 million worth of claims on unpaid loans it had 
guaranteed. 

F inancing through the Ex-Im Bank was only a 
small part of Washington's support for Saddam. 
Much heavier financial support was funneled to 
Iraq — at the ultimate expense of the U.5. tax- 
payor — through export credit guarantee programs 
operated by the Agriculture Department's Commodity* 
Credit Corporation (cgc). A chronology drawn up by a 
House Agriculture subcommittee headed by North Car- 
olina Democrat Charlie Rose (based on claims filed by 
banks with the Agriculture Department after Iraq 
mopped repaying iu loans in the wake of the invasion of 
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police raid on tNL intensified. the Agriculture Depart- 
ment was becoming more nervous. Then, in late 
March 1990, British authorities broke up an Iraqi mili- 
tary acquisition network that had been trying to buy 
nuclear trigger parts from a company in California. 
And shortly afterward Saddam made his notorious 
threat to "burn half of Israel" to the ground. A secret 
‘options paper” on Iraq prepared by the State Depart- 
ment for circulation to nsc members listed both the 
pros and the cons of not going ahead with more Agri- 
cultural credits for Baghdad. A suspension of credits 
would send a strong statement to Baghdad, the paper 
noted. But the con argument seemed couched in 
stronger terms: not going ahead with more credit 
"would violate our policy against using food as a politi- 
cal weapon and hit some U.S. agricultural supporters 
hard. It might also lead Iraq to default on ccc-insurcd 
loans." In the ev*nt, the Agriculture Department did 
not formally cut off credit to Iraq until Saddam 
invaded Kuwait a few weeks taler. 

Meanwhile, early on. the federal prosecutors respon- 
sible for dealing with the INL case decided they had 
some kind of major scandal on their hands, since doc- 
uments seized in the raid showed that its employees 
had been keeping multiple sets of books. According to 
New York Tima reporter Dean Baquet, some prosecu- 
tors felt indictments should be brought as early as 
October 1989. But that happened to be the same time 
Baker was graciously accepting Iraqi assertions of non- 
invohement in the bank's documents, and the indict- 
ments never were brought According to one docu- 
ment, in January 1990 the prosecutor in charge of the 
BM. investigation wrote the Fed that an indictment was 
"anticipated ... early next month.” But that deadline 
too came and went. No indictments were brought in 
the bank scandal for more than a year, until just after 
Bush had declared a ccasc-fue in Operation Desert 
Storm. 

A t the very least, export credits from the US. 
Agriculture Department helped Saddam free 
up currency reserves for such acquisitions as 
American computer technology for his missile 
control rooms and German centrifuges for his uranium 
enrichment plants. He could use the Export-Import 
Bank loan guarantees more directly for nis military 
buildup, though he had to buy only *non-lethal” items 
like armored ambulances. And by 1984 what had 
started as a modest U.S. tilt toward Iraq had become a 
dizzying list. In a secret cable to Middle East envoy 
Rumsfeld from the State Department's Murphy, Secre- 
tary of State Shukz had decided to impose new export 
controls on Iran, but at the same time was considering 
"revising present polk) to permit virtually all sales of 
non munition vbsi dual-use equipment to Iraq.” 

In the same cable Murphy informed Rumsfeld of an 
ingenious idea proposed I ff the Egyptians: "In the con- 
text of improving our relations with Iraq, Egypt has 
suggested that we provide it additional IMS tanks 
beyond those we me now providing.... Egypt w oul d 


use the additional u-sos to replace used Soviet T-tts, 
which it would sell to Iraq.” Murphy did not reject die 
idea out of hand, though one knowledgeable source 
says that this particular deal never went through. Two 
years later, according to another memo disclosed by 
the LA. Times, the Saudis diverted American-made 
2,000-pound bombs to Iraq. The State Department 
now has insisted privately to Congress that those ship- 
menu were ‘inadvertent." 

H owever, other American support for the Iraqi 
military was hardly inadvertent For years die 
cu had been supplying Iraq with American 
intelligence secrets on Iranian military intelli- 
gence, a fact confirmed during Senate investigations of 
Robert Gates for his appointment as cia director. 
According to a chronology drawn up by Gonzalez, this 
policy was ratified by President Reagan in a secret 
national security directive signed in 1984. about the 
same time the Egyptians were proposing their tank- 
swapping plan. The intelligence-sharing authority was 
expanded twice in 1986 and included giving Iraq infor- 
mation about the success or failure of its military opera- 
tions. 

Few if any secret documents directly from cu or 
defense intelligence records of the intelligence 
exchange have yet been made publk. though hinu of 
how high-level American officials hoped intelligence 
information could be used are offered in a secret July 
1986 cable that the State Department’s Murphy sent to 
the American ambassador in Baghdad. "We have 
encouraged the Vice President to suggest to both King 
Hussein and President Mubarak that they sustain their 
efforts to convey our shared views to Saddam regard- 
ing Iraq's use of iu air resources. The very recent 
report . . . from Amman on the subject leads us to con 
dude that Saddam may not be open to suggestion. On 
the other hand, if Saddam does what he says he would 
do with the Air Force that would be a major plus." A 
source with firsthand knowledge said that the cable 
was drafted at a time when Bush was preparing to lour 
the Middle East and would meet with Hussein and 
Mubarak. At the time. Saddam was under severe pres- 
sure from Iranian ground assaults, and Bush, at the 
urging of the State Department and America's Arab 
allies, wanted to encourage Saddam to use his air force 
more effectively. 

U.S. intelligence-sharing with Baghdad lost much ol 
iu justification when the Iran-lraq war ended, and the 
Reagan administration gave the impression that ir 
1988 it actually stopped. However, a secret nsc option* 
paper circulated in May 1990 reported that whsk 
"intelligence exchanges have waned since the Gulf wa, 
cease-fire . . . they still provide Iraq with limited infor 
mation on Iranian military activity." 

It is unclear precisely how far the Reagan and Bust 
administrations went in encouraging American compa 
nies to supply Iraq directly with potentially lethal mUi 
equipment Commerce Department export con 
records show that American companies did expos 
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(o the Iraqi military procurement ministry and to Iraqi 
“establishments* now known to have been involved in 
nuclear or missile research. But export license records 
refer mainly to equipment in the “dual-use" rather 
than lethal weapon categories (dual-use equipment 
includes both high-tech and low-tech equipment that 
can be used for either civilian or military purposes). 
Documents obtained by congressional investigators 
show that American companies supplied the British- 
based Iraqi front company Malrix-Churchill with tool- 
ing systems that the American suppliers knew were 
being sent to Iraq for use in the manufacture of 
artillery ammunition. State Department officials 
responsible for licensing the export of American-made 
munitions manufacturing equipment said no U.S. 
companies were granted licenses to ship such equip- 
ment to Iraq in the 1980s, given official American neu- 
trality in the Iran-Iraq war. Yet at least one American 
supplier heavily involved in such trade recently insisted 
to the program “Dateline NBC* that its dealings with 
Malrix-Churchill had been thoroughly investigated by 
U S. authorities earlier this year and declared proper. 

S ome military suppliers who may have thought 
they had Washington’s tacit approval to peddle 
their wares to Saddam have already felt the heat of 
a U.S. crackdown as the Bush administration 
hunts for ways to show that its Iraq policy was not totally 
wrongheaded. Last year officers of a Pennsylvania 
weapons-design firm called International Signal and 
Control were indicted in connection with a scheme that 
involved the illegal export of American artillery technol- 
ogy to Iraq via Chile and South Africa. One of the com- 
pany’s Chilean contacts was a major arms manufacturer 
called Carlos Cardoen, whose company shipped large 
amounts of artillery and ammunition to Iraq— most no- 
tably the anti-personnel shells known as duster bombs — 
and also set up munitions factories in Iraq itself. The 
Treasury Department recently moved to seize Cardoen's 
extensive holdings in the United States, and he is now fac- 
ing a criminal investigation. But he was not always such a 
pariah. A one-time fund-raiser for Florida Senator Bob 
Graham, whose mansion in Miami he purchased. Car- 
doen also once employed as his Washington representa- 
tive a former US. ambassador to Chile who also was a 
consultant to the cia. No improprieties were found when 
this arrangement was investigated by the Senate during 
Gates’s confirmation process, but it is possible to see how 
Cardoen might have come to believe that his dealings 
with Iraq had at least a quiet blessing from Washington. 

Until a few congressional hotheads and media out- 
lets started paying attention, the Bush administration 
had mounted an aggressive campaign to control the 
spin on investigations and disclosures about its pre- 
Desert Storm dealings with Iraq. Within weeks of the 
end of U.S. military operations in the Gulf, the nsc's 
legal adviser. Nicholas Rostow, had convened a com- 
mittee of officials from the various agencies invoked in 
pre-war Iraq policy to discuss how to respond to poten- 
tial congressional inquiries. According to the Agricul- 


ture Department minutes of one Rostow group meet- 
ing last April, attended by While House chief counsel 
C. Boyden Gray, among the tactics the committee dis- 
cussed for stalling investigators were: prohibiting them 
from taking notes on or copying secret documents, 
shuffling papers among agencies, and combing docu- 
ments for secrets covered by national security or diplo- 
matic privileges. 

M eanwhile, the Commerce Department 
Inspector General found evidence that 
potentially embarrassing export licensing 
records related to Iraq may have been doc- 
tored. According to a report the Inspector General pro- 
vided to a House Government Operations subcommit- 
tee headed by Georgia Democrat Doug Barnard, at 
least sixty-eight export license records related to Iraq 
were altered. On five license records, for example, 
descriptions of trucks Vert changed ... to eliminate a 
reference to a design for military use“; references to 
military applications on other licenses were also deleted 
by the Commerce Department employees. The Inspec- 
tor General concluded that the alteration of the truck 
license records in particular was “unjustified.* Culprits 
were not. however, identified by name, and despite 
demands by Barnard for a criminal investigation, indict- 
ments do not appear to be imminent. Meanwhile, in 
mid-March Gonzalez released a catalog of administra- 
tion lies to Congress that had been exposed by the dis- 
closure of the government’s secret Iraq archive. Accord- 
ing to Gonzalez, the most frequent lie was the claim, by 
both State and Agriculture Department official, that 
foreign policy considerations never influenced agricul- 
tural export credit programs. 

Although the evidence of Washington's foolishness 
toward Saddam is manifest, it is still fragmentary Few, if 
any, government documents have yet been made public 
bearing security classifications higher than "secret. * In 
the Texas idiom favored by Bush and Baker, this means it 
is only the mildly hot stuff. The kind of embarrassing 
detail that might still be hidden in the foreign policy and 
intelligence archives — stuff classified “top secret" and 
with even more arcane security code names like RtfT and 
za * F — is only hinted at in the material available to date 
But even the rough outline now- available makes you 
wonder how Bush, and Reagan before him. could have 
pursued such a misguided policy, and stuck with it long 
after the danger signals had rocketed off the charts. Pres- 
ident Bush points to his conduct of Operation Desen 
Storm as proof of his mastery of international affairs, yet 
his files demonstrate how he helped to create his own 
nemesis. For nearly a decade Saddam Hussein played 
George Bush and his inner circle for suckers, and he 
rules Iraq today after a war that cost the United States 
*7.4 billion. The seeming failure to learn from, or even 
properly debate, the evidence of failed U.S. policy in 
Iraq hardly bodes well for the future. The latest word, 
according to former administration officials, is that Bush 
hopes to convince the World Bank to ofTer a major finan- 
cial aid package to Syrian President Hafez Al Assad. • 
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Essay 

' WILLIAM SAFIKE 

Baker’s Guilty Knowledge 


Washincion 

A Foreign Service officer named 
Frank Lemay ought to be a hero. Me 
was the first to wi r n his bosses at the 
State Department that Saddam Hus- 
sein was using U S backed gram 
loans to build a nuclear bomb. 

In his memorandum of Oct. 13. 
IMS. he recounted a conversation 
with four nervous Department of Ag- 
riculture officials who had been 
briefed on a probe into Iraq's multi- 
billion dollar abuse of the Lavora 
bank’s Atlanta branch. 

"Payments required by Iraq of e*- 
porters . . may have been diverted 
into acquiring sensitive nuclear tech- 
nologies." Mr. Lemay wrote to his 
superiors two and a half years ago. 
He reported Agriculture's Inspector 
General to be concerned that "com- 
modities were bartered in Jordan and 
Turkey for military hardware" and 
that the U S Attorney in Atlanta (a 
former C l. A. man) had indicated 
that diverted funds “were used to 
procure nuclear related equipment.” 

But Frank Lemay is a pariah, not a 
hero, at State because his memo — 
made public by Representative Hen- 
ry Gonzales — proves that State poli- 
cy makers possessed the guilty 
knowledge of Saddam Hussein's un- 
lawful use of American financing. 

Despite that written notification of 
likely diversion. Secretary of State 
Baker leaned on Secretary of Agricul- 
ture Clayton Yeutter to extend an 
additional SSOO million to Saddam 
Hussein. And despite Yeutter’s IMS 
pledge to the Senate Agriculture 
chairman. Patrick Leahy, not to issue 
new credits until suspicions of cor- 
ruption were resolved. Secretary 


Of Saddam’s plot 
to build a bomb. 


Yeutter — under heavy Baker pres- 
sure — rushed the "gram" financing 
to Saddam. 

Mr Lemay is one of the witnesses 
scheduled to testify this week before 
the House Judiciary Committee, as it 
decides whether to request that the 
Attorney General determine M 30 
days if evidence exists of high-level 
malfeasance requiring a court-ap- 
pointed independent counsel 

Why is Secretary Baker allowing 
the young F SO to appear, when the 
White House has refused to let higher- 
ups testify? The answer is provided 
me by a colleague of his at State: 
"Because Frank is being set up to be 
discredited by the cover-up crowd at 
Agriculture, who have already tied to 
Congress And because Frank does not 
know to this day what happened after 
his memo went upstairs." 

What did happen to the Lemay 
warning at Stale? Copies went to his 
boss. Undersecretary for Economic 
Affairs Richard McCormack, who 
has left Government, as has then- 
Counsel Abraham Sofaer; to Sam 
Hoskinson. who has gone to C I A ; to 
State's "Mr Iraq." Jack Covey of the 
Near East Bureau, and to four partic- 
ipants in the meeting at Agriculture. 

My mid-level State source believes 
that McCormack took his assistant's 
red-hot memo to James Baker and 
read sections of A aloud. Amazing 


result: the economic oversight was 
taken away from Economic Affairs 
and assigned to "Baker’s man." Rob- 
ert Zoellick. From that point on, the 
troublesome Lemay was out of the 
loop. 

What motivated Baker, a lawyer of 
legendary caution, to ignore the writ- 
ten report of the way our money was 
being diverted to Saddam's nuclear 
program* 

A better-placed source, who keeps 
my essays dated 1 1 /30/IS and )/ It/M 
in his or her desk drawer, says "At 
the time, this was Saddam's only 
ready source of major cash And it 
was the only string we had on him." 

String to do what? To become, m 
President Bush’s words, a respected 
member of the family of nations? 

"That's extremely classified. AN I 
can say is we were asked by foreign 
officials at the highest levels for help 
on a particular matter. There was a 
task we wanted Iraq to accomplish 
and this C C C program was the only 
way we had to pay for m. 

"Our goal." he adds, "was honor- 
able: maybe it was a fool's errand, 
but h was worth a try " 

Who else knows the Bush- Baker 
motive for knowingly allowing a dic- 
tator to diven a half billion dollars m 
supposed grain credits to military 
and nuclear use? 

My source will say only that the 
motive was "sufficiently compelling" 
and the men closest to Baker, then 
and now, were in on it But nobody 
that the Bush Administration is send- 
ing to the Judiciary Committee 
knows the secret motive for corrupt- 
ing our export program to pay off 
Saddam Hussein ( i 
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WHITE HOUSE KNEW 
OF POSSIBLE FRAUD 


Aide Spoke to U.S. Attorney 
About Iraqi Loan in '89 — 
Intimidation Is Alleged 


■y ELAINE SCIOLINO 

IfKal* IW rwt 1 mm 

WASHINGTON, July 1 - A White I 
House official in late IMS discussed the 
criminal Invest it at ton of an Atlanta 
bank's loans to Iraq with the Federal 
prosecutor supervising the case, possi- 
bly intervening improperly in the Inqui- 
ry. the Democratic chairman of the 
House banking committee said today | 

The chairman, Henry B Gonzales of 
Teaas. who has been highly critical of 
the Bush Administration's friendly re- 
lations with Iraq before the 1990 Inva- 
sion of Kuwait, did not Identify the 
White House caller and provided only a 
fragmentary account of the conversa- 
tion But he said It apparently left the 
prosecutor. Gall McKenzie, an Assist- 
ant United Stales Attorney In Atlanta, 
with the Impression that the White 
House was c o nce r ned that the investi- 
gation might cause strains in relations 
between Washington and Baghdad. 

Gerrllyn Brill, die senior Assistant 
United States Attorney in Atlanta, and 
acting United States Attorney for the 
bank investigation, confirmed In a tele- 
phone Interview today that someone at 
the White House had called Ms Mc- 
Kenzie. but denied that the White Ho- 
me had tried to influence the Investiga- 
tion Ms Brill did not identify the call- 
er. 

The phone call was made as prosecu- 
tors in Atlanta were examining allega- 
tions that top Iraqi officials had been 
involved in a multibillion dollar bank 
fraud in the United Suits. even as 
Washington was aggressively courting 
President Saddam Hussein's Govem- 

The Embarrassment Level 

In IMI. sfter the Persian Gulf war. 
the Federal Government charged two 
former executives of the Atlanta 
branch of the Banes NazJonale del La- 
voro. an Italian bank, with conspiring 
with Iraqi officials to arrange more 
than U billion in lUegal^oans and •«- 
port credits to Ira a. some of which 
were used to buy military equipment 

According lo Mr. Gonzales, quoting 
from notes about the conversation 
made by a Treasury Department offi- 
cial who was later told about H by Ms. 
McKenzie, the Atlanta prosecutor "got 
the impression" that the White House 
was "concerned about embarrassment 
level" 

Exactly what (he embarrassment 
level concerned. Mr. Gonzalez could 
nen say. but he suggested It reflected 
concern in Washington that the investi- 
gation would hamper relations with 


Irao 

"It Is clearly Improper for the White 
House to be calling an Assistant U.t 
Attorney to talk about an open criminal 
c ** e - especUlly a cate as sensitive as 
the B.N.L case." Mr. Gonzalez said to 
a speech on the House floor. "A call 
from the White House could certainly 
be perceived as intimidating." 


Ms. Brill denied the imputation. "I 
am aware of a telephone conversation 
between an individual at the White 
House and Assistant United Stales At- 
torney Gall McKenzie, the line prosecu- 
tor handling the B N L matter." Ms 
Brill said. ,; Ms. McKenzie informs me 
that the caller In no way attempted to 
interfere with the handling of the case 
The caller was simply attempting to 
seek information that was publicly 
available Nothing about that conversa- 
tion was interpreted by Ms McKenzie 
as being an effort to Influence the pro- 
sector's decisions or strategies in the 
investigation." 

Scott Dyfcema. a spokesman for the 
Treasury Department, said, "The 
notes represent hearsay and we sug- 
gest it would be unwise to draw any 
conclusions based on fragmentary 
hearsay information In the notes." 

But the mere suggestion that the 
White House may have meddled In the 
case has already bolstered a move by 
Democrats in Congress to request an 
independent counsel to investigate 
whether the Iraq policy was not only a 
failure, at Mr Bush and his aides have 

admitted, but also involved criminal 
misconduct 

"The documents released today 
show that the White House could not 
resist meddling in an investigation of 
BNL." said Representative Charles 
E Schumer. a Brooklyn Democrat. In 
repeating hts call for an Independent 
counsel "How then can the White 
House honestly expect the American 
people to believe lhal could li Won t 
meddle in an investigation here in 
Washington that could ultimately focua 
on people who work in the White House 
itself’" 


C4.A. Report Revealed 
. Mr Gonzalez charged that the tele- 
phone Tall was part oT a pattern by the 
White House to prevent the disclosure 
of information that would draw gtten- 
non to the Administration's concilia- 
tory policy toward Iraq before its Au- 
gust 1990 invasion of Kuwait 

Mr Gonzalez also revealed the exist- 
ence of a previously undisclosed Cen- 
tral Intelligence Agency repon circu- 
lated to Administration officials on 
Nov «. 1919. two days before the Bush 
Administration approved 1500 million . 
•n Agriculture Department loan guar- 
antees for Iraq The report Indicated 
that Banco Nations le del La voro. the 
primary lender to Iraq under the Unit- 
ed Stales credit program, had paid for 
Baghdad's weapons programs. 

"The report indicates that several of 
the B N L financed from companies in 
the network were secretly procuring 
technology for Iraq's missile programs 
and nuclear, biological and chemical 
weapons programs," Mr. Gonzalez 
said. 
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The Ptot Thickens 
As 'Iraqgate' Unfolds, 
New Evidence Raises 
Questions of Cover-Up 

Once-Obseure Bank Scandal 
Keeps Unwanted Focus 
On Bush's Saddam Policy 

Altered Lending Documents 


By Jmii* J. Pialka 
A nd Pm* Tim eu. 

tfjf *rp*nrtt ./Til* W*t, SnMT|.NRSu 

ATLANTA - When federal agents bunt 
Bilo an obscure Atlanta branch of aa 
Italian bank one day in IKS and began 
•wptylng filr cabinets, they opened a 
Pandora s Hoi for the Bush administra- 
tion. 

The set ird documents • showing the 
Banca Nizionalr del Lavoro branch's role 
In financing Saddam Hussein's war ma- 
chine - are now a continuing reminder of 
President Bush's past policy of trying In 
pacify Iraq by promoting trade, extend*!* 
credits and liberalliing export licenses. 

And they even are raising questions of a 
possible high-level cover-up of the policy's 
failures. 

On the campaign trail. Democratic Vice 
Presidential candidate Al Gore has been 
hammering away at what tome now duh 
"Iraqgate. ' The issue to likely to surface In 
(he presidential debates that begin Sun- 
day. and 11 is one that aould damage Ur. 
mnh In what Is usually thought of as Ms 
strong suit, foreign policy. 

Unfolding Story 

Events In (his still murky affair have 
been unfolding rapidly. This week, the 
Central Intelligence Agency conceded that 
It hadn't previously disclosed all It knew 
about affairs Involving the bank, known as 
BNL. and launched an Inquiry Into why H 
held back flies that contradicted the Jua- 
fkt Department's fraud case. Also. Fed- 
eral judge Marvin Shoob In Atlanta fo- 
cused himself from the BNL case, saying 
he had formed a strong opinion that the 
probe bad been tampered with. Days 
earlier. Judge Shoob's extended sentenc- 
ing hearing for the head of BNL's Atlanta 
branch ended abruptly when the Justice 
Department agreed to withdraw (he shwtg 
defendant's guilty plea. 

Many questions remain, but some 
IMngs about the affair are dear. For one. 

(he Bush administration had a more -or 
teas open policy of supporting Saddam 
Hussein's regime, and clung lo this policy 
despite troubling revelations arising from 

Vs 


the BNL raid as wefl as warnings (from 
U S. government agencies I that trade 
credits were being used to build up the 
Iraqi military machine. 

In addition, (here's mounting evidence 
that BNL officials in Rome may have' used 
their Atlanta branch as a back-door way lo 
provide further loans lo Iraq. This evi- 
dence runs contrary to the Justice Depart- 
ment s contention (hit 12 I billion in BNL 
loans were part of a fraud hatched solely 
by the Atlanta branch's manager. 

Unanswered Quest loos 

But In many ways, what isn't yet known 
about the affair Is more worrisome. DM the 
U S know of. or even condone. BNL lend- 
ing to Iraq that helped pay for such hard- 
ware as the extended range Scud-B missile 
ihal later killed U S. troops and Israeli 
citizens during the Gulf War? Did any 
administration officials push for Increased 
trade credits knowing that the funds 
were being partly diverted lo build up 
Saddam s war machine 7 And above all. did 
any administration officials deliberately 
hamstring the BNL investigation lo protect 
themselves, or the Italians, from embar- 
rassment? 

It is this last point that may hold the 
most peril for Bush administration offi- 
cials. because any attempt to interfere 
with an investigation could involve legal, 
as uppused to policy, problems. The admin 
islranun, while conceding the failure of its 
policy of using economic support to im 
prove Iraq s behavior, declares emphati- 
cally ihal officials never tried to hamper 
the BNL probe or cover up iheir support of 
Baghdad Nonetheless, evidence pre 
sented lo Judge Shoob in Atlanta last 
month led him. al lean, to suspvt that 
"prosecutors may have been blocked by 
agencies with political agendas from de 
veloping a lull pit lure of this affair. ' 
Italy's Interests 

Memoranda obtained by The Wall 
Street Journal suggest this was so In 
January 1990. federal investigators 
planned a trip lo Rome and Istanbul lo 
try to determine who outside the UNI. 
Atlanta office knew about or parln quletf 
•n the big loans to Iraq Rut the trips 
evidently were veined al a high level, and 
never were made, accordingly a Feb. *. 
1W0. memo by Krnest Palrikis. counsel of 
New York Federal Reserve Hank, which 
was responsible fur supervising BNL’s 
U S uprrations. In the memo. Mr. Palrikis 
noted ihal a planned trip lu Italy by 
criminal insist igaiurs wa\ pm off tx-r .msi- 
BNL asserted < t>n< rrn.s regarding ihe 
Italian prrss lie also said. A trip to 
Istanbul was pul off at the request of 
Attorney General Richard Thornburgh 
Certainly, the Italian government 
leaned on l.‘ X officials to contain any 
pufiliral damage from >be I1NL affair. Thr 
bank is government owned and lo some 
extern ufa-rato, ,i% .hi jrm «tf the stair, with 
political apjatiniers in senior positions. 
According Mi documents introduced al thr 
Atlanta court hearing, the Katun ambav 
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M 6 * to I hr 111, Mulatto Pi-ingnam. purl 
with Mr. Thornburgh at I hr White House in 
March 19)0 and e xplained tlui any more to 
•incriminate" the bank would be tanta- 
ntminl to a slap In (be fare of (he Italians " 
rnc Kalians slated other high level meet 
mgs on Ihe BNL mailer al (he U.S. em 
lussy in Rome. 

Hul would senior admmisiraiion offi 

• tals Interfere with a rase the Justice 
i v,iartmeni railed (he biggest bank fraud 
.ise in U.S. history" simply to protect the 
H.ilun rovernment from humiliatirw dis 

• b •surra'* 

Through a spokesman. Mr. Thorn 
burgh, now an undersecretary reneral al 
the United Nations, says he doesn't re- 
member getting involved with the investi 

• -•*««' travel plans. "1 have no rrcoltec- 
•nm of any mailer coming to my attention 
relating io the approval of foreign trips in 
ihe BNl. investigation." he states. "I 
wss not involved In sny of the day lo4ay 
matters In this esse, nor is this Ihe type of 
((•vision that would normally come to (he 
.mention of the attorney general." 

As for talks with Mr Petrtgnani. Mr. 
riiumburgh s spokesman says the then 
attorney general saw him al a stale dinner 
it the White House, but "doesn't rrmrm- 
*"*r talking to him al any time, lie may 
have said hello lo him. If anything did 

• iime up. It was Just a passing comment." 

During the recent sentencing hearings 
lor the Atlanta BNL chief, the assistant 
11 S. attorney handling the case. Gall Mc- 
Kenzie. said she had received “at least 
•me phone call" from a White House law- 
yer inquiring about the BNL probe. Al- 
though she said the lawyer uked only • 
lew basic questions about the esse. Judge 
shoot said he felt the phone call vu 
highly unusual and Inappropriate." Ear- 
lier. a Treasury Department official said la 
a Nov. r. 1909, note concerning the contact: 
McKenzie: She has been called by the 
White House - got Impression concerned 
about embarrassment level." 

For whatever reasons, It seems dear 
the Justice Department's Investigation o f 
KNL and the subsequent Indictment 
missed the mark. The Indictment - deliv- 
ered on Feb. 2S . 1991. the day Allied form 

• nded the ground war against Iraq - hung 
the entire blame for excessive BNL lending 
to Iraq on the slender frame of Chris- 
topher P. Drogoul. a tall, dark-haired 
banker who had taken over the BNL 
Atlanta branch's management In I9M. 
According to the indictment, he perpe- 
trated fraud against an unknowing BNL 
management in Rome. 

Anyone Else? 

But it now seems certain that Mr. 
Drogoul didn’t act alone. Judge Shoob said 
classified reports from the CIA conclude, 
in pari, that a number of high level BNL- 
Rome officials supported Mr. Drogoul’s 
jttlvMes." Meanwhile, for reasons Judge 
Shoob said he can't rathom, the CIA re- 
ports remain classified and can*! be eo* 
it* red into the court record 

According lo his court testimony, Mr. 


Drogoul first got Into the business of 
financing Iraqi trade by Issuing low-profit 
agricultural loans backed by the Agricul- 
ture Department's Commodity Credit 
t'orp. By the lime he had built up MOO 
million of these loans, the Italian govern 
nmnt found itself In • dispute with Iraq 
owr some Italian-made warship*. The 
upshot vu an edict limiting the BNL 
branch to SlOO million of the credits. 

Mr. Drogoul doctored the branch's Iota 
records to create the appearance of cot**- 
•nee with the loan limits. Credits In excen 
'* the threshold got shoved Into what 
imrame known u the "mv book." 

Justice Department investigators fig- 
ure that the Iraqis discovered this sleight- 
•if hand accountancy and used their knowt- 
•ntgr lo wring unsecured commercial loans 
•ml of BNL-AUanta. Waiving customary 
i iv* and charging Interest rates as thin as 
three sixteenths percentage point om 
burrowing costs. Mr. Drogoul signed loam 
.•I $200 million. SJ00 million, and later M 
million. On April I. 190. Mr. Drogoul 
signed for a huge Sl.lt billion loan. 

There were other peculiarities An lla! 

■ hi Senate report points to the Atlanta 
office s use of Morgan Guaranty Trust for 
its clearing and overnight funding. The 

i. -iurl stales: The Atlanta Vanch. 

.•gams! all regulations and practices, had 
l*vn authorized from the first to conduct 
-iN-rattuns through a hank outside its area 
..nd outside the BNL system. The anomaly 
>i t ongly reinforces an interpretation of the 
..Hair which points lo a premeditated 
.•igamzaiion of these actions." 
Intelligence Types Appear 

Hut three sets <»f auditors examining 
UNI. from the state of Georgia, the Fed 
. f it Reserve and KPMG Peat Manrict- 
••-re kept al bay by phony telexes Mr. 
imigoul had employers churn »«l These 
••i.irtr it appear that the loans were based 
n Iraqi collateral. 

At cording lo Mr. Drogoul * court lesli 
i-amy. U.S intelligence agencies also laid 
io inh-reM in Ihe ballooning Iraqi bans. As 
I!*- hank s business grew, hr said, officials 
1"^ three companies that apprarrd lo 
l«.ive links lo II S intelligence agencies 
. illrdunthebank We now started to see 

j. t iifile who are in some manner connected 
.ih the intelligence services fumbling 

■ iiaind our offices for purposes that I 
i .-.ill) didn’t understand." he testified. 

Mr Drogoul. now a gaunt, weary eyed 
■ -mo who has lived for the past several 
i.Moiths al Atlanta s federal prison, appar- 
. inly dung to Ihe belief that, someday. Hit 
h iqis would dig him out of the huge 
I ti.irw ml hole he had created Jean Ivry. a 
•-.n uffxer at HNI. Atlanta, testified that 
\!r Dmgool once told her that Iraq was 
-«mg to do approximately % tiillwm or W 
•■.ilion north of business ' with HNI. m 
'naming arms deals lie added, she rr 
tiled, that "it'll just be done in rash." 
• I. impressed. Ms Ivey, along with an 
•ber woman in Ihe of fire. lipped irff 
b-ral |*r»ixeru»nr\ 

Meanwhile. agents from Haghdad 



■frill unly wringing hum nut id KM.. 
• *»i 4lvi were hi W4itwgl«« prying rrcAh 
ui >4 llr Commodity Credit ('Uq' and.lna 
’• Nvr rxtent. llir Kxpurl Impurt Bank. To 
*• nerate more pressure. Iraq conscripted 
i S companies. diplomats and politicians 
lirlp lobby fur tnade credit* Perhaps thr 
iinnl persistent corpora le lobby ist for such 
n.idr credits was General Motors (lurp 
Also acnvf in pushing for taxpayer support 
of expanded Iraqi (rode were Bechtel 
Croup Inc . Wrslingtiouie Elrcinc Corp. 
and Cargill Inc. 

OeMOtrats' Role 

Although Hie Republican admmistra 
tion is taking the brunt of the criticism 
over the ID fated Iraqi policies, the pro- 
gram was a solidly bipartisan affair. Also 
involved in the fiasco were Democratic 
leaders of three committees now crtlirtt- 
mg the Bush administration's role. Rep. 
Jack Brooks, of the House Judiciary Gnu 
mitlee. was prodding the Agriculture De- 
partment to keep subtidizii* the sale of 
U S. rice to Iraq. Rep. Charles Rose, 
head of a House Agriculture subcommit- 
tee. was promoting a joint CM Volvo ven- 
ture to build a heavy truck plant in Iraq. 
And Rep. Lee Hamilton, the likely next 
chairman of the House Foreign Affairs 
Committee, wrote the Eximbank in mi 
that giving Iraq medium- and tong teem 
loans “is in the United Stales national 
interest. “ 

FOr Iraq. U S guvemmeni credits were 
crurtol lo plans fur rehuddli* after the 
war with Iran. Iraq had begun to default on 
loans from banks, and was in (he process of 
stiffing government backed credit agen- 
cies in Cermany. Japan, the Soviet Union. 
France and Australia. 

The Bush administration, which saw 
trade as a lever in influence Saddam Hus- 
sein's behavior, was eager lo step Inin the 
breach. FOr U.S. corporations and the 
lawmakers (hey enlisted lo help them. Iraq 
represented a potential gusher of business. 
Since Iraq was considered one of the 
world s least credit worthy iradli* part- 
ners. taxpayer backed financing was 
sought (o reduce the risk. 

Under heavy pressure from Iraq. COpt- 
lol Hill, the White House and U.S commod- 
ity exporters, the Agriculture Deportment 
caved in and now faces a potential loos of 
as much u S3 billion In defaulting COC 
loans allocated to support Iraq. The losses 
may be partly offset by funds from Iraqi 
assets frozen at (be ISM Invasion of Ku- 
wait. 

Altered Documents 

In the monlhs following the Gulf War. 
the administration has been loatb to dto- 
cws IU policy of active support lor Sad- 
dam Hussein, Nicholas Rnstow. special 
assistant lo the president and legal ad- 
viser. In an April IMI memo to White 
House Counsel C Boyden Gray and several 
other government counsels, warned about 
the mounting congressional requests for 
information. He wrote that all such re- 
oueata for documents shouM be screened la 


see If they Involve “Issues of executive 
privilege (deliberative process, foreign re- 
lations. national security, etc.).'* Mr. Ros- 
tov added: “Alternatives to providing doc- 
uments should be explored.'* 

Earlier, a Commerce Department office 
delivered to a congressional panel altered 
records involving export licenses K pro- 
vided for vtrlous Iraqi acquisitions. In one 
case, (he Commerce Department office 
deleted a statement (hat (he end-user of • 
batch of U S. trucks “is involved In mili- 
tary matters.' In another instance, the 
office inserted language stating (hat some 
equipment would be used la a factory 
making videotapes for consumer elec- 
tronics. thus giving the salt a more harm- 
less appearance. 

Noi everybody In government waa 
drawn Info the pew Iraqi program, or faced 
the same embarrassment when H fefl 
apart. The Kximbank, a relatively obscure 
independent agency of banking tectum 
crats. believed Iraq was engaged In a sort 
of “financial blackmail" around the world, 
says Arthur Pilier. former vice president 
of the Eximbank division that handled 
exports lo the Mideast. They I Iraq off! 
ciaisl were saying to export credrf agen- 
cies in other countries : ‘If you lend us more 
money, we writ pay our old debts. If you 
don't, we won't.' " 

Around Washington, an Eximbank 
memo notes. Iraq was using U S. ex 
porters to lobby for new credit." But Iraq's 
ability to repay its ballooning loans was 
qursiionable. F.ximbank said Iraq's debts 
would grow by U billion to St billion a year, 
while its expanded oil output could bring in 
only a further SI billion a year. 

Fean of Arms Buildup 

And Eximbank had other qualms A 
June IMS study it did wHh help from the 
Federal Reserve and CIA said Iraq was 
acquiring Western technology to support 
Ms growing military arsenal, despite prom 
tses to the contrary The report said Iraq's 
ministry of industry and military industri- 
alization was planning to integrate" 

U S acquired technology, such as vehicle 
assembly plants, ' directly into Iraq's 
pUnned'Tmssile. tank, and armored per 
sonnet carrier industries.' 

The Kximbank didn't escape un 
srathed. Despite limit mg Iraq to S3S0 mil 
lion n( government insured one year loans, 
the bank estimates M lost W> mittum in 
deals with Baghdad Hot "that amount 
ruuld have gone through the roof." notes 
Chairman Henry Gonzalez of thr House 
Hanking Committee, which began (he first 
map* probe of Iraq's efforts European 
and Japanese government export credit 
agencies Inti more than S30 billion. 

The Eximbank s warning wasn’t the 
only one the Bush administration ignored 
w pursuing its policy of aiding Saddam's 
Iraq In a secret memo. Slate Depart 
rnent staffers cautioned Secretary of Slate 
James Raker un March 3t. isn. that Iraq 
retains its heavy- handed approach tu for- 
eign affairs . and is working hard at 
rhrmral and bmlugtral weapons and new 
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nrnsiln." In addition. there wmr rrpnrtx 
lhal IJ.S. trade credits were frmnx up 
fundi that Iraq was minx to build up its 
military And the administration had re 
reived rffmrts that Iraq had used rhemiral 
wea|<nns axainsl the Kurds and nmtimied 
In Mtp|art't interna I mna I Irrrumts 

Baghdad' prinripal rnunlerwrighl to 
these v«Hi es uf apprehension was Niiar 
|l.imd»m As Iraq's ambassador to the 
U S in the mid issos. he helped stir corpo- 
rate interest in doing business with Iraq. 
The articulate, hard farrd former Baath 
Party rrxutar also oversaw Iraq) missile 
procurement and intelligence operations 
Idler, as Iraq's undersecretary of state, he 
visited Washington frequently to push lor 
trade credits. What struck many about Mm 
was his salesmanship. “He would come by 
every couple of months and say tout. Too 
realise you’re losing a potentially huge 

market.’ ” recalls Bximbank’s Mr. Pllier. 
(Mr. Hamdoon Is now at the U.N. for 
Iraq.) 

The White House seems to have bought 
the Hamdoon pitch. Two months after the 
FBI raid on BNL-Atlanto. Mr. Bush signed 
a secret national security directive pro- 
mot Inf trade with Iraq. The same month. 
October 1 949. Secretary of State Baker 
telephoned Agriculture Secretary Clayton 
Yeutter to push for an increase In agricul- 
tural credits for Iraq. Notes on the conver- 
sation were provided a congressional panel 
investigating the Iraqi dealings. According 
to them. Mr. Baker made it clear that ”wt 
want to get this Important program back 
on track quickly.” The next month, the 
Department of Agriculture was persuaded 
to raise to Si billion, from a proposed MO 
million, its guarantees of COC loans to 
finance exports to Iraq. 

In a letter to the Treasury defending the 
Agriculture move. Lawrence S. Eagle- 
burger. now acting Secretory of Slate. 
Mid. "Our ability to Influence Iraqi behav- 
ior in areas from Lebanon to the Middle 
But peace process to missile proliferation 
Is enhanced by expanded trade.” 

In January 1990. Congress passed a 
measure barring the Eximbank from lend- 
ing to states whose policies snd behavior 
were considered harmful to U S. Interests. 
Nine nations were on the list. However. 
President Bush intervened to exempt 
Iraq. 

For Its part, the Stole Department 
appeared chiefly concerned with keeping 
Baghdad’s approval. In a February 1990 
memo to Robert Kimmitt. then undersec- 
retary of stole for policy. John H. Kelly, 
another Mldeasi specialist, fretted over a 
possible slowdown In the Agriculture De- 
partment’s loans to support grain sales. 
The program "is a key component of the 
relationship and failure to approve the 
| loans! will feed Saddam s paranoia and 
accelerate his swing against us." Mr. 
Killy wrote. "We need to move quickly to 
gat this critical program back on track.’’ 

But u U S. loans to Iraq piled up. 
Saddam Hussein's behavior worsened. 


April 1990. after the Iraqi dictator threat- 
ened to burn half of Israel with some 
unspecified new weapon, the harsh troth 
sank In. The administration began to re- 
think Its support and managed to suspend 
SSOO million of the COC credits. 
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NmrtirUK IU.rtta'rMM*lQMfcf*tfo«. 

funding loam to Voq tacM by U *. J^tatonDfcrtnM QomMy Cm* Corp. 

P«bnuvylM7 BNU AJUoti brand) b*gim tortfe tf tocrot common* kunt to Iraq 

totaling ( 2.1 MU*- 

1M Iran-lraq wu md*. Iraq raportoJy usot dwnfcto woopora tgatat Kurds 

Mm* lit* Butt Oapt mono warns Bakar that Inq * *wo<1dng hanT on weapon of 
mass dMtmctfoiL 

Am 1MI U S. ExpofMmport Bank warns that txports to Inq in baing u$*j for 
mWtary purports. 

AM* m nld* BNl-Attonto. 

0«i. ft, llff Bush Hons sacral rational sacority dkacsivs advocating US trada wWi inq 

Oat. M, IBM Stats Dapt asks Aoricultun OtpL to oflar Iraq St Nffloo of oovammant- 
fcacksdtradscradRi. 

Jaw. IT, IBM lush wakas tmbargo placid byCongnss on tombank credits to Inq. 

IterahlMO IMuombauodor b>U$.tobtSlaHondjMtictOopt.oincfciithai 
(Kowwtlon o( BNU Ron. hoadquaitort \»uld ho/m U-SNOm ratattont 

April ItiO Saddam Hussain threatens to "maka tha fin oaf up hah of knot" 

April 17, AMO Ttusury Ott*. wttlhotol lul Ol $1 b*on commo«ty trado owStt 
pririotnly Mmwtad lor b««. 

Arirl*M Suah admMatraOon oppous congrmional non lor tancOoni tgumt Inq 

Aii. 2, IttO Iraq Invades Kuwait. 

*•*.**, UN U.8. ground Mr agakut Inq onto; Cfirtstophw Orogoul, hood ol BNL7 
Mina branch, k MkM lor Itwi. 

Am Spiffs DtoqouI pleads guBiy to 60 charges, Including bank fraud, tax evasion 
and obstruction gfjuatica. 

B#pt 14, Iff* Judge ppens Orogoul igntendog having in Atlanta. 

Oct. 1,1*04 MOcoOori. wOMtanOrogotl ouOty plea oftornnctodlng that no 
almost comMyMil oelaloa* if ' 

Oat 7, IMS .CIA l*«k*BliMsflg<lo« rf* poofcknlo**^ rill tanrobotfeNL 
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U.S. Overlooked Iraq’s Loan Record 

Agriculture Dept. Certification for Guarantees Was Based on False Report 


By R. Jeffrey Smith 


Shortly before the Bush admails' 
tntioo approved $1 billion in loan 
punntees to Iraq three years ago, 
the Agriculture Department falsely 
certified that it had no evidence of 
illegal actions by Iraq in obtaining 
Previous (pans, according to a federal 
iave*igityr. _ ; 

The e*dence of Iraqi wrongdoing 
ms uncovered during a 1989 probe 
of illicit loans to Iraq by the Atlanta 
branch of Italy’s Banca Nazxxiate dd 
Lavoro (BNL). It was disclosed to 
two Agriculture Department officials 
by Gale McKenzie, the senior pros- 
ecutor in the BNL case, on Oct. 11 of 
that year. 

But a summary of McKenzie’s find- 
ings. prepared four weeks later by 
the department, inexplicably re- 
ported an opposite conclusion that 
“no [Iraqi] wrongdoing a indicated at 
this time." The inconect summary 
played a key role in persuading senior 
administration officials to approve 
the new loan guarantees on Nov. 8. 
1989. 

Arthur J. Wade, the chief investi- 
gator under McKenzie, has called the 
Agriculture Department's summary 
wrong and said it was crafted “art- 
fully" and for a "definite purpose.* 
according to a transcript released 
yesterday of testimony he gave in 
July to staff members of the Senate 
Agriculture Committee. 

The disclosure of Wade's state- 
ment is expected to heighten contro- 
versy over the administration's de- 
cision to extend the additional guar- 
antees to Iraq at a time of grows* 


suspicions that past loans were rid- 
dled with corruption, including lock- 
hacks and bribes demanded by Iraqi 
government agencies and question- 
able consulting fees for Iraqi front 
companies in the United States. 

The decision to go forward was 
part of a broad U.S. effort to puO Iraq 
toward the West in the aftermath of 
the eight-year I ran- Iraq war. a plan 
strongly promoted within the admin- 
istration by Secretary of State James 
A. Baker III. It was initially resisted 
by the Treasury Department, the 
Federal Reserve Bank and the Office 
of Management and Budget, whose 
representatives warned prophetically 
that allegations of Iraqi wrongdoing 
could eventually embarrass the ad- 
ministration in the loan matter. 

BNL. as the principal financier of 
US. exports to Iraq, was the chief 
recipient of the loan guarantees that 
the Agriculture Department gave to 
Iraq before 1988. BNL's Atlanta 
branch was raided m 1989 after two 
of its employees told the government 
the branch had made billions of dol- 
lars worth of unreport ed loans to 
Iraq, mduding some that were not 
guaranteed by the government. 

Controversy over the US. loan 
guarantees first erupted last sum- 
mer. when congressional investiga- 
tors disclosed that a State Depart- 
ment official responsible for monitor- 
ing the loan program. Frank LeMay. 
informed tus superiors weeks before 
the loan guarantees were ap proved 
that the BNL probe had produced 
substantial evidence of Iraqi wrong- 
doing. including the potential diver- 
won of US. -guaranteed funds to pur- 
chases of midear -related equipment. 

Le May’s memo was partly about 


his discussions of the BNL case with 
Kevin Brosch. an Agriculture Depart- 
ment attorney, and Larry McElvain. 
an official of the department's loan 
guarantee program. Brosch later told 
the Hony banking committe e that 
LeMay s memo was a misleading' and 
exaggerated account of his briefing 
But Wade bolstered LeMay 's daim • 
by telling Senate investigators that [ 
McKenzie and Ken Golec, another 
investigator on the case rn Atlanta. ; 
had informed Brosch about the ev- 1 
idence of Iraqi wrongdoing, prior to 
Broach's meeting with LeMay 
“I viewed what I had as evidence.* j 
Wade said, according to the Senate 
transcript of an interview conducted | 
with Golec present. ’I cannot imagine • 
saying I had no evidence.* Golec 
added that although he did not then 
have enough information to indict 
specific Iraqi officials, “we were def- 
initely beyond the speculation point " 
Brosch could not be reached yes- 
terday. But Thomas V. Conway, an 
associate general counsel at the Ag- 
riculture Department, said "in our 
view, Wade made a number of alle- 
gations. but did not have evidence* of 
Iraqi wrongdoing. 
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U.S. Ignored Signs in Iraq Case, 
Government Papers Show 

■ Policy: Officials kepi up aid to Baghdad despite evidence in W of Wh ,„ lht nptn 

its role in bank scheme, records reveal. Brosch *** questioned . 

L*mj\ s m«tio Iasi Msy ov the H«i'..-e 


By DOUGLAS FRANTZ 
•Od MURRAY WAAS 

IPIOai TO INI fiMO 

Washington - —B uih Administration 

official* ignored emerging evidence of 
Iraqi fovernmem involvement in a rrvas- 
» v e Ailanu hank scandal in the fall of 1989 
and continued providing Baghdad with 
•conomic assistance to avoid straining 
relations, according .to newly released 
government document* 

U S officials were aware at the time that 
evidence pointed to Iraqi complicity in the 
Banca Naxiorule del Lavoro loan scheme 
a nd st rongly suggested that Iraq swapped 
American food for arms, according to the 
records 

But ihoae officials failed to divulge the 
information to a government committee at 



a key moment when it could have curtailed 
aid to Iraq, the records show 

Taken with other material disclosed in 
recent months, the new documents provide 
the moat extensive look yet at the battle 
inside the Administration to salvage the 
•id program and maintain ties with Bagh- 
dad in the face of mounting evidence of 
Iraqi wrongdoing 

< They also demonstrate how far some 
L.S officials went to keep the aid program 
alive and sustain President Bush s ill fated 
policy of strengthening ties to Saddam 
Hussein And one internal Justice Depart- 
ment document provides the strongest 
statement to date that Iraq may have 
obtained weapons for food bought with 
American loan guarantees 
The documents were released Saturday 
by the Senate Agriculture Committee, 
which has been invest.gating the Agricul- 
ture Department t loan guarantees for 
Iraq. 

A State Department spokeswoman de- 
clined to comment on the material Instead, 
■he referred to a letter released last week 
in which acting Secretary of State Law- 
rence S Eagleburger said it has not been 
proved that Iraq used food bought with 
U S loan guarantees to acquire weapons 
Eagleburger also repeated that the Ad- 
ministration s goal had b* n to moderate 
Iraqi behavior with a nu of limned 
incentives and strong disincentives. ' 

The records shed new light on s critical 
period in relations between the United 
States and Iraq 

Bush had just signed a top-secret order 
mandating closer ues u> Baghdad. Yet 
some Administration officials were propos- 
ing to stop the major American aid pro* 
gram for Iraq, and U S intelligence agen- 
cies were warning that Iraq was engaged 
In a worldwide arms -buying effort. 

"The Administration battle was touched 
A off on Aug. a. 1M Federal agents 
raided the Atlanta branch of Italy's Banca 
Nauonale del Lavoro and found evidence 
of tS billion in fraudulent loans to Iraq. 
Nearly S7 billion of those loans were 
guaranteed by the Agriculture Depart 
mem * Commodity Credit Carp . which 
allowed Iraq to buy American commodities 
on credit 

The Administration was proposing an- 
other II billion m CCC guarantees for Iraq 
The Federal Reserve. Treasury Depart- 
ment and Export - Import Bank had reser- 
vations because of concerns shout Iraq's 
ability to pay the loans But the Suit 
I>panm**nr and White House were push 
* * ’he Packet* a* « Sr*i*- »mr. .nitu- 


As evidence emerged of Iraqi govern- 
ment involvement i r. the fraudulent loans 
at BNL. the Agncul’ure Department pro 
posed cutting CCC a.d to 1400 million Iraqi 
Foreign Minister Tar.q Am told Baker on 
Oct 6. 1989. that (400 million was unac- 
ceptable 

According to one of the new documents, 
two days later. Ntzar Hamdoon. a senior 
Iraqi official warned US diplomats in 
Baghdad that Iraq would hall payments on 
12 3 billion in existing CCC -guaranteed 
loans unless the United States provided the 
new loan guarantees 

With his mailed fist still m his velvet 
(love. Hamdoon then pointed out that Iraq 
does have alternative sources of supply." 
the cable recounted 

The stakes were high On Oct 11. two 
Agriculture Department officials. Kevin 
Brosch and Larry McFlvam. were dis- 
patched to Atlanta to find out how much 
the investigators had uncovered about 
Iraqi involvement in the BNL fraud Ac- 
counts of the briefing differ 

Frank Lemay. a State Department offi- 
cial. wrote a memo on Oct 13. 1989. in 
which he said Brosch had told him the 
Atlanta investigators had expressed grave 
concerns about Iraqi involvement in the 
BNL scheme 

Lemay said Brosch had said Iraqi offi- 
cials were involved ;n the BNL scandal and 
U S exporters who refused to pay bribes to 
Iraq were blacklisted Brosch also said 
American goods bought with CCC guaran • 
lees might have been traded for arms and 
some CCC funds might have gone for 
nuclear weapon technology, according to 
the memo 

Brosch s information had an immediate 
impact at the Agriculture Department 
According to a newly released memo lo 
then -Secretary Clayton K Yeutter. the 
department suspended sll talks with Iraq 
on new CCC aid on Oct 12. 

When Secretary of State James A Baker 
HI was told of that plan the next day. he 
ordered subordinates to get it back onto 
the table." 

Over the next three weeks, there were 
many discussions within the Administra- 
tion about the CCC program and the 
Atlanta inqury They came to a climax on 
Oct 31. when Baker phoned Yeutter and 
persuaded him to restore the Si billion 
But the final decision depended an 
■upport from an interagency group called 
^NauoMl Ad visory Council With the 

suli opposing the aid. Brosch prepared a 
report on the BNL investigation for the 
NACs Nov I meeting. 

The report, also released Saturday, said 
** **** * that CCC becked gram had 
been used by Iraq for arms purchases were 
the rcMh of a clerical error. It played down 
fireMre «" U S. exporters for bribes and 
aid not menum that CCC aid m«ht have 
bought nuclear technofc«y. 

As for Iraqi government involvement, 
the report conclude* -« does not Mere 
that there is sny evidence that has been 
adduced to indicate Iraqi wrm^doiM with 
«« the ICCCJ program anting out of 
the BNL affair “ 

T he full SI billion was approved, al- 
though it was divided into halves In 
explaining his vote for the sad. Federal 
Rworee Cov Edmund Kelley said at the 
NAC meeting that the report reassured 
"•* "that the inv es ti ga tio n had not yet 
revealed cufcrtduy on the pen of the 
Irsqm" 


Banking Committee He said the Lemay 
memo was wrong Those notes are totally 
misleading, he said 

Attempts lo reach Brosch isst week 
were unsuccessful, but Agriculture offi- 
cials have said in the past that Lemay 
misunderstood what Broach told him 
However, the lead prosecutor in Atlanta 
responded to Broach's testimony with a 
memo of her own on June 16 It suppor s 
Lemay s memo and contradicts the critical 
1989 report to the NAC. according to a 
copy released Saturday 

Assistant U S Any Gale McKenzie 
wrote that Broach and McElvam were toil 
Oct II. 1989. that investigators had uncov 
ered evidence of "criminal complicity of 
certain Iraqi government officials in the 
BNL scheme and CCC loan abuses She 
said they also were told that Iraq had used 
BNL loans to buy technology with miir.ar- 
uses, including specific nuclear goods 
On the question of grain -for -gum 
McKenzie said the Agriculture officii * 
were told: "Iraqi purchases of more CCC 
guaranteed commodities than could re 
reasonably consumed in Iraq «trorg . 
indicated barter, transshipment or othe' 
diversion " 

Four Iraqi government official we-e 
indicted in the Banca Nazionale de; La^c": 
scandal in February 1991 and it ~*i 
emerged since that millions of dollar* - 
BNL loans were used for military purpojef 
by Iraq, including improving the Sc.d 
missiles that killed 28 American soldier* n 
the Persian Gulf War 
Prosecutors are still mvesttgat ng "e 
diversion of CCC commodities !r re<- - 
weeks, sources say that phase or --■* 
inquiry has focused on possible • iz 

tanks and weapons with the forme.- >. • e 
Union. 

Fraeti Is s Hess staff setter see Was* >» s 
reeMeleeimpeedset 




